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Domestic  Violence  affects 
1  in  every  4  women. 

It  costs  American  businesses 
over  $3  billion  each  year. 

And  your  company  can  be 
part  of  the  solution. 

Domestic  violence  is  the  leading  cause  of  injury 
to  women  in  our  country,  and  its  impact  extends 
from  the  home  to  the  workplace.  The  result? 
Shattered  lives  and  billions  of  dollars  in  business 
losses  annually  due  to  absenteeism,  turnover, 
medical  expenses  and  lower  productivity 

That's  why  helping  victims  of  domestic  violence 
IS  your  business.  Your  company  can  change  lives 
by  building  awareness  of  the  issue  and  providing 
a  link  to  information  about  resources  in  your  community 

Let  your  employees  know  their  safety  is  important. 
A  few  steps  can  make  all  the  difference  to 
your  business  —  and  to  someone  like  Doreen. 

wouldn't  you  protect  them? 


To  learn  how  to  implement  a 
domestic  violence  workplace  policy 
in  your  company,  please  visit: 
www.safeatworkcoalition.org 

If  you  or  one  of  your  employees 
needs  help,  contact  the 
National  Domestic  Violence  Hotline: 
(800)  799.SAFE 
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tfie  Issue  of  global  warming 

has  given  rise  to  heated  debate. 

is  the  burning  of  fossil  fuels 

and  increased  concentration  of 

carbon  dioxide  in  the  air  a  serious 

threat  or  just  a  lot  of  hot  air? 


(Each  Shell  company  is  a  separate  and  disHncI  entity.  In  this  ad»riis«ment,  the  words  "Shell,"  "we,"  "us"  and  "our"  refer,  in  some  places,  to  the  Royal  Dutch/Shell 


OR  CLEAR  THE  AIR? 


Shell  believes  that  action  needs  to  be  taken  now,  both 

by  companies  and  their  customers.  We  are  actively 

managing  greenhouse  gas  emissions  in  our  worldwide 

operations  such  that  by  2010  they  are  still  5%  or  more 

below  1990  levels,  even  while  we  grow  our  business. 

We  are  also  working  to  increase  the  supply  of  natural 

gas,  a  cleaner  option  for  electricity  generation  and 

home  heating,  and  offering  alternative  energy  sources 

such  as  solar,  hydrogen  and  wind  power.  It's  all  part  of 

our  commitment  to  contribute  to  sustainable  development, 

balancing  economic  progress  with  environmental  care 

and  social  responsibility.  Solutions  for  the  future  won't 

come  easily,  particularly  in  today's  climate,  but  you 

can't  find  them  if  you  don't  keep  looking. 


WE  WELCOME  YOUR  INPUT,  CONTACT  US  ON  THE  INTERNET  AT  WWWSHELL.COM/CLIMATE  OR 
EMAIL  US  AT  TELL-SHELL9SI.SHELl.COM'  OR  WRITE  TO  US  AT  LISTENING  AND  RESPONDING, 
SHELL  OIL  COMPANY,  PO.  BOX  2463,  HOUSTON,  TX  77252 
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Honeywell  International 


S  S^^A.  Diamonds:  the  30  blue-chip  stocks  of  the  Dozv  Jones  Industrial  Average  in  one  share. 

siAMSiRrnGicmi  ADVISORS     Find  out  morei  visit  www.amex.com/DIA  or  call  i-Soo-THE  AMEX. 


^«^'o   'thf'IYAy""'""''!""  '''''''''     ^°'"  T.\^  -^""^P'-'^^  D.amoncls  informalion  and  prospectus  includin^r  potential  risks 
l-«00-  I  Hh  AMtX  or  visil  www.amex.com/DIA.   Read  prospectus  carefully  before  investing. 

ALPS  Distributors.   In.  ..  a  reois.ered  brok,  r- dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment 
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to  look  for  in  a  Diamond. 
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Here's  a  hefty  liltle 
gem  to  consider.  Diamonds 
are  all  30  ftocks  of  the 
Dow  Jones  Induftrial 
Average  wrapped  up  in 
one  convenient  exchange 
traded  fund.  Which  ^ves 
your  portfolio  a  diverse 
blue-chi|)  foundation  in 
a  single  transa<5lion. 

Each  Diamond  share 
(DIA)  represents  all  of 
The  Dow's  companies, 
ju^  like  a  tradilional 
index  fund.  But  you  can 
buy  and  sell  Diamonds 
all  day  long,  juil  like  a 
ftock.  So  they're  the  heSi 
of  both  worlds — made  even 
better  by  tax  efficiency 
and  low  management  fees! 

Diamonds  are  one  of 
100+  exchange  traded 
funds  lii1;ed  on  the 
American  Stock  Exchange. 
Ask  your  advisor  for 
details  and  learn  why 
these  Diamonds  have  their 
own  unique  brilliance. 

THE    DOW     INDUSTRIALS 

DIAMONDS. 
AMERICAN 

STOCK  EXCHANGE' 


amonds  are  subject  to  risks  similar  to  those  of  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility, 
that  an  investor's  shares,  when  redeemed  or  sold,  may  be  worth  n^ore  or  less  than  their  ori^nal  cost.  Past  performance  is  n 
»rantee  of  future  results. 

■les  Industrial  Average,'^'  The  Dow"  and  Diamonds'  are  tiadei^iarks  of  Dow  Jones  &  Company,  Inc.,  and  have  been  licensed  for  use  by  PDR  Sei^v-ices  LI. 
^.American  Stock  Exchange  LLC.  pursuant  to  a  License  Agreement  with  Dow  Jones.  Diamonds  are  not  sponsored,  endorsed,  sold  or  promoted 
•fjones  and  Dow  Jones  makes  no  representation  regarding  the  advisabiliiy  of  investing  in  Diamonds.   ©  2003  American  stock  exchange  llo 


WE  SIGNED  ON  BECAUSE  W€  BELIEVE 
TYCO  HAS  A  BRIGHT  FUTURE. 


THE  PEOPLE  YOU  SEE  pictured  above  held 
leadership  positions  at  companies  like  Motorola, 
GE,  Honeywell,  Siemens,  United  Technologies, 
and  International  Paper.  Now  we  work  at  Tyco. 

Why? 

After  studying  the  company,  each  of  us 
reached  the  same  conclusion.  Tyco  has  excellent 
businesses  that  are  poised  for  growth  in  the  future. 

Despite  the  distractions  of  the  recent  past, 
Tyco  is  a  $37  billion  corneal  v  thot  sells  real  products 
to  real  customers  around  the  world. 


You  may  not  be  aware  of  it,  but  Tyco  touch 
nearly  every  part  of  your  life,  every  day. 

Almost  no  automobile,  airplane,  train,  or  b 
operates  without  some  Tyco  product. 

As  one  of  the  world's  leading  producers  of 
acetaminophen,  Tyco  helps  millions  of  headaches  go  a 

In  hospital  operating  rooms,  Tyco  medica 
products  enable  doctors  to  save  lives. 

Firefighters  everywhere  are  able  to  enter 
burning  buildings  to  rescue  people,  because  of 
breathing  equipment  made  by  Tyco. 
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WE  SIGNED  BELOW 
TO  SHOW  YOU  WE  MEAN  IT. 


Millions  of  people  will  rest  easier  tonight 
luse  of  Tyco  fire  and  security  systems. 

The  company's  emphasis  on  health  care, 
Ironies,  and  security  is  underpinned  by  the 
)ling  expertise  of  our  world-class 
tics  and  engineered  materials 
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nesses. 


Under  the  leadership  of  CEO  Ed  Breen, 

re  renewing  our  focus  on  our  customers'  needs. 

is  the  first  step  in  making  the  transition  from 


a  holding  company  to  a  high-performance 
operating  company. 

And  all  of  us,  including  the  260,000 
employees  of  Tyco,  share  the  same  vision:  to  build 
and  work  within  a  culture  of 
passion,  performance,  integrity, 
and  accountability  across  the  company. 

At  Tyco,  we  believe  that  the  present  is  great. 
But  our  potential  for  growth  in  the  future  is  even 
greater.  And  we'll  put  our  name  on  that. 


&U^  O.    ^A 


Edward  D.  Breen 
Chairman  and  CEO 
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'Enc  M.  hllmore 
Senior  Vice  President 
Corporate  Governance 
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Naren  K.  Gursahaney 

Vice  President 
Operational  Excellence 


David  J.  FitzPatrick 
Exeaitive  Vice  President 
Chief  Financial  Officer 


Dana  S.  Deasy 

Senior  Vice  President 

Chief  Information  Officer 
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William  B.  Lytton 

Executive  Vice  President 

General  Counsel 
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Martina  Hund-Mejean 
Senior  Vice  President 
Corporate  Treasurer 


Laurie  Siegel 

Senior  Vice  President 

Human  Resources 


4r\ 


Charles  Young 

Senior  Vice  President 

Corporate  Marketing  <S  Communications 
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John  E.  Evard  Jr. 
Senior  Vice  President 
Corporate  Tax  Officer 


Timothy  E.  Flanigan 

Vice  President,  General  Counsel 

Corporate  &  International 


Ed  Arditte 

Senior  Vice  President 

Investor  Relations 


Gardner  G.  Courson 

Vice  President 

Deputy  General  Counsel  -  Litigation 


Great  Moments  at  Work. 

You  didn't  just  make  a  meeting. 

You  made  history. 
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Introducing  the  new  Microsoft  Office  System. 

Ten  offices,  seven  countries,  one  impossible  deadline? 
No  problem.  Not  when  you're  equipped  with  innovations 
that  allow  you  and  your  team  to  collaborate  more  securely  in 
real-time— all  from  within  familiar  Microsoft*  Office  programs. 
Yes,  this  is  the  stuff  of  legend.  Discover  how  to  have  your 
own  great  moments  at  microsoft.com/greatmoments 
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Introducing   the  Buick  of  SUVs.   Offering   an   available   290-horsepower  VS.  And    Buicks 
exclusive  QuietTuningl"   From   the  studio  where  the  world's  greatest  car  designer,   Harley  Earl,   hung   his  hat 

Peaceful.   Powerful.   Rainier."'  Ifs  a  brand-new  Buick. 
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BUICK" 

THE   SPIRIT  OF  A/S/IERICAM   STYLE" 


OFFICIIAL  OAR  OF  1  Ht   f'GA  TOUR 


buick.com 
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146   Inside  Dope 

Canada's  dirty,  well-lit  marijuana  trade  is  rich, 
expanding  . . .  and  unstoppable.  By  Quentin  Hardy 

78    Do  You  Fear  Me  Now?  ' 

Verizon  Wireless  wants  to  dominate  the      m 
phone  business  and  doesn't  care  who  gets  in 
the  way — whether  competitors  or  even  its 
own  parent  company.  By  Scott  Woolley 

100  Cliff-Hanger 

A  mix  of  art,  philosophy, 
religion  and  truckloads  of 
production  dollars  created 
a  Hollywood  blockbuster. 
But  how  will  the  quirky 
fi-anchise  that  is  The  Matrix 
end?  By  Brett  Pulley 

156   Gadgets  We  Love 

Nine  cool,  indispensable 
gbmos  that  work. 

198   Smart  Money 

Put  the  best  stock  pickers  to 
work  for  you — for  free. 
By  Christopher  Helman 
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47  Digital  Rules 

Rich  Karlgaard  lays  out  two 
roadmaps  for  the  future — the 
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mers and  snoopers.  Plus  earnings 
forecasts  on  important  stocks. 
By  Shlomo  Reifman,  Andrew  T.  Gillies 
and  Arik  Hesseldahl 
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By  Joshua  Levine 
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By  Joann  Muller 
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|«ncial  services  •  lighting  •  transportation  •  industry  &  automation  •  building  technologies 


C  ean,  crush,  macerate, 

press,  ferment,  filter,  age,  bottle, 

Hrink'      ^nH    h^    mOrr\/     There  is  much  work  to  be  done  before 

^       grapes  can  be  transformed  into  fine  wine. 
Fortunately,  Siemens  integrated  automation  is  in  place  to  ensure  that  this 
age-old  tradition  operates  with  state-of-the-art  efficiency.  From  making 
manufacturing  more  productive,  to  pioneering  cleaner,  more  efficient  energy 
technologies,  to  holding  the  world  record  for  transmitting  data  over  a  single 
optical  fiber,  Siemens  is  reshaping  and  redefining  entire  industries. 
When  you  have  425,000  minds  working  together  all  around  the  globe, 
including  75,000  right  here  in  the  U.S.,  innovative  solutions  emerge. 
And  that's  what  it  takes  to  change  the  world. 

SIEMENS 


Global  network  of  innovatio 


>iemens  Corporation,  2003 
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106  Unquiet  Minds  Attention  deficit 
disorder  grows  up;  bosses  and 
workers  try  to  cope. 
By  Aliya  Sternstein 
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1 14    Desegregation's  Broken  Promises 

Fifty  years  after  Brown  v.  Board  of 
Education  the  courts  still  haven't 
solved  the  problems  in  urban 
schools.  But  innovators  like  KIPP 
are  getting  some  surprising 
results.  By  Ira  Carnahan 
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sackings  are  good  for  the 
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177   Glutton  for  Growth  Medifast 

wants  the  credibility  that  comes 
from  having  doctors  as  salesmen 
and  the  volume  that  comes  from 
having  Amway-like  husders  as 
salesmen.  By  Matthew  Swibel 
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AAA  of  the  ocean. 
By  Dirk  Smillie 
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190  Professor  Bubble  Are  we  headed 
for  a  reprise  of  the  late  1990s? 
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thinker.  By  Michael  Maiello 
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By  Susan  Adams 
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The  red-eye  has  been 
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A  strong  bank  beside  you 
makes  you  even  stronger. 
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SONY 

LIKE  NO  OTHER 
/ 

ps  if  our  televisions  weren't  so  good  at  showcasing  pictures,  our  new  DVD  recorder  wouldn't  have  to  be  so  good  at  recording 
Luckily,  the  Sony*  RDR-GX7  is  equipped  with  recording  technology  capable  of  crafting  a  picture  that  will  live  up  to  the  standards 
'  your  Sony  TV.  First,  there's  pre-frame  noise  reduction,  jitter  reduction  and  a  pre-video  equalizer  This  talented  trio  ensures  the  analog 
•nt  you  record  is  as  crisp,  vibrant  and  true  as  it  possibly  can  be.  And  then  there's  Sony's  Precision  Cinema  Progressive'"  circuitry 
sive  to  Sony,  this  breakthrough  technology  detects  /our  images,  not  frame  by  frame,  but  pixel  by  pixel  to  deliver  DVD  playback 
;  beyond  comparison.The  wait  is  over  The  Sony  DVD  Recorder  has  arrived.  Get  a  personal  tour  at  www.sony.com/dvdrecorder. 


OUR  NEW  DVD  RECORDER  HAD  TO  MEET 
AN  INCREDIBLY  HIGH  STANDARD  OF  PICTURE  QUALITY. 
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Reading,  Writing  and  Cream-Skimmi 

The  chart  displays  the  great  educational  failure  of  the  pas 
years:  Spending  tripled  while  test  scores  barely  budged.  Hov\ 
we  going  to  fix  our  schools?  In  a  story  (p.  114)  on  Brow 
Board  of  Education  and  its  consequences,  Ira  Carnahan  alli 
to  some  of  the 
things  that 

haven't  worked: 
lawsuits,  lavish 
facilities  in  so- 
called  magnet 
schools,  long  bus 
rides  to  correct 
racial  disparities. 
He  found  one 
thing  that  does 
work:  classroom 
instruction. 

The  Knowledge  Is  Power  Program  runs  charter  and  conti 
schools  in  Washington,  D.C.,  the  Bronx  and  elsewhere.  K 
schools  are,  for  the  most  part,  taxpayer  flinded,  but  they  are  1 
of  much  of  the  union  rules  and  bureaucracy  that  hamstr. 
other  urban  schools.  The  one  in  D.C.  delivers  dramatic  impro 
ments  in  reading  and  math  ability.  It  does  this  with  a  demand 
schedule  that  has  the  school  open  8  to  5  and  students  putting 
seven  hours  a  day,  double  the  norm,  on  the  basics. 

The  objection  raised  to  charter  schools  (and,  with  mc 

vehemence,  to  private  schools  hmded  with  vouchers)  is  that  ti 

will  skim  the  cream  off  the  student  population.  KIPP's  prom 

ers  make  much  of  doing  no  such  thing;  admission  is  first  con 

first  serve  or  by  lottery.  But  there  is,  in  fact,  a  subde  form  of  st 

regation  going  on.  Only  the  most  motivated  of  students  c 

abide  the  grueling  schedule,  and  they  are  the  ones  that  sign  u 

Let's  take  this  notion  of  benevolent  segregation  a  bit  ftirth 

Imagine  that  an  underperforming  public  school  is  divided  ir 

three  schools,  in  different  buildings.  School  A  has,  not  t 

smartest  kids,  but  the  ones  with  the  best  attitude.  Teachers  ai 

students  compete  to  be  assigned  to  it.  School  B  has  medioc 

students  and  teachers.  They  just  get  by.  School  C  winds  up  wi, 

the  disruptive  students  and  the  least  inspired  educators.  In  a 

year,  every  student  and  teacher  in  Schools  A  and  B  is  at  risk 

being  demoted  to  B  or  C,  and  every  denizen  of  B  and  C  c 

apply  to  move  up  one  tier. 

Too  competitive?  But  real  life  is  competitive,  and  compe 
tion  motivates  people  to  do  their  best.  There  are,  in  fact, 
schools  in  place,  but  diey  usually  have  the  additional  requir 
ment  that  applicants  be  very  smart— Manhattan's  Stuyvesa 
High  School,  for  example.  We  need  more  Stuyvesants  for  kids 
average  talent. 

Until  such  schools  arrive,  let's  hope  we  get  more  of  the  KU 
variety.  Visit  kipp.org. 
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nice  to  know  your  loved  ones  are  safe  at  home.  Wherever  you  are,  you  can 
litor  your  home  -  even  remotely  control  home  appliances,  temperatures  and 
jrity  devices.  And  in  the  ubiquitous  networked  society  of  the  near  future, 
'II  be  connected  to  everyone  and  everything,  anytime  and  anyplace.  Even 
r  cat.  From  broadband  access  networks,  data  storage  solutions  and  hard  disk 
'e  technologies,  to  information  devices  like  plasma  displays  and  PDAs, 
ichi's  technological  expertise  and  services  are  making  this  a  reality.  Just  one 
re  example  of  technology  not  for  its  own  sake  but  for      infrastructure 


benefit  of  all.  As  an  innovative  global  solutions  company, 
»chi  touches  your  life  in  many  ways.  Visit  us  on  the  Web       \     .      / 
see  technology  in  action.  E^jviROMMef 
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www.hitachi.com/inspire/ 


What  makes  someone  happy  isn't  just  the  sound  of  your 
voice.  It's  knowing  that  distance  means  nothing  and 
they  mean  everything.  With  the  most  wireless  coverage 
in  North  America,  attwireless.com.  1-866-reachout 
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Home  Is  Where  the  Chart  Is 

"China  Syndrome"  (Oct.  27,  p.  45),  Rich 
Karlgaard's  column  on  the  export  of  U.S. 
jobs,  contained  a  false  statement  about 
Mayo  Clinic.  We  do  not  export  radiol- 
ogy records  or  any  other  clinical  services 
to  Bangalore  or  anywhere  else.  In  fact, 
the  opposite  is  true.  Last  year  alone  other 
medical  providers  sent  over  3.5  million 
medical  images,  samples  and  specimens 
to  Mayo  Clinic  for  our  expert  analysis 
and  consultation.  Nearly  50,000  of  these 
came  from  outside  the  U.S.,  and  patients 
from  150  countries  were  treated  at  Mayo 
Clinic  in  Rochester,  Jacksonville  and 
Scottsdale.  As  one  of  the  largest  health 
care  organizations  in  the  country — 
whose  economic  impact  on  Minnesota 
alone  is  three  times  that  of  the  Mall  of 
America — Mayo  Clinic's  international 
connections  support  domestic  jobs  and 
the  U.S.  economy. 

HUGH  SMITH,  M.D. 

Chair,  Mayo  Clinic  Board  of  Governors 

Rochester,  Minn. 

Black  and  Blue 

"Back  on  the  Chain  Gang"  (Oct.  13, 
p.  114)  did  a  nice  job  of  trumpeting 
IBM's  work  trimming  costs  and  im- 
proving efficiencies.  Still,  you  have  to 
hand  it  to  Michael  Dell.  He  has  effec- 
tively tricked  his  larger  rivals,  like  IBM 
and  HP,  into  losing  sight  of  what  made 
them  successful — innovative  prod- 
ucts. They  have  been  drawn  into  a 
commodity  war  that  they  can't  win. 
What  will  happen  when  they  can't  de- 
sign a  new  product  because  it's  not 
available  in  their  superlean  supply 
chain?  Cost-cutting  and  outsourcing 
cannot  define  these  businesses  forever. 
Then  again,  it  might  be  cheaper  for 
IBM  to  switch  to  black  ink  instead  of 
blue  on  its  boxes. 

BENJAMIN  KWITEK 
Colorado  Springs,  Colo. 

To  Catch  a  Thief 

In  "Soak  the  Rich.  Which  Ones?" 
(Oct.  6,  p.  18)  Editor  William  Baldwin 
admits  he  doesn't  have  a  simple  formula 
for  nailing  the  rich  who  aren't  paying 
much  in  taxes.  I  do.  A  consumption  tax 
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Tackling  the  Coach 

I  take  exception  to  the  characteri- 
zation of  Keith  Raniere  as  an  exec- 
utive coach  in  "Cult  of  Personality" 
(Oct.  13,  p.  88).  Raniere  may  be  a 
supersalesman,  savvy  leader  and 
successful  businessman,  but  he  isn't 
an  executive  coach.  His  cult  of  per- 
sonality bears  no  relationship  to 
proven  techniques,  grounded  in 
solid  business  practice,  used  by 
coaches  to  sharpen  management 
leadership  skills.  Profiling  Raniere 
makes  colorful  copy  but  offers  little 
value  to  managers  who  seek  to  lead, 
not  just  manage. 

HENRIETTA  HARRISON 
Westport,  Conn. 


would  capture  the  guy  who  buys  a  vac 
by  borrowing  against  appreciated  asse  ] 
It  would  also  nail  the  drug  dealer  wl 
buys  a  Hummer.  A  consumption  til 
would  improve  efficiency  whOe  reduj 
ing  the  cost  of  compliance  with  oi| 
complex  tax  code. 

JOHN  W.  FEDORKJ 
Houston,  Te\ 

Do  Your  Homework 

In  addition  to  the  average  costs  of  varioi  ^ 
surgeries  posted  in  a  sidebar  to  "Open 
tion!"  (Oct.  27,  p.  246),  there  are  myria 
other  costs.  I  refused  a  hysterectomy  afti  ' 
looking  into  the  various  risks  and  ben 
fits.  I  found  that  hysterectomized  wome 
have  a  higher  risk  of  high  blood  pressur 
heart  attack,  stroke — the  list  goes  on.  Th( 
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Join  fellow  members  of  the 
Forbes  community 
on  the  new  Forbes 
Advisory  Panel.  We'll  ask 
for  your  input  on  timely 
business  and  lifestyle 
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often  require  hormone  medication  for  the 
remainder  of  their  lives.  There's  the  cost  of 
leaving  work  for  six  to  eight  weeks.  Perhaps 
if  we  started  looking  at  the  real,  total  cost  of 
these  procedures,  fewer  of  them  would  be 
performed.  Perhaps  if  patients  were  truly 
informed  of  the  risks  of  recommended 
surgeries,  they  would  decline  more  often. 
Perhaps  if  patients  were  adequately  in- 
formed about  alternative  treatments  for 
their  problems,  they  would  opt  for  less  in- 
vasive, less  costly  procedures  with  fewer  risks 
of  future  complications. 

MARY  PAT  BOERSMA 
Berkeley,  Calif. 

No  Special  Privileges 

Regarding  "After  Dick"  (Oct.  27,  p.  58),  if 
FORBES  believes  that  the  true  scandal  at  the 
NYSE  is  "the  money  being  made  on  the 
floor,"  it's  as  out  of  touch  with  reality  as  is 
the  NYSE's  Compensation  Committee.  The 
specialist  system  has  functioned  fairly  and 
effectively  for  decades,  surviving  in  spite  of 
market  turmoil  and  the  unrelenting  efforts 
of  regulators,  politicians  and  the  competi- 
tion to  kill  it.  Specialists  participate  as  prin- 
cipals in  only  25%  of  NYSE  transactions  and 
are  required  to  execute  customer  orders 
ahead  of  their  own.  Yes,  they  make  a  buck 
when  the  timing  works  in  their  favor. 
They're  not  charitable  organizations;  they 
are  capitalists.  If  the  NYSE  has  a  major  fault, 
it's  that  it's  failed  to  market  its  strengths  and 
protect  its  fi-anchise.  Notwithstanding  the 
inroads  made  by  better-capitalized  and 
loosely  regulated  competition,  the  specialist 
system  has  survived  as  the  cornerstone  of  a 
fair,  open  and  accessible  NYSE. 

THOMAS  V.  MCCONNELL 
Nesconset,  N.  Y. 

Shop  Talk 

"The  Revolution  That  Wasn't"  (Oct.  27, 
p.  210)  misses  the  mark.  Online  shopping  is 
indeed  a  revolution,  and  shoppers  are 
snatching  up  electronics,  books  and  software 
by  the  truckloads  at  far  discounted  rates, 
without  ever  leaving  tlieir  homes  and  offices. 
I  just  saved  over  $1,000  on  the  purchase  of 
Microsoft  software,  which  I  would  have  had 
to  shell  out  $2,000  for  through  traditional 
retail  channels.  1  can't  count  the  times  diat 
friends  have  told  me  about  the  incredible 
deals  ^hey  got  on  Ebay.  And  don't  say  Ebay 
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doesn't  count.  If  you  think  it  doesn't, 
you've  missed  the  revolution  altogether. 

MARK  FIGA 
Boerne,  J 

What  the  Brochure  Won't  Tell  You 

Regarding  "B-Schools:  The  Payback"  (C 
13,  p.  78),  who  needs  an  M.B.A.?  Most 
what  a  manager  needs  to  know  is  contaii 
in  the  following:  Where  to  outsource  m; 
ufacturing  (China),  where  to  outsource  ( 
centers,  computer  programming,  engine 
ing  design  and  finance  (India),  and  wh 
to  find  local  low-cost  illegal  aliens  (near 
Home  Depot  parking  lot). 

LOYD  ESKILDSC 
Scottsdale,  At 

True  Confessions 

In  response  to  "Clergy  Sex  Scammei 
(Forbes.com,  Sept.  24),  I  never  suggest 
that  some  claims  made  by  the  survive 
were  bogus.  I  represent  120  victims 
sexual  abuse  by  priests  or  church  work( 
in  the  current  proposed  settlement  wi 
the  Boston  Archdiocese.  Every  one 
these  is  a  serious  claim.  Church  recor 
support  the  incredible  horror  stories  v 
ited  upon  young  children.  Furthermoi 
in  my  firm  we  have  processes  in  place 
identify  corroborating  facts.  It  is  n 
understanding  that  the  overwhelmii 
majority  of  other  plaintiffs'  attorne 
have  similar  procedures.  The  Chun 
defense  for  years  was  to  raise  publ 
doubts  about  the  claims  of  the  survivoi 
That  defense  has  not  prevailed. 

MITCHELL  GARABEDIA 
Boston,  Moi 

Penny-Wise 

In  "The  Madness  of  Crowds"  (Oct.  2 
p.  226)  FORBES  said  Timken  Co.  was  e; 
pected  to  earn  2 1  cents  per  share  in  tt 
first  quarter  but  instead  lost  2  cents  p 
share.  We  also  said  diat  in  the  second  qua 
ter  Timken  was  forecast  to  earn  25  cen 
per  share  but  lost  7  cents.  In  fact,  Timke 
earned  19  cents  per  share  in  the  first  qua 
ter  and  18  cents  per  share  in  the  second. 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/lettcrs.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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"It  can't  be  done."  "You're  crazy."  "Never."  "No."  These  are  the 
words  that  come  in  the  beginning,  only  to  be  proven  wrong  in  the 
end.  At  ConocoPhillips,  we  realize  that  impossibilities  sometimes 


yield  the  best  opportunities.  So,  where  others  see  an  obstacle,     ' 


we  see  a  chance  to  elevate 


i 


I  AM  A  CISCO 
CATALYST  6500 


AM  A  SNARLING 
ACK  OF 
^OBERMANS. 

VI  INTEGRATED  SECURITY.  I  HAVE  THE  POWER  TO  PROTECT 
UR  NETWORK  FROM  THE  INSIDE, THE  OUTSIDE  AND  FROM 
ERYWHERE  IN  BETWEEN.  I  ALWAYS  KNOW  WHO  IS  ON  THE 
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AQT  AND  COMMENT 

I  Steve  Forbes,  editor-in-Chief 

I'/f/i  all  thy  getting  get  understanding" 


People  Power 


EN  THOUGH  .\RNOLD  SCHWARZENEGGER  WON  BY  A  LAND- 
le  and  even  though  the  Democrats'  recaU  candidate  barely  got 

third  of  the  vote,  California's  Democrat-dominated  legisla- 
e  will  probably  obstruct  the  new  governor's  reform  propos- 

Elected  lawmakers  there — and  increasingly  elsewhere — act 
>re  and  more  as  if  they  are  in  parallel  universes  and  are  ob- 
ous  to  the  reahties  facing  the  rest  of  us. 
ne  explanation  for  this  is  gerrymandering: 
jhisticated  software  enables  professional 
Is  to  better  draw  election  district  lines  that 
)tect  incumbents.  Even  Washington  is  not 
mune:  Incumbents  in  the  House  of  Repre- 
itatives  have  a  higher  reelection  rate  than 
members  of  North  Korea's  politburo.) 

If  Governor  Schwarzenegger's  appeals  to 

public  don't  move  the  legislature  to  do  what 
ight,  then  he  should  package  his  reforms  and 
t  them  on  the  ballot  as  referendums  this 
ning  March,  when  California  holds  its  pri- 
iries:  tax  cuts;  budget  cuts;  Arizona-like 
uiges  to  California's  hideously  burdensome- 
small-business  workers'  compensation  sys- 
n;  Texas-style  tort  reform;  rollbacks  of  crazy,  unaftbrdable  laws 
d  regulations,  such  as  mandatory  health  insurance  and  manda- 
y  paid  leave;  and  the  banning  of  illegal  immigrants  from  getting 


Arnold  also  needs  to  clean-sweep  the 
out-to-lunch  California  legislature. 


driver's  licenses.  He  should  also  push  for  a  Colorado-style  limita- 
tion (inflation  plus  population  growth)  on  future  spending. 

Let  the  voters  decide.  Given  the  fact  that  some  70%  of  the 
state's  spending  is  mandated  by  law  and  previous  ballot  initia- 
tives, the  referendum  route  may  be  the  best  way  for  Arnold  to 
go.  Most  voters  would  vote  yes,  sensing  that  only  drastic  change 
can  restore  the  long-lost  luster  of  the  once- 
golden  state.  Special  interests,  like  trial 
lavsryers,  that  have  ruined  the  state  eco- 
nomically will,  of  course,  scream.  But  their 
protests  will  be  dismissed  for  what  they 
are — cries  to  protect  ill-gotten  privileges. 
Political  scientists  and  pundits  piously  intone 
that  this  plebiscitary  end  run  around  the 
legislature  will  debilitate  deliberative  gov- 
ernment. "Mobocracy"  was  not  what  the 
Founding  Fathers  had  in  mind,  they'll 
grump.  On  the  other  hand  our  founders 
could  never  have  conceived  of  lifetime  polit- 
ical hacks  rigging  election  results  via  com- 
puter-based gerrymandering. 

California's  political  institutions  and 
elites  failed  the  state.  Voters  are  taking  matters  into  their  own 
hands.  That's  what's  supposed  to  happen  in  free  markets,  be 
they  business  or  pohtical. 


Hysteria  Unwarranted 


lYONE  WORRIED  THAT  WE'RE  ABOUT  TO  FOREVER  LOSE  PRE- 
)us  civil  liberties  should  take  heart  from  the  fuss  being  raised 
er  the  Administration's  proposal  to  expand  the  controversial 
iA  Patriot  Act.  This  legislation  was  quickly  passed  after  9/11 
part  of  our  war  against  terrorism.  From  all  the  current  agita- 
m  you'd  think  Attorney  General  lohn  Ashcroft  was  creating 
American  version  of  the  Gestapo  or  Stalin's  secret  police. 

Emotions  in  some  quarters  are  running  high  over  the  fact 
at  the  original  Patriot  Act  permits  agents  of  the  Justice 
apartment  access  to  a  person's  library  records,  bookstore  pur- 
ases,  video  rentals  and  Internet  usage.  But  federal  investiga- 
rs  already  have  similar  powers  for  use  in  investigating  routine 
)mestic  crimes.  Why  shouldn't  they  be  able  to  employ  such 
ols  in  combating  terrorism?  The  fact  is,  the  feds  have  yet  to 
« these  powers — no  one's  library  or  bookstore  records  have 
:en  subpoenaed  to  help  track  down  members  of  al  Qaeda 
>d  their  ilk. 

To  more  quickly  investigate  potential  terrorists,  the  White 
ouse  wants  the  Justice  Department  to  be  able  to  issue,  if  nec- 


essary, so-called  administrative  subpoenas  rather  than  having  to 
obtain  the  traditional  ones  from  judges  or  grand  juries.  This  way 
the  feds  could  gain  access  to  records  at  any  time,  including 
nights  and  weekends,  when  judges  and  grand  juries  are  not 
likely  to  be  in  session.  Few  people  seem  to  realize  that  federal 
investigators  already  use  these  kinds  of  subpoenas  in  cases  of 
domestic  wrongdoing,  particularly  in  those  involving  doctors 
bilking  Medicare.  Moreover,  any  recipient  of  an  administrative 
subpoena  who  feels  it  is  unjustified  can  demand  a  judge's 
approval.  What  better  safeguard  could  critics  ask  for? 

In  the  past  when  our  security  has  been  threatened  our  gov- 
ernment has  substantially  curbed  our  civil  liberties  with  the 
approbation  of  popular  opinion.  This  was  certainly  the  case 
during  the  Civil  War  and  the  two  World  Wars.  But  when  each 
threat  receded,  the  curbs  ended  and  our  freedoms  were  restored. 
As  for  the  current  crisis,  key  parts  of  the  Patriot  Act  are  due  to 
expire  automatically  in  2005,  unless  Congress  extends  them. 

We  should  indeed  be  sensitive  to  unnecessary  assaults  on  our 
liberties.  But  we  must  also  recognize  that  9/11  was  not  a  figment 
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of  anyone's  imagination  and  that,  despite  our  having  made      Patriot  Act  needs  to  be  conducted  with  common  sense 
impressive  progress  against  them,  terrorist  groups  and  individ-      pragmatism.  Worriers  may  not  acknowledge  it,  but  their  fel 
uals  are  working  hard  to  do  us  deadly  harm.  The  debate  over  the      Americans  wiU  never  let  their  country  devolve  iiito  a  poUce  st 


Amazing  Mary 


MARY,  VISCOUNTESS  ECCLES,  A  WARM  AND  WONDERFUL  FRIEND 
to  three  generations  of  Forbeses,  died  recently  at  the  age  of  9 1 .  She 
was  a  most  remarkable  person.  Her  intellect  was  without  peer.  She 
was  a  first-rate  scholar  and  writer.  She  earned  a  Ph.D.  from 
Columbia  University  in  an  era  when  few  women  did.  Her  books 
won  critical  acclaim  among  serious  stu- 
dents of  16th-  and  18th-century  literature. 
"Aunt"  Mary  was  a  superb  collector.  With 
her  first  husband,  Donald  Hyde,  she  put  to- 
gether the  world's  foremost  collection  of  the 
writings  of  Samuel  Johnson.  The  process  was 
long,  requiring  much  research,  patience,  tact 
and  stick-to-itiveness.  Their  archive  devoted  to 
James  Boswell,  Johnson's  biographer,  and  col- 
lection of  letters  and  books  by  Oscar  Wilde  are 
equally  impressive.  Scholars  are  astounded  by 
the  depth  and  scope  of  tiie  collection,  v.-hich 


them  in  a  way  that  even  an  obtuse  rock-'n'-roll-loving  young] 
could  be  impressed  with.  I  remember  one  such  evening  when  Ur 
Don  delightedly  showed  off  works  of  a  notorious  18th-centi 
forger  and  fascinatingly  explained  how  so  many  scholars  and  c 
lectors  got  snookered  by  him.  Uncle  Don  died  of  cancer  in  19, 
but  Aunt  Mary  kept  the  collection  goi 
and  growing  and  continued  the  tradition 
opening  up  the  library  for  use  by  scholar 
Aunt  Mary  also  threw  wonderful  k 
cheons  and  dinner  parties,  which  were  p( 
pered  with  interesting  writers,  scholars,  cu 
tors,  collectors,  dealers  and  the  like.  I 
member  one  occasion  when  she  invited  Lc 
Moran,  who  had  been  Churchill's  physici; 
He  had  just  published  his  diaries,  which  ma 
it  sound  as  though  he,  not  Churchill,  had  be 
central  to  winning  the  Second  World  War. 


Lord  and  Lady  Eccles:  passionate  intellec- 
tuals, a  remarkable  and  happy  couple. 

.vu^.     J-      ru  "  1     .       .  '       f  >-cim<iiLuwuirungme5econd  World  War.J 

ishousedmahbraryattachedtoAuntMary'sNewJerseyhome.  was  equally  self-centered  at  the  dinner.  No  one  but  Aunt  Mary  wot 

tivit^rr"  "T  n     T  ^"'  ^"^''  '"^'^^'^^  «^-i-  have  thought  to  mvite  a  teenager  to  such  an  eye-opemng  affair, 
tivity  and  generosity.  Decades  ago,  when  I  first  began  coUecting  She  was  also  a  keen  historical  preservationist  She  helped 

books  and  etters  by  Sir  Wmston  ChurchUl,  she  enti^usiasticaUy  preserve  the  field  where  the  Battie  o^astings  w^fought  in  « 
arranged  a  luncheon  for  me  with  one  of  New  York's  premier  book  In  the  mid-1980s  Aunt  Mary  married  Viscount  Ecks  Z 

dealers,  who  whetted  my  appetite  by  selling  me,  at  bargain  prices,  shared  her  mtellectual  and  artistic  passions.  He  had  had  ;  J 

Z    t"h      tf'  T'  ^"'"^  ^^'  ^'^'°"-  "^"^^'^  ^°  '''  ^^"g^'^hed  career  in  British  politics,  and  he  had  been  amo, 

lb  L  th         ,  '  T""'  '""''  *^"^- '  '^^^  "°  "*^^  *^"§^'  -^— t^  -  '-t-g  the  British  Librar;.  The 

^pthp rod^^^^  "^^  ^"  ^"^^^-Sl>'  happy  match.  One  fruitftil  offshoot:  Th- 

mril^'"  °f  th-ghtftilness  was  typical  of  her.  established  ti.e  Eccles  Centre  for  American  Studies  at  the  Briti: 

Aun?^!^rd  Urr'Trrt""'^"^' V"'^'^"^"'  '^'"^>'-  ^^^  ^^^^^-^  P^^  ^^e  proverbial  spark  back  into  A. 

f^th^      >/      f      r. "  ""  ^"'  P"^-  ^'^  ^''-  ^^^y  ^  ^^f^-  She  was  devastated  by  his  deatii  a  few  years  ago 

whert  he  Z    T  ^'^^^"^^^^^  ^^^  t°  *-  library.  Aunt  Mary's  spirit,  inteUectud  curiosity,  hard  lork  warm, 

where  they  would  pull  out  various  kerary  gems  and  talk  about  and  generosity  wilJ  certainly  live  on 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enUghtenmentfrom  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


Ij 
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•  Lupa-170  Thompson  St.,  near  Houston  St.  (Tel.:  212-982- 
5089).  Italian  food  in  the  West  Village  that  is  nothing  short  of 
fabulous.  Silky  thin  slivers  of  prosciutto  arrive  on  butcher  paper 
and  a  cutting  board,  while  the  hot  and  cold  spinach,  the  eggplant 
parmigiano  and  the  sunchokes  (Jerusalem  artichokes  diat  look 
like  potatoes)  all  come  in  soup  bowls.  You  can't  go  \vrong  with 
the  crispy  duck  or  the  farro  spaghettini  with  spicy  cauliflower 
ragu  or  the  sauteed  veal.  Have  the  Lupa  tartufo  for  dessert.  If  you 
want  to  have  a  conversation,  ask  to  be  seated  in  the  back  room 

•  Monkey  Bar-H<nc!  Elys^e,  60  East  54th  St.  (Tel.:  212-838-2600) 
This  attractive  spot  h...  gone  through  many  transform  uions  and 
IS  now  a  steak  house.  The  steaks  are  uniformly  tops,  as  are  all 
the  traditional  accompaniments.  The  fish  entries  and  desserts 


are  also  above  par.  It's  an  oasis  of  sanity  in  Midtown  madness. 

•  Jefferson- 12 1  West  lOtii  St.  (Tel.:  212-255-3333).  The  wo 
derftil  fare— served  in  a  small,  elegant,  minimalist  place  with  dii 
creet  lighting— is  unconventional  and  eclectic  in  a  sophisticate 
way  Try  die  lamb  chops  with  a  spicy  crust  and  mint  sauce  or  th 
seared  branzino  with  fennel,  artichokes  and  a  lemongrass-fla 
vored  lobster  broth.  The  desserts  are  not  to  be  missed. 

•  Ola-304  East  48th  St.  (Tel.:  2 1 2-759-0590).  A  place  for  sublim 
taste  sensations.  The  tapas  are  extraordinary.  A  must:  die  myster] 
meatballs  (Kobe  beef  in  a  mouthwatering  mushroom  crean 
sauce)  and  die  killer  dates  (bacon-wrapped  dates  topped  witii 
blue  cheese  sauce).  Main  courses  are  inventive  and  tasty.  One  twist 
This  is  a  high-protein,  low-carb  temple,  so  no  breadbaskets. 
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Kiiow  what  it  costs  to  create,  produce  and  manage  all  your 
npany's  documents?  Know  how  to  cut  that  cost  by  up  to  40%? 

There's  a  new  way  to  look  at  it. 


erox  Office  Document  Assessment  has  the  answers.  It 
oil  what  you  spend  and  how  to  spend  less  on  printing, 
>;,  copying,  scanning,  and  archi\ing  paper  and  electronic 
Tients.  Working  with  a  Xerox  team  and  using  Six  Sigma 
Ddology,  you  get  a  comprehensive  analysis  of  the  total  costs 
iated  with  all  your  document  processes.  And  you  get  the 


tools  to  track  and  control  these  costs  over  time.  This  analysis 
has  helped  leading  companies  cut  costs  by  up  to  40%  and 
improve  the  speed  at  which  work  gets  done.  With  over  40  years 
of  research  and  experience  improving  document  processes, 
Xerox  can  help  you  eliminate  hidden  costs  while  implementing 
ideas  that  can  unleash  the  full  potential  of  your  organization. 


n.more:  www.xerox.com/learn 

;R0xT0RP0HATI0N  All  nghis  reserved  XEROX-  The  Document  Companv*  and  There's  a  new  way  to  look  at  it  are  tradennarks  of  XEROX  CORPORATION. 
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Nothing  is  costly  to  one  who  does  not  count  the  cost. 

— A.G.  SERTILLANGES 


^hOCk  1  herapy  Recalls  are  the  ultimate  shock  therapy  that 
empowers  voters  to  impose  discipline  and  accountability  on  politi- 
cians. We  need  more  such  mechanisms,  not  fewer.  Today  only  15 
states  allow  citizens  to  recall  their  politicians  for  incompetence, 
criminal  behavior  or  other  misdeeds  in  office.  Why  should  politi- 
cians be  "entitled"  to  a  full  four  years  in  office  if  they  are  not  per- 
forming? If  corporate  CEOs  run  their  business  into  the  ground,  tiiey 
don't  get  to  stay  in  their  job  for  a  term  in  office.  It  would  be  a  breach 
of  fiduciary  duty  of  a  board  not  to  depose  an  incompetent  CEO. 

Thomas  Jefferson  had  it  exactiy  right  when  he  declared:  "A 
little  rebellion  now  and  then  is  a  good  thing."  That  is  what  hap- 
pened in  California.  Too  bad  so  few  states  allow  this  peaceful 
form  of  rebellion  to  take  place  through  the  power  of  recall. 

—STEPHEN  MOORE,  president.  Club  for  Growth,  and 
PAUL  JACOB,  president.  Citizens  in  Charge,  Washington  Times 

yJUr  iron  dirtain  No  law  in  recent  history  has  inspired 
such  spirited  opposition— based  on  considerable  misinforma- 
tion—as the  USA  Patriot  Act.  Most  of  the  act's  provisions 
involve  modest  changes  in  existing  law  that  are  hardly  novel  in 
theory  or  in  practice.  [But]  the  law  makes  one  fundamental 
change  that  we  should  all  understand:  It  shattered  the  dysfunc- 
tional way  in  which  the  U.S.  approached  terrorism  investiga- 
tions. Prior  to  the  Patriot  Act,  there  was  a  wall  between  criminal 
investigators  and  intelligence  investigators  that  prevented  the 
sharing  of  information  between  the  two  groups  of  investigators. 
What  did  this  mean  in  practice?  When  I  was  on  a  team  that 
began  a  criminal  investigation  of  Osama  bin  Laden  in  1996,  we 
had  access  to  a  number  of  sources.  We  could  talk  to  citizens. 
We  could  talk  to  local  police  officers.  We  could  talk  to  the  CIA.  We 
could  talk  to  foreign  police  officers.  Even  foreign  spies.  And 


we  did  all  those  things.  We  could  even  talk  to  al  Qaeda  m 
bers — and  we  did.  Whom  could  we  not  talk  to?  The  FBI  ag 
across  the  street  assigned  to  a  parallel  intelligence  investig 
of  Osama  bin  Laden  and  al  Qaeda.  We  could  not  learn 
information  they  had  gathered.  A  system  that  lets  crim 
investigators  talk  to  al  Qaeda  but  not  FBI  intelligence  agen 
fundamentally  flawed.  The  Patriot  Act  fixed  that. 

—PATRICK  J.  FITZGERALD,  U.S.  Attorney  for  tiie  Nortf 
District  of  Illinois,  Chicago  Tril 
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"Next  comes  the  hemenly  pat  down." 
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Faulty  Assessments  what  is  a  cynic?  a  man  ^ 
knows  tiie  price  of  everything,  and  the  value  of  notiiing. 

—Lady  Windermere's  Fan,  by  OSCAR  WI 

Lawless  Lawmakers  As  campaign  season  heats  up  1 
more  Senators  and  Representatives  launch  their  bids  for  higln 
office,  the  National  Taxpayers  Union  is  asking  tiiem  to  refund  tl 
official  taxpayer-financed  salaries  for  days  tiiey're  seeking  vote|t| 
tiie  polls  instead  of  casting  votes  in  Washington.  In  June  NTU  \ 
letters  to  14  lawmakers  who  at  that  time  were  running  [ 
President,  Governor,  or  (in  die  case  of  House  members)  die  l| 
Senate,  in  an  effort  to  make  tiiem  aware  of  a  long-standing  stall 
tiiat  requires  Members  of  Congress  to  forgo  pay  for  days  mis| 
due  to  campaign  appearances  or  otiier  unexcused  absences. 

Enforcement  of  the  law  has  been  erratic.  If  Congress  wcl 
[enforce  it],  then  those  running  for  higher  office  should  dol 
on  their  own,  by  voluntarily  requesting  a  salary  deduction  or 
writing  a  check  to  the  Treasury  equal  to  the  cost  of  campaij 
related  absences.  An  amount  of  $616.33  per  day  is  appropri 
(reflecting  the  annual  Congressional  salary  of  $154,700  divic 
by  251  workdays).  If  the  average  American  skipped  days  of  wc 
in  order  to  look  for  another  job,  he  wouldn't  be  paid.  W- 
should  Members  of  Congress  be  treated  differentiy? 

—JOHN  BERTHOUD,  president.  National  Taxpayers  Uni 

rlard  ^ell  The  Bureau  of  Engraving  and  Printing  is  spend) 
$30  million  to  advertise  tiiat  it  is  making  a  redesigned  $20  bill.  1 
federal  government's  publicity  blitz  brings  new  meaning  to  the  c 
adage  tiiat  you  have  to  spend  money  to  make  money  The  bure 
would  have  been  wiser  to  remember  another  adage:  A  doUar  sa\ 
is  a  doUar  earned,  even  if  $30  million  is  a  tiny  fi-action  of  a  $2.3  ti 
lion  federal  budget.  Why  [does]  die  bureau  beUeve  tiiat  America 
need  heavy  prepping  to  accept  tiie  nation's  only  currency? 

—USA  Tod 

A  Life  Worth  Living  it  matters  not  how  a  man  di^ 

but  how  he  lives. 

—SAMUEL  JOHNSON,  in  Life  of  Samuel  Johnsc 
by  JAMES  BOSWELL 


When  was  the  last  time  you  got  excited 
about  a  conference  phone? 
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Hear  every  word 

with  Polycom's  stereo-like 

wideband  sound  quality 

•  Speak  up  to  20-feet  away  from 
the  microphone  and  be  heard 


Software  vpgradeable  for 

future  investment  protection 


Part  of  The  Polycom  Office"  - 
integrated  video,  voice,  data 
and  Web  collaboration 


Introducing  the  revolutionary  SoundStation  VTX  lOOOrTor  more  information,  call  1-877-POLYCOM  or  visit 
www.polycom.com  and  take  advantage  of  our  30-day  risk  free  offer*  Now  that's  exciting! 


*  Cenam  restrictions  and  exclusions  apply. 
registered  irademarics  and  Sound  Station 
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Connect.  Any  Way  You  Want  j 

ueeomt^ivs\\a\3\e  only  w  quanfj.ed  iJ.i'..  nd^^j  —■..  iOu:  P'^i/cori.  i.r.c.  ".h,  ■■c'.-is  ic^t; 
Polycom  Orfice''a^'d  the  'Sour!'d'Sisit^d?i  l.icliiSUi-l  'j^i  ^y-  ^."■■::3-'j£■^l.^^:^  or  Fl-  ■;■: citi,  Ir 

The  right  software  can  transform 

your  infrastructure  into 

an  on-demand  environment. 


What's  the  best  way  to  survive  any  business  crisis?  Avoid  it  altogether.  That's  why 
we  created  management  software  that  lets  your  business  be  more  responsive 
than  ever  before.  Our  software  lets  you  align  your  IT  to  fit  your  business  needs. 
In  the  era  of  utility  computing,  it's  more  important  than  ever  to  have  software 
that  seamlessly  integrates,  allowing  your 
existing  resources  to  perform  to  their  fullest 
potential.  So  you  can  succeed  like  you  never 
dreamed.  To  find  out  more  about  transforming 
your  IT  environment  for  better  business  success, 
go  to  ca.com/management1 . 


Unicenter® 

Infrastructure  Management  Software 

BrightStor® 

Storage  Management  Software 

eTrust™ 

Security  Management  Software 

AIIFusion™ 

Life  Cycle  Management  Software 
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Fundamental  strength  enables  a  strategic  perspective  of  your  business  landscape. 
Many  of  the  world's  leading  companies  trust  our  fundamental  strengt+i  -  our  capital 
and  people  -  to  help  them  compete  and  succeed  in  a  challenging  risk  environment. 
Specializing  in  large  risks  and  financial  solutions  for  business,  we  are  preferred  partners 
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URRENT  EVENTS 


Ernesto  Zedillo,  former  president  of  Mexico 
ECTOR,  Yale  Center  for  the  study  of  Globalization 


Mysteries  of  Trade  Diplomacy 


S  WILL  BE  REGISTERED  AS  ONE  OF  THE  BIGGEST  MYSTERIES 
he  history-  of  trade  diplomacy:  On  Aug.  13,  2003 — a  month 
ore  the  WTO  Ministerial  Conference  meeting  in  Cancun, 
xico — .American  trade  negotiators  suddenly  decided  the  U.S. 
uld  join  the  EU's  exclusive  club  of  rich  countries  for  perpetual 
•cultural  protectionism.  On  that  date  a  joint  U.S.-EU  proposal 
igriculture,  offered  as  a  means  of  breaking  the  deadlock  of  the 
X)  Doha  Round,  was  announced  with  great  fanfare. 
In  a  nutshell,  the  Americans  and  Europeans  were  very  imprecise 
'  letining  their  commitment  to  lowering  import  barriers  and  were 
rly  precise  in  shielding  massive  subsidies  to  their  own  farmers 
Ti  meaningful  reform.  Their  proposal  not  only  failed  to  commit 
le  total  elimination  of  export  subsidies,  as  it  should  have  done, 
■n  that  these  subsidies  constitute  outright  dumping,  but  it  also 
led  to  introduce  provisions  allowing  them  to  legally  perpetuate  a 
iticant  part  of  their  worst  protectionist  practices.  It  also  lacked  a 
;e  to  reduce  over  time — or  to  even  cap — the  amount  of  aggre- 
'i  subsidies,  trade-distorting  and  non-trade-distorting,  to  farm- 
'  And  while  being  vague  about  how  tariff  and  nontariff  barriers 
agricultural  trade  would  be  lowered,  the  proposal  was  clearly 
wed  toward  the  EU's  too-gradual  and  discretionary  approach. 
Wliy  -American  trade  negotiators  coupled  with  the  Europeans 
the  eve  of  the  Canctin  meeting  is  a  mystery  on  several  counts. 
Jntil  then  the  U.S.  had  stood  by  its  2002  proposal  calling  for  a 
id  dismanding  of  both  agricultural  trade  barriers  and  trade- 
torting  subsidies  to  farmers. 

jlobal  agricultural  trade  liberalization  on  balance  would  be 
y  good  for  the  U.S.,  considering  the  significant  benefits  that 
uld  accrue  to  its  consumers  and  its  exporting  farmers, 
t  is  not  in  the  U.S.'  best  geopolitical  interests  to  unnecessarily 
ire  in  the  EU's  dubious  honor  of  being  the  biggest  spoiler  of 
Doha  Round,  as  has  now  happened. 

le  Real  Reason  for  Failure  at  Cancun 

e  unexpected  U.S.-EU  alliance  was  the  fundamental  cause  of  the 
iha  Round  debacle  at  Cancun.  That  alliance  immediately  trig- 
ed  the  formation  of  an  opposition  coalition  led  by  Brazil,  India 
i  China  that  not  only  produced  its  own  agriculmral  proposal  but 
0  remained  militant  and,  admittedly,  inflexible  on  many  other 
jes  until  the  breakdown.  That  inflexibility  is  understandable  in 
ht  of  the  developed  countries'  disappointing  performance 
oughout  the  negotiations.  After  all,  developing  countries  had 
;n  persuaded  to  support  the  Doha  Round  in  2001  because  they 
re  told  it  was  the  only  way  to  have  serious  negotiations  that  would 


deal  with  the  rich  countries'  injurious  agricultural  protectionism. 
Perhaps  in  an  effort  to  deflect  questions  about  responsibility  for 
the  failure,  the  EU's  and  the  U.S.'  trade  representatives  have  engaged 
in  an  unfortunate  blame  game.  The  European  ofiicials  insist  that  the 
decision-making  mechanisms  of  the  WTO — ^based  on  the  pursuit 
of  full  consensus  among  members — is  the  chief  impediment  to 
progress.  Their  American  counterparts  place  the  blame  on  the 
"naysayers" — those  countries  that  led  the  revolt  in  Cancun.  But 
more  unsettling  is  the  unwarranted  threat  by  U.S.  Trade  Represen- 
tative Robert  Zoellick  to  move  toward  bOateral  and  regional  agree- 
ments, to  the  detriment  of  multilateral  negotiations.  This  threat  has 
already  been  seasoned  with  moves  designed  to  make  some  countries 
withdraw  fi-om  the  group  of  20-plus  nations  making  up  the  Cancun 
dissident  bloc  or  else  face  the  consequences  when  negotiating  some 
other  bilateral  or  regional  endeavors  with  the  U.S.  The  bullying  of 
friendly  nations  and  the  avoidance  of  responsibility  do  not  make  for 
the  kind  of  international  leadership  that  will  be  required  of  the  U.S. 
if  the  Doha  process  is  to  be  restored  (and  if  the  negotiations  for  the 
Free  Trade  Area  of  the  Americas  are  to  advance). 

Rescue  the  Round 

For  the  sake  of  global  prosperity  and  security,  the  Doha  Round 
must  be  rescued  and  successfully  concluded.  But  trying  to  restart 
the  negotiations  at  this  juncture  might  prove  counterproductive. 
Domestic  politics  will  not  be  auspicious  for  the  main  players  in  the 
year  ahead,  and  the  developing  countries  should  be  allowed  time 
to  cool  down  from  their  Cancun  clamor.  WTO  members,  there- 
fore, should  formally  postpone  for  a  year  or  two  the  deadline — 
still  set  for  the  end  of  2004 — to  finish  the  Doha  talks.  A  general 
strategy  to  resuscitate  the  talks  could  next  be  discussed  and  agreed 
upon.  It  would  probably  be  more  realistic  to  relaimch  the  round 
by  returning  to  the  discussion  of  principles  instead  of  details. 

However,  sooner  rather  than  later,  governments  of  the  devel- 
oped countries  must  recognize  that  no  other  specific  issue  of  the 
Doha  agenda  will  be  resolved  until  they  get  serious  about  agri- 
cultural reform.  They  will  have  to  signal  their  willingness  to  fully 
separate  their  farm  subsidies  from  production,  reduce  the  mon- 
etary value  of  those  subsidies  to  a  reasonable  level  and  signifi- 
cantly lower  barriers  to  agricultural  imports.  Nobody  questions 
the  right  of  rich  countries  to  give  a  fair  amount  of  their  taxpay- 
ers' money  to  their  farmers.  What  is  wrong  is  to  give  subsidies  in 
a  way  that,  by  severely  distorting  international  agricultural  mar- 
kets, unfairly  impedes  other  countries'  exports  and  impover- 
ishes even  more  poor  farmers  in  developing  countries.  F 
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Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and 
Paul  Johnson,  eminent  British  historian  and  author;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  rotate  in  writing  this  column.  To  see 
past  Current  Events  columns,  visit  our  Web  site  afwww.forbes.com/currentevenfs. 
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THE   LESSON   OF  A  LIFETIME  SUMMED  UP 
IN   ONE    POWERFULLY  SILENT,       ^m 

/SWEEPING  GESTURE. 


The  Rolex  Mentor  and  Protege  Arts  Initiative  gives  talented  young  artiststhe  opportunity  to  spend 
a  year  with  masters  in  their  fields.  In  music,  Rolex  is  proud  to  announce  Mentor,  Sir  Colin  Davis, 
and  Protege.  Josep  Caballe-Domenech,  Maestro  Dav.s  is  the  elder  statesman  of  his  profession. 


Caballe  Domenech,  an  exceptional  up-and-coming  conductor,  has  earned  the  honor  of  studying 

S. beside  the  renowned  conductor  of  the  London  Symphony  Orchestra.  "This  will  surely  open 
; 

-^ew  world  and  help  me  attain  a  different  level  of  music  making,"  said  Caballe-Domenech. 
^everyone  who  appreciates  music  patiently  anticipates  with  ears  and  hearts  wide  open. 
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'  Rich  Karlgaard,  publisher 


Disruption,  High  and  Low 


E  FOLLOWING  CEO  DILEMNLA  C.^PTLfRES  THE  TRUTH  OF  HOW 

gh  business  will  continue  to  be  during  the  Turbulent  2000s. 

Now  that  the  economy  is  expanding  again,  stock  markets 
e  growth  companies  with  higher  multiples.  What  CEO  or 
ireholder  doesn't  want  a  higher  multiple?  So  the  pressure  in 
ardrooms  once  more  is  for  growth.  At  the  same  time,  a  new 
ce  this  column  has  termed  the  Cheap  Revolution  (e.g.,  the  com- 
lation  of  cheap  technology,  excess  capacity  and  Internet-based 
cing  arbitrage)  is  exerting  a  powerful  deflationary  gravity. 

This  is  why  I  don't  begrudge  today's  CEOs  their  fat  salaries 
e  bit.  They  are  charged  with  an  awesome  task.  They  must 
3w  their  companies  with  little  pricing  power  and  against 

gh  and  seemingly  endless  global  competition.  Want  that  job? 

I  may  be  missing  something,  but  I  can  see  only  two  general 
ys  out  of  this  dilemma.  Call  them  Low  Disruption  and  High 
sruption.  I  don't  see  much  of  a  middle  way  of  any  kind.  And  I 

only  declining  success  prospects  for  those  companies  unwUl- 
;  to  engage  in  the  risky  work  of  disruption. 

Low  Disruption  means  leveraging  the  Cheap  Revolution  for 

it's  worth  to  introduce  products  and  services  that  are  stun- 
iglv  cheap  yet  make  money  because  their  cost  basis  is  so  low. 

ink  Google.  It's  ranked  third  in  the  world  in  Web  pages 

ved  daily.  The  search  engine's  IT  infrastructure  is  built 
tirely  from  Linux  software  and  computers  that  are  so  cheap 
eyre  junked  instead  of  fixed.  Ravi  Aron,  a  Wharton  professor, 
inks  Google's  cost  per  Web  page  served  is  ten  times  below  the 
dustry  average. 

Low  Disruption  is  the  path  favored — though  not  always — 

entrepreneurs  who  nimbly  figure  out  before  their  established 
mpetitors  do  just  how  to  harness  cheap  tech  and  global 
sources.  In  2003  such  cheap  tech  includes  throwaway  servers; 
)en*source  software;  Wi-Fi;  voice-over  IP;  radio-frequency 

ntification  chips;  Web  services  from  Salesforce.com,  Right- 
Dw  or  the  new  Siebel/IBM  alliance;  network  applications  from 
ne  Network  Enterprises;  utility  computing  from  Mercury 
teractive;  "on-demand"  computing  fi-om  IBM;  programmers 
jrking  from  India;  engineers  fi-om  China;  and  Web  designers 
3m  Estonia — just  to  name  some. 

Mosdy  it  wUl  be  entrepreneurs  and  younger  companies  that 
srupt  with  cheap  technology.  Startups  are  not  saddled  with 
^acy  systems  nor  do  they  have  hidebound  procedures  to  worry 
out.  Also,  young  companies  are  often  starved  for  cash  and 
ive  no  choice  but  to  go  cheap.  Of  course,  Dell  and  Wal-Mart 
e  the  exceptions  to  this  rule.  Both  started  as  cheap  disrupters, 
t  even  in  middle  age  they  leave  little  space  for  newer  and 
leaper  disrupters  fi-om  below.  Here  is  what  Dell  and  Wal-Mart 
ivf  in  common:  headquarters  in  cheap  locations;  the  best  sup- 


ply chains  in  the  world;  and  massive  sourcing  from  China.  Dell 
makes  half  of  its  computers  in  China,  through  Quanta,  a  Tai- 
wan-headquartered company.  Wal-Mart  now  consumes  10%  of 
China's  exports  to  the  U.S.  and  1%  of  China's  GDR 

BMW's  Blindfold  Test 

Still,  the  hard  truth  is,  most  of  us  are  not  equipped  to  succeed 
with  Low  Disruption.  If  we  can  count  more  than  30  years  on  our 
tires,  or  if  our  firms  have  passed  the  torch  from  founders  to  man- 
agers, then  Low  Disruption  probably  is  not  our  path.  One  can 
cite  exceptions,  such  as  Ray  Kroc's  founding  the  McDonald's 
chain  at  52.  But,  generally,  Low  Disruption  belongs  to  the  young. 

High  Disruption  is  for  the  rest  of  us. 

High  Disruption  is  what  BMW,  Mercedes  and  Lexus  did  to 
Cadillac  and  Lincoln  in  premium  automobiles  (although  Cadil- 
lac, under  new  leadership,  has  fought  back  impressively  of  late). 
It  is  what  Miele  did  to  Maytag  in  washers  and  dryers.  It  is  what 
Pixar  is  doing  to  Disney  in  animation  (even  as  those  two 
companies  remain  connected).  It  is  what  Netlets  is  doing  to 
commercial  carriers  in  the  battle  for  first-class  business  travelers. 

High  Disruption  is  the  act  of  directing  a  premium  product 
or  service  at  today's  affluent  customers.  Good  news:  Around  the 
world,  these  customers  are  growing  in  number.  Bad  News:  Such 
customers  are  more  discerning  and  fickle  than  ever  before.  They 
have  no  interest  in  buying  their  fathers'  Oldsmobiles,  and  they 
will  not  tolerate  any  premium  brand  that  breaks  its  promise. 

Helmut  Panke  of  BMW  articulates  the  idea  of  a  premium 
brand  promise  better  than  any  other  large-company  CEO  I've 
met.  He  says  the  ultimate  brand  test  for  BMW's  "ultimate  driv- 
ing machine"  would  be  to  blindfold  a  person  and  have  him  sit  in 
the  driver's  seat.  By  smell  and  touch  alone  that  person  should 
know  whether  he's  aboard  a  BMW.  Panke  says  if  you  could 
design  a  blindfold  test  that  allowed  the  driver  to  see  only  out  the 
window — nothing  inside  the  car  or  on  the  hood — the  driver 
should  still  know  by  sound  and  handling  if  he's  driving  a  BMW. 

Panke,  who  holds  a  Ph.D.  in  physics,  says  premium  brands 
will  fail  if  they  are  only  skin-deep.  Brands  must  arise  naturally 
from  the  product's  or  service's  core  DNA.  A  brand  must  be  rec- 
ognizable by  each  human  sense  that  interacts  with  it.  And  a 
brand  must  never  fail  on  its  promise. 

To  learn  more  about  Low  Disruption,  read  The  Innovator's 
Solution:  Creating  and  Sustaining  Successful  Growth  by  Clayton 
M.  Christensen  and  Michael  E.  Raynor.  The  best  book  on  High 
Disruption  is  Trading  Up:  The  New  American  iMxwry  by  Michael 
Silverstein  and  NeO  Fiske.  f 
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California  appeals  court  has 
ruled  that  the  firm  running 
Lthe  artistic  estate  of  singer/ 
actor  Bing  Crosby  can  assert  at- 
torney-client privilege  to  block  re- 
lease of  some  documents.  HLC 
Properties  Ltd. — initials  for 
Crosby's  given  name  of  Harry  Lil- 
lis  Crosby — is  suing  MCA  Records 
for  allegedly  underpaying  royal- 
ties on  long-standing  contracts. 
MCA  Records  denies  wrongdoing. 
The  court  ruled  that  HLC  could 
claim  the  privilege  even  though  it  was  formed  years  after 
Crosby's  1977  death,  and  his  original  organization,  Bing  Crosby 
Enterprises,  while  extensive  in  scope,  actuaUy  was  unincorpo- 
rated and  "not  a  formal  entity."  — Janet  Novack 

Think  Tank  or  Mountebank? 

A  federal  court  says  the  Airlie  Foundation,  which  runs  a 
well-known  Warrenton,  Va.  conference  center  that  for  over 
four  decades  hosted  such  diverse  folks  as  Martin  Luther 
King  Jr.  and  Newt  Gingrich,  is  a  commercial  business  that 
shouldn't  be  tax-exempt.  Airlie  had  lost  that  status  after 
founder  Murdock  Head,  a  colorful  George  Washington 
University  medical  professor,  went  to  jaiJ  in  the  1980s  for 
plotting  to  bribe  U.S.  Reps.  Otto  Passman  (D-La.)  and 
Daniel  Flood  (D-Pa.)  to  get  him  government  contracts. 
Head  died  in  1994.  In  a  new  case  originally  pushed  by 
Head's  daughter,  U.S.  District  Judge  Emmet  G.  SuUivan  in 
Washington  upheld  a  fresh  Internal  Revenue  Service  rul- 
mg  that  Airlie  hosted  too  many  weddings  and  corporate 
events  in  competition  with  nearby  facilities  to  be  a  true 
"^"profit.  —J.N.  and  William  P.  Barrett 
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IRS  Adopts  the  Wal-Mart  Way 

In  a  rare  about-face  the  IRS  has  withdrawn  a  tax 
regulation  that  prohibited  a  method  Audrey  Wal- 
ton, ex-sister-in-law  of  Wal-Mart  founder  Sam 
Walton  (right)  used  to  attempt  to  shift,  tax  free,  to 
her  kids  part  of  her  $950  million  stock  holding.  The  rev( 
came  after  the  U.S.  Tax  Court  backed  Walton's  use  of  "z 
cost"  grantor  retained  annuity  trusts.  Now,  favorable  gift 
treatment  will  apply  even  to  annuities  that  by  their  terms  w( 
be  paid  to  a  donor's  estate  upon  the  donor's  untimely  de 
With  the  IRS'  acquiescence,  Walton  GRATs  will  spread.      — 

How  Many  Weren't  Counted  in  2000? 

"Nearly  16.7  Million  People  in  North  Carolina,  Virginia 
Maryland  will  Feel  Effects  of  Hurricane  Isabel,"  read  the  bre 
less  headline  on  the  Sept.  17  federal  government  press  rele 
Issued  by  the  National  Weather  Service?  Nope,  by  the  U.S.  C 
sus  Bureau,  apparently  trying  to  show  off  its  its  ability  to 
mapping  software.  The  statement  said  that  21,265,151  peopi 
8,991,738  housing  units  were  in  harm's  way. — J.N.  and  W.j 


Whaf  s  Needed:  an  Ethical  Compass 

Newest  telecommunications  wrinkle:  LG  Electronics,  U.S.  subsidiar 
Korea's  largely  private  LG  Group,  is  selling  a  cell  phone  with  a  built-in  co 

pass  that  allows  Moslems  to  locate  the  dire 
tion  of  Mecca,  toward  which  they  must  b( 
and  pray  five  times  daily.  With  I  billii 
^,,  Moslems  in  the  world,  that's  potentially  qu 
a  market.  LG  could  use  a  boost.  It  was  ji 
:  fined  by  the  Korean  equivalent  of  the  Fede 
Trade  Commission  for  illegal  transactic 
among  subsidiaries.  LG  is  also  appealinj 
decision  that  it  didn't  play  totally  fair  wi 
outside  shareholders.  —Dirk  Smili 
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lines.  But  there  are  dozens  of  obscure  others,  including  the  sampling  below. 


I  ICtli 


CAUCUS  NAME 

Boating 

Bulgaria 

Friends  of  Animals 

Furnishings 

Green  Scissors 
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Organic 

Philatelic 

Potato 

Silk  Road 


—Elizabeth  Bat 


^:.  ?3ERS  INCLUDE 
Reps,  E.  Clay  Shaw  (R-Fla.),  Gene  Taylor  (D-Miss.) 

Reps.  Joe  Wilson  (R-S.C),  Ellen  Tauscher  (D-Calif.) 

Rep.  Christopher  ;■     's  (R-Conn.) 

Reps  Howard  Coble  (R-N.C).  Melvin  Watt  (D-N.C.) 


AMONG  THE  OBJECTIVES 

supporting  recreational  marine  industry 

spreading  awareness  of  "important"  ally 
fighting  cruelty  to  animals 
limiting  furniture  imports  from  China 


Rep?  Earl  Blumenauer  (D-Ore.).  Steve  Chabof  (R-Ohio)   cutting  environmentally  harmful  spending 


Rep.  [i.ris  John  (D- 
Rep,  Sam  Farr  (D-Ca!;' ),  Jim  Walsh  (R-N.Y.) 
Reps.  Joe  Pitts  (R-Pa.;,  Gary  Ackerman  (D-N.Y.) 
Reps.  Michael  Simpson  (R-idaho).  Earl  Pomeroy  (D-N.D.) 
Reps.  Joe  Pitts  (R-Pa.),  Gary  Ackerman  (D-N.Y.) 


getting  funding  to  improve  highway 
promoting  knowledge  of  organic  products 
focusing  on  stamp  and  post  office  issues 
looking  after  interests  of  spud  industry 
boosting  trade  with  eight  ex-Sovief  republics 
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intensity   of  our   concentration  in  need  of  separate  accounts,  an  advisor  looking  for 


not  be  overstated 


multiclass  pricing  or  an  individual  investor  wanting 


nerican  Century,  we're  focused  on  one  thing:  managing  mutual  funds.  Which  brings  us  to  what  we  don't  do: 

tments.  Any  way  you  work  with  us,  you  benefit  from  We  don't  stray  from  our  mission  by  lending  money  or 

icti've  approach  to  investment  management.  Which  underwriting  securities.  To  learn  more,  please  ask  your 

IS  you  can  be  assured  that  we  are  always  striving  to  financial  advisor  or  call  1-877-44-AMCEN.  Because  your 

mize  your  returns.  Whether  you're  a  large  institution  performance  has  our  complete  and  undivided  attention. 


all  1-877-44-AMCEN  or  visit  mww.americancentun/.com  to  obtain  a  prospectus  with  more  complete  infor- 
including  charges,  expenses  and  minimums.  Be  sure  to  read  it  carefully  before  you  invest  or  send  money, 
n  Century  Inoestment  Services,  Inc.  ©2003  American  Century  Seroices  Corporation 


American 
Century. 

Investment  Managers 


ON  MY  MIND 


By  Andrew  Zimbalist,  professor  of  economics  at  smith  college 

AUTHOR  0¥MAY  THE  BEST  TEAM  WIN:  BASEBALL  ECONOMICS  AND  PUBLIC  POLICY. 


Money  Game 

Maybe  you're  obsessed  by  baseball  now,  but  this  could  be  a  short-lived  rally. 


JUDGING  BY  THE  HEALTHY  TELEVISION  RATINGS  FOR  MAJOR 
League  Baseball's  2003  postseason  games,  it  might  seem  that  base- 
ball is  reasserting  itself  as  our  national  pastime.  The  felicitous  com- 
bination of  no  strike,  with  competitive  divisional  and  wild  card 
races,  the  unusual  appearance  of  the  Cubs,  Sox  and  Marlins  in  the 
pennant  races,  and  the  emergence  of  exciting  young  stars  have  al- 
lowed baseball  to  decisively  reverse 
a  long-standing  downward  trend 
in  its  postseason  TV  viewership. 
This  is  good  news  for  fans  like 

me,  and  some  of  it  is  due  to  better 

management  of  the  game.  One 

has  to  hope,  however,  that  the 

present  gloating  of  baseball  exec- 
utives does  not  divert  attention 

from  some  of  the  sport's  long- 
standing problems. 

One  problem  is  the  lopsided 

dominance  of  high-payroll  teams. 

As  of  July  15  the  Yankees'  40-man 

roster  was  tops  at  $180  million, 

almost  six  times  that  spent  by  the 

lowly  Devil  Rays  at  $32  million 

and  more  than  twice  the  average 

team  payroll  of  $80  million.  Con- 
sider this:  Based  on  season-ending 

payrolls,  of  the  15  teams  ui  playoff 

contention  on  Sept.  15,  10  came 

from  the  12  highest-payroll  teams, 

while  only  2  came  from  the  12 


"One  has  to  hope  that  the  present  gloating  of 
baseball  execs  does  not  divert  attention  from 
some  of  the  sport's  long-standing  problems." 


Baseball's  new  revenue-sharing  and  luxury  tax  system  v^  » 
supposed  to  solve  the  competitive  imbalance  problem.  So 
there  is  little  evidence  to  suggest  that  it  will  make  a  differei 
There  is  no  minimum  payroll  that  revenue-receiving  tea 
must  meet  and  the  marginal  tax  rate  on  these  teams  is  aroi 
45% — that  is,  for  every  dollar  their  revenues  grow,  they  get 

cents  less  in  welfare  paymei 
This  leaves  little  incentive  for 
poor  teams  to  use  their  transij 
to  build  their  rosters. 

A  related  problem  for  basel 

has  been  falling  attendance.  In  2( 

attendance  fell  by  6%.  This  year, 

spite  a  late-season  recovery,  att 

dance  fell  again,  by  0.5%.  Basel 

cannot  count  on  a  repeat  of  t 

year's  Clemens-Martinez  rivalri 

Rather,  it  must  design  sensi 

long-run  strategies  to  build  I 

game.  Artificial  and  illogical  ga 

bits — such  as  granting  Wo 

Series  home-field  advantage 

the  team  from  the  league  tl 

wins  the  All-Star  Game—; 

likely  to  both  flop  in  the  sh( 

run  (the  All-Star  Game's  ratir 

this  year  did  not  improve)  a 

send  the  wrong  signal  to  the  fa 

Baseball's  largest  challenge 

to  attract  new  young  fans.  Ratir 


Ir>iA,^ct  ,,^,„-^n  t           r^c.L    c     ,  ^"  aiiraci  new  young  tans.  Katir 

ZZZ            A          I        u   f '  '  ""'  ^""  *^  ^°P  ^"^""S  *^  ""'^^^-^^  -^^  demographic  are  troubling,  and  Lit 

12  payroll  teams  and  none  from  the  bottom  12.  League  participation  is  falling,  even  as  the  population  grov 

iusttk  1 1?  P   H  uT     M  "'^  ^T"'"'  '  ^^"'^ '"™-  ^'''^'^^  "^^^^  ^°  ''^'  -"-^^^  ^^^P^  ^°  ^PP-1  to  youth,  such 

atoor  t  am  R     .h            '°""     "  'T  ^""  P'^""  ^""^^^^  ^^^"'"^  ^°^'^  ^^^  g^™-  -rf'-  -^  sponsormg  family  d. 

a  poo  team.  But  there  .s  a  strong  correlation  between  a  team's  where  chQdren's  tickets  are  heavily  discounted 

z^zr^izz-:::::^^''' " ""''- ''-  ^^-^^  ,  't  '-'''^rr '''-''  '^ '-'  ^^^°^  '-^'  ^^^^^^  '^ 

Mirh.M  T «   •    •    UK       ,       ?    ?^'  P'^y^^  "^  "^"""^  °f  ^^^  "ation's  cities.  The  eighth-largest  media  m< 

oneT  t  ^"1".^^^"^^^^^^^  ketinthecountryWashmgton,D.C.,doesn'thaveLam;nordc 

Zn.  to' u^Jes    h?tT'"r-'  ■'""'■'  management.  But  he  was  Portland.  Ore.  or  Sacramento  or  Riverside/San  Bernardino,  Cal 

JZVreT    TuZ    '".^"'^S^'"^"^  ^"^  ^'^'^^^^^  analysis  all  in  the  top  30  media  markets  and  growmg  rapidly 

TcoM^^^^^^  Baseball,asalegalmonopolyisholdmou'tforafatstadiu 

According  to  Lewis  the  most  important  statistical  insight  deal  from  one  of  these  areas.  When  it  doesn't  get  the  subsidies 


applied  by  Billy  Beane's  Oakland  Athletics  is  that  a  player's  on 
base  percentage  is  more  significant  than  his  batting  average.  Yet 
this  year's  As  ranked  10th  oi,.  of  14  /Vmerican  League  teams  in 
on-base  percentage,  and  stUl  they  -./on  tiie  American  League  West. 
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wants,  it  even  threatens  to  reduce  the  number  of  teams 

If  baseball's  barons  continue  to  place  short-run  profit  ov 
long-term  growth,  the  game  will  suffer  and  consumer  welfe 
will  not  be  served. 


IF  WE  CANT 
APgQBP  THE 

snuiT    111. 

THEN  IT'" 
A  SOLu     ^ni. 


If  you  are  a  growing  enterprise,  your  need  for  new  software  always  exceeds  your  budget.  Or  does  it? 
SAP  has  a  range  of  solutions  to  fit  any  size  business  and  any  budget.  Solutions  that  can  be  up  and 
running  quickly  -  even  in  a  matter  of  weeks.  And  since  they're  modular  and  based  on  an  open 
platform,  they  can  grow  and  expand  as  you  do.  SAP  has  over  30  years  of  experience  helping  businesses 
of  all  sizes  solve  business  issues.  Alfordably. 

THE  BEST-RUN  BUSINESSES  RUN  SAP 


FOR  AN  OPPORTUNITY  TO  WIN  AN  ALL-EXPENSE-PAID  TRIP  TO  A  BUSINESS  MANAGEMENT 
SEMINAR,  LOG  ON  TO  SAP.COM/USA/AFF0R0ABLE  OR  CALL  888  592  1727 

32003  SAP  AG  SAP  and  the  SAP  logc  are  trademarks  and  registered  trademark  of  SAP  AG  in  Germany  and  several  other  countries.  Project  timeline  subject  to  specific  project  scope  and  otfier  factors. 
Contact  the  above  website  br  hirtfier  details.  Covered  expenses  limited  solely  to  seminar  registration  fee.  airfare,  and  accommodations  as  specified  by  SAP  Offenng  subject  to  additional  terms  and 
conditions,  and  subject  to  change  or  end  without  notice. 


FOLLOW-THROUGH 


SEPTEMBER  IG. 2002 


Plastic  Trillion 

v; 


IMUTUAL  FUNDS 


Why  Tech  Will 
Trump  G^nbacks 


BASEBALLS  MESS: 
BLAME  THE  OWNERS 
THE  SMARTEST 
SMART  PHONES 


^isa's  ongoing  push  to  displace  cash  and 
'  checks  with  electronic  payments  has  pro- 
pelled it  through  the  trillion-dollar  mark. 
Despite  the  tough  economy  Visa  USA  expects  to 
handle  $1.1  trillion  in  calendar  2003,  five  times 
what  it  handled  a  decade  ago.  Worldwide,  Visa 
does  $2.7  trillion  a  year. 

Visa's  latest  move:  the  "Duetto"  card,  issued 
by  Bank  One  with  Starbucks.  It  works  as  a  stored- 
value  card  at  Starbucks  (get  your  grande  latte 
without  fumbling  for  cash)  but  also  can  be  used 
as  an  ordinary  Visa  card.  For  every  $100  you 
spend  with  the  Visa,  you  get  $1  of  credit  on  the 
Starbucks  stored-value  card. 

— Daniel  Lyons 


MARCH  31.  2003 


Betting  the  Bank 


Our  piece  about  Commerce  Bancorp  sounded  a  skeptical  note  about  what  ris- 
ing rates  might  do  to  the  bank's  portfolio  of  mortgage-backed  securities.  Rates 
have  gone  up  but  Commerce  is  still  flying  high.  The  Mt.  Laurel,  N.J.-based 
company's  investment  portfolio  jumped  13%  last  quarter  to  $12.5  billion.  It 
beat  expectations  by  deUvering  net  income  of  67  cents  a  share  in  the  quarter, 
up  from  53  cents  a  year  ago.  But  Commerce  is  concerned  about  rising  rates.  It 
has  sold  off  $2.6  biUion  of  securities,  swapping  out  those  with  long  durations, 
and  began  instaUing  new  mortgage-backeds  to  the  held-to-maturity  portfolio,' 
which  isn't  marked  to  market.  Nevertheless,  the  stock  is  near  its  52-week  high 

— Emily  Lambert 
MAY  29.  2000 


Syracuse  Saga 


Three  years  ago  we  shone  a  harsh  light  on  Syracuse,  N.Y.'s  economic  develop- 
ment schemes.  City  fathers,  inspired  by  the  Depression-era  success  in  luring 
Carrier  Corp.  with  grants  and  tax  incentives,  poured  $2  biUion  into  economic 
development  in  the  late  1990s  but  had  little  to  show  for  the  money  Now  even 
the  Carrier  factory  is  going,  its  1,200  jobs  in  the  Syracuse  region  due  to  be  ex- 
ported to  Asia.  (Carrier  wiU  keep  1,600  lower-paying  back-office  jobs  in  Syra- 
cuse.) Any  new  effort  in  economic  development  must  contend  with  a  hefty 
property  tax  increase  just  proposed  for  Syracuse's  county. 

— William  P.  Barrett 
AUGUST  ir.  2003 
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Closing  Act? 


Actress  Isabella  Rossellini,  president  of  the  Howard  GUman  Foundation,  and 
eight  other  high-profile  directors  resigned  from  the  charity's  board  weeks  after 
our  story  on  the  decline  of  the  Oilman  family  fortune.  The  depleted  foundation 
had  stopped  making  new  ch..,   .ihle  contributions  in  May 

— Tomas  Kellner 


85  YEARS 

Stepford  Employei 

telephone  system  employs  a  hundred  thousam 
and  women,  or  more  than  any  other  concern  in  i. 
ica.  The  qualities  sought  by  the  telephone  con 
are  similar  in  most  respects  to  those  desired  by 
organizations  employing  women.  The  applicant 
have  more  than  average  tact  and  intelligence 
organization  ability  to  enable  her  to  hold  those 
under  her  in  perfect  tune  to  the  whole.  She  mi 
somewhat  of  an  optimist,  for  she  must  mail 
happiness  and  good  cheer  in  her  little  sphere 
the  company  stresses  the  Smile— with  a  big  ca 

15  YEARS  AGO  IN  FORBES      ^ 

rlUDuGU  We  don't  know  whether , 
Wall,  chairman  of  the  Federal  Home  Loan 
Board,  ever  saw  Beau  Geste,  but  he  is  givi 
passable  imitation  of  Brian  Donlevy  these  da; 
dealing  with  the  highly  publicized  savings  and 
crisis.  Donlevy  was  the  isolated  French  Foreigr 
gion  commander  who  propped  the  bodies  of  his 
sieged  men  against  the  parapets.  Wall  is  tryir 
convince  people  that  the  insolvent  Federal  Sav 
&  Loan  Insurance  Corp.  has  the  S&L  problem  ui 
control.  He's  even  propping  up  some  dead  S&L 
make  them  appear  alive.  But  look  closely,  and 
deals  may  be  about  as  effective  as  Donlei 
corpses. 

The  Federal  Home  Loan  Banks,  known  as  Flubs,, 
now  being  scrutinized  for  taking  on  too  mucii  ri 

10  YEARS  AGO  IN  FORBES  .TlTij..  . 

Politically  Correct  Ci 

Hooters  of  America  is  a  ten-year-old  Atlantl^a. 
restaurant  chain  where  scantily  clad  young  w< 
resses  serve  beer  and  chicken  wings.  The  chai 
success  has  doctrinaire  feminists  chewing  on  1 
carpet  in  rage.  But  instead  of  meekly  caving  in 
i  *«■  the  protests,  Hooters'  manageme 
ps  decided  to  capitalize  on  t 
backlash    against    the    iibe 

1 

thought  police.  Last  year  conse 

ative  talkster  Rush  Limbaugh  di 

.  local  promotion  for  a  franchi; 

that  owns  nine  Hooters  restaurar 

in  the  South.  The  spot  was  suet 

hit  that  now  the  llO-strong  chair 

using  it  nationwide.  In  it  Limbaugh  exhorts  "fer 

nazis,"  "environmentalist  wackos"  and  other  poli 

cally  correct  to  assemble  at  Hooters  and  protest 
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TRODUCING  THE  NEW  8-PASSENGER 
ISSA^j:^H  Fi  N  DER  ARMADA  Tg 
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1*^3  ^"^^  "^  li'-'-"® '^^  ''*'^""  '^  ^^R  ARM  ADA.  Wherever  you  go.  .he  population  shifts.  N 
N,ssan  Errdurance  V8  engine.  A-arlable  4WD.  And  up  ,o  9.100  lbs.  of  .owing  musole' All  .he  neoessLs  .o  .urn  the , 
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I  SUV.  It  has  cavernous  room  for  eight  and  fold-flat  2nd-  and  3rd-row  seats.  A  potent  5.6-liter 
into,  well,  somewhere.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com. 


nKiissAN 


larks.  Tread  Ughtiy!'  Please.  Always  wear  your  seal  belt,  and  please  don't  drink  and  drive. «  2003  Nissan  North  America,  Inc. 
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Hot  Air" 

One  way  to  lift  your  shares  in  this  zany  market:  Get  short-sellers  to  try  to  push  them  down. 

BY  BERNARD  CONDON  I 


56       F    O    R    B    K    S   .    Novomi.o   10.  J 
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IT  WAS  REDEMPTION  DAY  FOR 
bulls  on  videogame  maker  Take- 
Interactive.  On  Sept.  3  the  comp 
announced  that  diird-quarter  rej 
beat  earnings  estimates  by  a  pe: 
and  it  was  upping  its  guidance 
next  year.  Shares  shot  up  22%  that  da 
"See  ya,  short-losers,"  wrote  a  1; 
Two  bull  on  a  Yahoo  bulletin  board  n 
utes  after  the  market  opened.  Ad 
another:  "It's  like  someone  turned  on 
light  in  a  room  full  of  roaches." 

Take-Two  has  been  making  a  lo 
money  from  its  bestselling  Grand  T 
Auto  games,  and  the  bulls  may  be  right 
its  next  two  games  hitting  stores  soon 
be  big  draws,  too.  But  those  trying  to  fij 
out  why  the  stock  is  up  69%  this  year  cc 
do  worse  than  to  point  to  the  short-seli 
They've  had  to  buy  back  shares  to  unw 
their  bearish  bets  as  the  stock  has  ri 
sending  the  price  even  higher.  The  short 
sition  on  the  stock  now  represents  16°/ 
the  float,  dovm  from  30%  in  the  spring 
Lots  of  companies  are  getting  a  be 
from  their  enemies  these  days.  Short  in 
est  in  the  NYSE  and  Nasdaq  is  up  by  m 
than  two-thirds  since  the  bear  market  be 
3  V2  years  ago,  dianks  partly  to  all  die  mo 
gwing  into  hedge  ftinds.  Now  with 
rising  again,  the  large  numbers 
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fhe  End  Is  Always  Near 

f  history  is  any  judge,  reports  of 
he  imminent  death  of  the  New 
'ork  Stock  Exchange  are  greatly 
ixaggerated.  The  21 1-year-old 
jxchange  has  endured  worse 
han  pay  flaps  and  kept  its  trad- 
ng  floor  intact.    -Michael  Maiello 


1931 


,     lard  Whitney,  once  head  of  N 
,d  of  embezzling  from  the  exchan| 
quel!  criirtcs,  NYSE  hires  its  first  full-time 
president  who  is  ni  ■ 


i  are  launched: 
The  electronic  Instinct 
trading  system  and," 
years  later,  the  Natii 
*     )ciationofSecu 


ukerage 
ir  Donald 
Weeden  tries  but 
fails  to  steal  NYSE's 
business  with  an 
automated  market. 


rarks  (Single  Price 

.'ork)  launches,  clearing 

..ISfes'without  using  Big  Board's 

prices.  It's  now  defunct.  Futurist  Vary 

T.  Coates,  having  completed  a  study  of 

Wall  Street,  says:  "I  just  think  events 

5S  them  [NYSE]  by." 


1998 


lother  trading 
mark,  is  launched, 
I  it  wilt  turn  the  cor- 
ner of  Wall  and  Broad  streets  into  a 
giant  theme  restaurant.  Optimark  is 


dng  against  the  short-sellers  in  the 
1  of  short  squeezes,  as  the  panicked 
ng  to  cover  short  positions  is  called. 
'Back  in  the  old  days  if  you  covered, 
didn't  leave  any  footprints,"  says 
is-tracker  Harry  Strunk  of  Aspen 
«  Capital.  "Now  it  sends  the  market  up 
uple  of  percentage  points." 
t's  impossible  to  tell  how  much  short- 
rs  have  helped  to  push  the  S&P  up  18% 
le  past  year  and  the  Nasdaq  up  50%,  but 
r  influence  is  undeniable.  Hedge  funds, 
di  often  sell  short,  are  responsible  for 
)  of  trading  commissions  at  banks  now, 
LIS  18%  four  years  ago,  according  to  San- 
Bemstein.  Their  anguish  may  help  to 
ain  an  oddball  feature  of  this  market: 
companies  rewarded  more  than  good 
5.  Standard  &  Poor's  says  stocks  it  rated 
st  year  have  risen  in  price  twice  as  much 
rose  it  rated  B,  which  outperformed  the 
les  by  a  similar  magnitude. 
Short-sellers  make  money  by  selling 
"es  borrowed  from  a  broker  and  then 
ting  for  the  company  to  falter  before 
ing  replacement  shares  at  lower  prices. 
if  the  shares  rise  instead,  and  fast,  the 
ker  will  often  force  the  short-seller  to 
■  back  shares  immediately,  which  only 
is  the  prices  higher.  Even  if  they're  not 
jed  to  by  their  brokers,  hedge  fimds  that 


have  promised  to  maintain  a  certain  expo- 
sure between  long  and  short  bets  need  to 
buy  back  in  a  rising  market  to  stay  in  bal- 
ance. Add  to  this  the  buying  pressure  from 
long  investors  targeting  companies  heavily 
shorted  in  anticipation  of  a  short  squeeze, 
and  you  have  a  real  bull  market. 

"If  you  know  how  to  play  the  psychol- 
ogy of  the  crowds  this  way,  it's  better  than 
spending  four  days  studying  a  company's 
ftindamentals  like  I  do,"  quips  Robert  Ol- 
stein  of  the  $1.6  billion  Olstein  Financial 
Alert  Fund.  But,  he  adds,  "good  companies 


are  getting  too  pricey." 

One  of  the  most  heavily  shorted  stocks 
is  NetFlix,  pioneer  of  the  business  of  send- 
ing DVD  movies  to  subscribers  through  the 
mail.  Great  idea  but  easily  copied,  at  least 
according  to  the  shorts,  who  have  borrowed 
56%  of  the  float,  making  the  stock  hyper- 
sensitive to  any  news,  false  or  otherwise. 
Such  as  in  August,  when  rumors  swirled 
that  Wal-Mart  was  looking  to  buy  the  com- 
pany. The  stock  rose  20%  that  month.  It  fell 
a  bit  afterwards,  when  it  came  out  that  the 
giant  retailer  was  content  just  to  take  on  this 


5queez&£lay^ 


Heavily  shorted  stocks  sometimes  rocket  up  instead.  Why?  In  a  rising  market,  the 
bears  are  often  forced  to  buy  shares  they  have  borrowed,  sending  prices  even  higher. 


stock  price       Take-Two 
$5Q       Interactive  Software 


NetFlix 


Omnivision  Technologies 


10/02  9/03      10/02  9/03      10/02 

Sources:  FT  Interactive  Data  and  Lionshares  via  FactSet  Research  Systems. 
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pipsqueak  upstart  with  its  own  mail-order 
movie  service.  It  then  rose  again  on  news  of 
increased  profits  in  the  third  quarter  The 
shares,  up  551%  in  the  past  year,  trade  at 
115  times  next  year's  hoped-for  earnings. 

Another  hot  potato:  American  Phar- 
maceutical Partners,  which  is  hoping  that  a 
possible  breakthrough  cancer  drug  may 
vanquish  the  short-sellers  that  have  long  ar- 
gued its  stock  was  overvalued  by  a  chief  ex- 
ecutive prone  to  exaggeration.  But  some- 


times criticism  works  better  than  hype.  The 
stock  is  up  103%  in  a  year  The  shorts  are 
responsible  for  72%  of  the  float. 

The  float  of  OmniVision  Technologies, 
which  makes  chips  that  allow  personal  de- 
vices and  cefl  phones  to  take  pictur.es,  is 
27%  short.  The  bears  complain  that  the 
company  made  20%  of  its  earnings  last  year 
by  selling  inventory  it  had  written  down  to 
zero.  Its  shares,  up  378%  in  a  year,  trade 
now  at  41  times  estimated  earnings. 


But  what's  the  smart  monfey  c 
Selling.  OmniVision  officers  and  dii  t( 
sold  18%  of  their  holdings  this  year,  tl  e 
them  selling  between  a  quarter  and  1  f 
their  stock  in  a  secondary  offering  i 
NetFlix  insiders  have  sold  $28  m  k 
worth  of  shares  so  far  this  year.  And  il 
Two,  the  videogame  maker?  Insiders  u 
have  been  seUing,  with  die  current 
man  and  former  chief  unloading  in  th 
year  nearly  half  his  shares. 


VVdgUb  OT  din  How  escort  services-often  prostitution  rings-depend  on  the  kindr 
of  some  big  credit  card  companies,  by  seth  lubove 


ARTHUR  VANMOOR  IS  NO  ONE'S  IDEA  OF  A  MODEL 
citizen.  He's  currently  residing  in  the  Broward 
County,  Fla.  jail  on  charges  (which  he  denies)  of 
pimping,  money  laundering  and  immigration  viola- 
tions. The  inventive  Dutch  nati\'e,  who  owns  patents 
on  a  male  chastity  belt  contraption,  a  cure  for  hangovers,  a 
caulking  gun  and  a  sulfur  based  treatment  for  male  impotence, 
o.ice  ran  what  he  boasted  was  the  nation's  largest  female  escort 
service,  with  $5  million  in  annual  sales. 

But  none  of  thos.  facts  stopped  Cardservice  International 
from  soliciting  his  soliciting  business  in  1996.  Cardservice,  which 


lines  up  banks  to  process  credit  cards  for 
companies,  eventuaUy  ran  as  much  as  $50i 
week  for  Vanmoor's  $200-an-hour  escor 
vice,  at  rates  as  high  as  triple  those  for  lowe 
businesses.  Until  two  years  ago,  that  is, 
Cardservice  abruptly  canceled  Vanmoor's 
ness,  citing  too  many  complaints  of  unai 
rized  charges. 

Vanmoor  sued,  claiming  Cardservice,  M 
Card  International  and  die  bank  that  proo 
his  credit  cards,  Humboldt  Bancorp  of  Ros 
Calif,  illegally  withheld  $150,000  of  his  m 
Despite  having  to  testify  on  tape  because  h 
jail,  and  aUegations  diat  he  was  really  rimn 
prostitution  ring,  Vanmoor  convinced  a  Lo 
geles  jury  in  August  to  award  him  his  money 
another  $3  million  in  punitive  damages.  P 
boldt  plans  to  challenge  the  verdict. 

The  case  did  not  bathe  the  credit  card  ind. 
in  good  publicity.  At  die  trial  Cardservice  adn 
it  was  processing  credit  cards  for  143  escor 
vices.  For  Cardservice's  parent  company,  $7. 
lion  (2002  sales)  First  Data  Corp.,  the  revela 
are  doubly  embarrassing.  The  company's 
Financial  Bank  unit  is  already  known  as  one  ( 
nation's  largest  credit  card  processors  for  Int 
porn,  handling  payments  for  big  aggregate 
porn-site  payments  such  as  Intercept's  Internet  Billing  Go. 
and  Payconi.  The  company  refuses  to  comment  on  Vanmoo 
yond  a  statement  diat  it  "processes  for  a  variety  of  businesses' 
ensures  "our  clients  transact  payments  legitimately" 

First  Data  isn't  alone  when  it  conies  to  finding  itself  in 
witli  escort  services.  Ebay's  PayPal  payment  exchange  servi 
also  a  flworite  among  Internet  escort  sites,  despite  the  fact 
PayPal  prohibits  its  use  for  "adult"  or  "sexually  oriented"  gc 
Jessica,  of  Southern  Belle  Escorts,  a  busty  redhead  who  p 
nude  on  her  Web  site  advertising  a  $285  "one  on  one,"  wi 
happy  to  take  your  payment  through  PayPal. 
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ARE  YOU 
SURE? 


Before  you  rubber-stamp  AT&T  and  AT&T  Wireless, 
make  sure  you  get  the  facts  from  Sprint. 


With  Sprint  as  your  wireless  and  wireline  provider,  your 
employees  get  a  more  complete  nationwide  network. 

•  Fewer  FCC  reportable  long-distance  network  outages 
nationwide  for  seven  years  running 

•  One  company  and  network  staff  managing  wireline  and 
wireless  service  as  a  single,  integrated  network 

•30%  more  advanced  wireless  coverage  so  you  can  quickly 
access  your  corporate  data  in  more  places 

•  Laptop  connections  nearly  twice  as  fast  for  wireless  access 
to  your  corporate  network 

Get  the  facts  at  sprintbiz.com/facts  or  call 
866-700-0029  for  a  Business  Representative. 


Sprint 

One  Sprint.  Many  Solutions! 

Voice/Data 


PCS  Wireless         Internet  Services         E-Business  Solutions         Managed  Services 


Claims  based  on  published  averages  from  each  carrier  and  other  information.  Realized  speeds  will  vary  based  on  devices  tass  and  ot  er  factors.  Coveragclims 
on  the  enhanced  Sprint  Nationwide  PCS  Network  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included 
Pliable  service  plans  excluding  roaming  areas.  Copyright  ©  Sprint  2003.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L.P. 


Outfrnnt 


Mickey's  Marketing  Moves 

Desperate  to  reverse  a  slump,  Disney  goes  after  the  budget- 
conscious  family,  by  brett  pulley 

'HEN  WALT  DISNEY  PURCHASED      erly  disguised,  using  bright  pastel  paints, 


W 27,000  acres  of  Florida  swamp 
in  the  early  1960s,  it  was  to 
pursue  his  vision  of  building 
an  extraordinary  wonderland  to  be  en- 
joyed by  ordinary  families.  But  the  cost  of 
spending  a  few  days  at  Disney's  vast  Walt 
Disney  World  vacation  spot 
eventually  climbed  so  high 
that  a  family  of  four  almost 
needed  a  second  mortgage 


to  finance  the  fun. 

Now,  suffering  through  an  extended 
tourism  slump  and  a  shrinking  market  of 
spendthrift  customers,  Disney  is  trying  to 
reinvigorate  its  theme  parks  and  attract 
more  frugal  minded  folks. 

In  December  the  company  will  open 
the  doors  to  a  discount  palace:  a  2,880 
room  hotel  with  rates  that  start  at  $77. 
Disney's  Pop  Century  Resort,  as  it  is 
called,  is  like  a  Motel  (.  on  steroids.  Typi- 
cally dull  cinder-blocv  ,  onstruction  and 
endless  rows  of  drab  t\,lconi(-  ai  ?  clev- 


gigantic  Disney  characters  and  icons  rep 
resenting  different  eras  of  the  last  cenmry. 
The  company  has  also  unveiled  new  park 
attractions — some  long  overdue.  At  the 
21 -year-old  Epcot  Center,  a  panoramic 
film  that  was  just  as  old  as  the  park,  de- 
picting life  in  China,  has 
finally  been  updated.  The 
park's  flagship  Spaceship 
Earth  ride  feels  slow  and 
boring  to  today's  kids,  so 
it  is  now  supplemented 
by   the    new   Mission 
Space,   cofinanced   by 
Hewlett-Packard. 

Mission  Space  cost 
an  estimated  $100  mil- 
lion to  build,  but  Disney 
is  also  creating  cheaper 
attractions.  For  instance, 
the  company  dug  into  its  treasure 
of  proprietary  characters  and  came 
up  with  a  3-D  adventure,  Mickey's 
PhilharMagic,  located  inside  its 
original  park,  the  Magic  Kingdom. 
It  cost  less  than  $50  million  and 
was  built  in  an  existing  theater. 
Capital  expenditures  in  the  theme 
park  division  have  decreased  from 
$1.2  billion  in  2001  to  $636  million 
this  year. 

The  entire  industry  is  strug- 
gling. Disney  the  world's  largest  op- 
erator, saw  its  operating  income 
(earnings  before  ijiterest  and  taxes) 
for  the  unit  drop  to  $352  million  in  its 
fiscal  third  quarter  ended  in  June,  from 
$467  million  the  previous  year.  Disney's 
largest  park,  the  Magic  Kingdom,  saw  its 
attendance  drop  5%  last  year.  The  com- 
pany is  acknowledging  that  it  cannot  af- 
ford to  wait  for  geopolitical  turmoil  to 
abate  or  for  the  economy  to  rebound. 
Disney  is  ..-ven  offering,  for  a  limited  time, 
free  park  ,  dmittance  for  children  under 
age  9— provided  they  are  with  an  adult 
who  pays  using  a  Visa  card.  The  mouse 
is  getting  hungry  r 
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AND  WE  STILL 
CAN'T  HEAR  YOU. 

On  Nov.  24  the  nation's  145  million  ( 
phone  users  will  be  allowed  to  swit 
carriers  without  having  to  switch 
numbers.  But  you'll  still  have  to  bu) 
new  phone.  With  more  than  10  milli 
people  projected  to  switch  carriers 
the  first  month  of  number  portabilil 
that's  an  awful  lot  of  old  phones  the 
will  be  thrown  into  drawers.  Whatil 
adds  up  to: 

WEIGHT:  At  an  average  4.5  ounces,  ■ 
10  million  cell  phones  will  weigh  1,40 
tons.  That's  the  equivalent  of  3  Boeli 
747  airplanes  or  425  H2  Hummers. 

LENGTH:  If  you  put  the  phones  bac 
back,  the  line  would  stretch  from  Los 
Angeles  to  Salt  Lake  City. 

COST:  The  average  wholesale  price  o, 
cell  phone  is  $143,  says  John  Jacksoi 
of  research  firm  Yankee  Group.  So  the 
great  switchover  will  mean  an  extra 
$1.4  billion  for  the  handset  induj 
about  equal  to  the  gross  domestic 
product  of  Belize. 

NUMBER:  As  many  phones  will  be 
dumped  as  there  were  cell  phones  in  th( 
U.S.  in  1992,  or  as  there  were  telephc 
in  i9l4.  -Matthewh 
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AT&T  Wireless 


Send  and  receive  attachments. 


average 
20-40  Kbps 


Sprint 


Send  and  receive  attachments  nearly  twice  as  fast. 


average 
50-70  Kbps 


Your  business  can  get  more  done,  faster, 
in  more  places  nationwide  with  the  Sprint 
advanced  wireless  network. 


Compared  with  the  AT&T  Wireless  Next  Generation  network, 
Sprint  gives  you: 

•  Laptop  connections  nearly  twice  as  fast 

•  30%  larger  coverage  area 

•  Over  30  million  more  people  covered 


PCS  Connection  Card"- 
Insert  it  in  a  laptop 
Get  a  wireless 
-.  connection. 


All  of  this  and,  of  course,  clear  calls  on  the 
most  complete,  all-digital  wireless  network  in  the 
nation  to  make  your  business  more  effective. 


Get  the  facts  at  www.sprintpcs.com  or  call  877-459-8144for  a 
PCS  Business  Representative. 


Sprint 


One  Sprint.  Many  Solutions?' 


Voice/Data  PCS  Wireless         Internet  Services         E-Business  Solutions         Managed  Services 


Claims  based  on  published  averages  fram  each  carrier  and  other  information.  Realized  speeds  will  vary  based  on  devices,  tasks  and  other  factors.  Coverage  claims  based  on 
lanced  Sprint  Nationwide  PCS  Network  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included  with  available 
plaos  excluding  roaming  areas  Copyright  ©2003  Sprint  Spectrum  L.R  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Spnnt  Communications  Company  L.R 
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Dumb  and  Dumber 

A  tiny  publisher  claims  Primedia  sold  him  a  bill 
of  goods.  So  who  gets  the  last  bitter  laugh? 

BY  TOMAS  KELLNER 

MARK  A.  LUND  THOUGHT 
he  was  getting  a  pretty 
good  deal  last  year 
when  he  picked  up  a 
couple  of  so-called  "enthusiast" 
magazines  from  the  stumbling 
multimedia  giant  Primedia.  Teddy 
Bear  and  Friends  and  Doll  Reader 
seemed  a  perfect  fit  with  the  main 
publication  of  his  Ash  ton  Interna- 
tional Media  of  Worcester, 
Mass. — International  Figure  Skat- 
ing (circulation:  55,000).  Yes,  the 
acquisition  would  put  a  strain  on 
a  company  that  earned  just 
$75,000  pretax  on  sales  of  $1.3 
million  in  2001.  But  Lund  would 
have  to  put  up  only  $100,000  in 
cash;  Primedia  agreed  to  under- 
write the  rest  via  a  $3.1  milhon 
note  with  sliding  quarterly  pay- 
ments ranging  from  $100,000  to  $262,500.  Besides,  says  Lund,  the 
company  assured  him  that  2002  operating  income  (net  before 
depreciation,  interest  and  taxes)  for  the  magazines  would  be  at 
least  $1.2  million. 

But  Lund  began  to  get  nervous  after  Primedia  refused  to  let 
him  see  the  books.  He  asked  for  a  better 
price  on  the  deal.  No  dice.  Most  folks 

would  have  walked  away.  Not  this  guy 

after  Primedia  lowered  its  operating 
income  estimate  to  $760,000,  Lund  swal- 
lowed hard  and  signed  up.  He  even  came 
back  to  Primedia  two  months  later,  plunk- 
ing down  $50,000  in  cash  plus  a  $750,000 
note  for  Volleyball  magazine. 

A  month  later,  in  October  2002,  Lund 
began  to  think  he'd  been  had.  The  maga- 
zines just  weren't  raking  in  the  promised 
numbers.  By  year-end,  according  to  Prime- 
dia's  estimates,  he  should  have  had 
$300,000  in  the  bank.  Instead,  he  had 
$25,000.  With  $100,000  due  on  tlie  notes, 
Lund  appealed  to  the  company  to  renego- 
tiate the  term;..  Too  late,  Primedia  said,  and 
sued,  alleging  L.  ,ch  of  contract.  Lund 
turned  around  an  led  suit  against  Pri- 
media, charging;  fra 


"It's  so  stupid ":  Mark  Lund  got; 
lot  less  than  he  bargained  for. 
did  the  media  giant  he  dealt  wit 

Legally,  at  least,  Lund  blink| 
first.  In  September  a  U.S.  distr 
judge  in  Manhattan  threw 
his  case,  saying  Ashton  hd 
"foolishly"  assumed  businej 
risk  wdthout  checking  the  vera| 
ity  of  Primedia's  numbers, 
did,  however,  rap  Primedia 
not  being  "as  forthcoming  as 
should  have  been,"  adding  th 
he  was  "unpersuaded  that 
reasonable  jury  could  concluJ 
that  Ashton  did  not  have  a 
claim  of  fraudulent  inducJ 
ment."  Nevertheless,  the  judg 
awarded  Primedia  damages 
$3.2   million,  plus   "prejud^ 
ment"    interest    payments- 
$610,000. 

Good  luck  collecting.  PrimJ 
dia  apparently  didn't  do  such  I 
great  job  of  due  diligence  on  Aslj 
ton.  Lund,  who  has  already  racke 
up  $300,000  in  legal  fees,  says  I 
ruling  could  force  him  into  ba 
ruptcy  and  that  all  he  can  do  i 
"bleed  accounts  receivable,"  raising  perhaps  as  much  as  $160,00 
That's  not  going  to  help  the  once-aspiring  Primedia,  which  is  no\j 
shedding  assets  faster  than  leaves  off  a  diseased  tree — and  whos 
long-term  debt  at  $1.7  billion  exceeds  its  revenues.  "Now  we'rl 
stuck,  and  they're  stuck,"  says  Lund.  "It's  so  stupid."  l| 


DON'T  TELL  ELIOT  SPITZER 
ABOUT  THIS 


persu« 


-or 


Nlanaqei 


SeeVs' 
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Talk  about  timing.  Six  months  ago 
the  folks  at  hedge  fund  opera- 
tor Weston  Capital  Manage-    .  c  ' 
ment  were  reportedly  hot  to 
triple  the  assets  in  their  Wim- 
bledon Timing  Fund  to  $60  million.  To  help  handle  the  new  asset  flood,  they  wen 
prowling  for  outside  hedge  funds  that  specialize  in  mutual  fund  market-timing . 

Oops.  In  early  September  New  York  Attorney  General  Eliot  Spitzer  launched 
an  investigation  of  some  market-timing  funds  (none  apparently  affiliated  with 
Weston),  accusing  them  of  illegally  placing  orders  after  market  closes,  equiva- 
lent to  betting  on  horses  after  the  race  is  over. 

Albert  Hallac,  chairman  of  Westport,  Conn.-based  Weston  (with  $1.1  billion 
under  management),  decided  discretion  is  the  better  part  of  valor  and  pulled 
the  plug  on  the  fund.  Says  he:  "It's  a  great  strategy  that  works  when  done  pro 
eriy,  but  why  have  something  people  just  aren't  interested  in?"   -Neil  Weinb 
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JUST  SIGN 
ON  THE  BACK 
OF  THE  CHECK 

What  a  happy  coincidence! 
DaimlerChrysler's  Chrysler  unit 
recently  handed  out  bonuses  of 
$3,000  (about  $2,000  after 
taxes)  to  63,000  employees. 
The  same  week  it  offered  a  spe- 
cial lease  deal  to  the  recipients. 
For  a  one-time  payment  and  no 
monthly  installments,  employees 
can  drive  away  in  one  of  four 
new  vehicles,  keep  it  for  a  year, 
then  turn  it  in  or  buy  it  outright. 
The  payment?  Well.  $2,000, 
of  course. 

A  neat  way  to  move  some 
slow-selling  metal-actually, 
maybe  a  desperate  way. 
Chrysler,  Dodge  and  Jeep  brand 
sales  slipped  15%  in  September; 
inventories,  at  86  days'  supply, 
were  26%  above  normal  going 
into  October,  reports  Merrill 
Lynch.  The  Chrysler  division  lost 
$1.1  billion  in  the  second  quarter 
and  is  struggling  to  break  even 
for  the  year 

No  word  yet  on  whether 
workers  are  biting— or  using 
their  bonuses  for  a  down 
payment  on  a  Toyota. 

—Jonathan  Fahey 


Bonus?  Chrysi  :r  hopes  workers  will 
turn  bonus  cht  '< ,  into  a  Sebring. 
Jeep  Wrangler  ci  .  ■  A-c  Stra.  jr. 


Help  Wanted. 
Please! 

Two  news  giants  poured  millions 
into  Internet  job-recruitment- 
just  as  everybody  stopped  hiring. 
Oops. 

BY  DANIEL  LYONS 

IN  1999,  AT  THE  HEIGHT  OF  THE  INTERNET 
boom,  two  "old  economy"  newspaper 
giants,  the  Washington  Post  Co.  and  the 
Tribune  Co.,  joined  forces  to  create  a 
new-economy  powerhouse.  Their 
startup,  called  BrassRing,  would  go  after  the 
job-recruiting  market  by  hosting  career  fairs, 
running  Internet  job  boards  and  developing 
software  for  corporate  personnel  depart- 
ments and  university  career-placement 
offices.  Better  yet,  BrassRing  could  help  these 
newspaper  stalwarts  capture  help-wanted  ad 
dollars  as  they  slipped  from  print  to  the 
Internet. 

Print  ads  have  indeed  dropped  oft",  tlianks 
to  the  lack  of  hiring.  But  instead  of  softening 
those  declines,  Waltham,  Mass.-based  Brass- 
Ring  has  been  a  sinkhole,  sucking  up  money 
and  spitting  out  losses.  The  joint  venture  is 


laying  off  workers  and  shed 

divisions  it  acquired  oi 

few  years  before.  In  Sep 

ber  BrassRing  dumpc 

online  job  board  bus. 

onto  CareerBuilder  fcj 

undisclosed  sum.  Ea 

this  year  it  shut  down ' 

vision  that  ran  career 

and  in  2001  shed  a 

that   sold   software 

universities. 

The  reversal  is  so  ( 
plete  that  what's  left 
single  division  that  m 
software  to  help  compa 
recruit  job  candidates 
keep  track  of  resumes,  i 
You  might  think 
backers  would  be  read 
walk,  but  they  are  ac 
unfazed.  The  Washington '. 
which  owns  49%  of  BrassRing,  inj€ 
$7.5  miUion  into  it  last  year,  on  top  of  m 
$24  million  in  2001,  says  Gerald  Rost 
vice  president  of  planning  and  developrj 
for  the  $2.6  billion  (2002  sales)  Washin? 
Post  Co.,  who  serves  as  chairman  of  Bi 
Ring's  board.  Now  the  Post  is  arranj 
another  roimd  of  financing.  "We're  in," '' 
berg  says.  "We  Hke  this  opportunity  enc 
to  continue  putting  money  into  it." 

In  an  e-mail  statement,  the  $5.4  bil 
(2002  sales)  Tribune  Co.,  which  report 
invested  $70  million  in  BrassRing  in  1 
and  holds  a  27%  stake,  calls  BrassRing  a ' 
partner."  Gannett,  which  declined  a 
ment,  holds  11%. 

BrassRing  had  jumped  to  an  early  lea 
recruiting  software,  and  with  an  eye  on 
public  markets,  the  company  spent  freeb 
acquisitions  and  publicity  stunts — like  cr 
ing  a  character,  joboo  the  eGhost,  \ 
embarked  on  a  three-month,  8,000-r 
journey  in  the  JobooMobile. 

But  then  the  Internet  bubble  burst 
the  recession  hit.  The  Post's  recruitmeni 
volume  plunged  32%  last  year  while 
Tribune's  help-wanted  revenue  fell  2'. 
Worldwide  job  board  revenues  plunged 
to  $1.8  billion  from  2000  to  2002,  says  In  , 
national  Data  Corp.  ^ 

At  least  BrassRing  is  now  concentrate^ 
a  business  that  is  growing.  Worldvvl 
annual  sales  of  "hiring  management"  s 
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gets  an  extra  1000  miles 
every  time  tl^ey  fly 


At  AA.corn,  you  do. 


But  that's  just  the  beginning.  In  addition  to  earning  1 000  AAdvantage®  bonus  miles  when  you  book  a  round  trip  at 

AA.comf  you  can  print  your  own  boarding  pass  online.  Have  the  latest  flight  information  sent  straight  to  your  mobile 

phone,  PDA  or  e-mail.  Receive  the  latest  online  specials.  And  never  pay  an  online  booking  fee.  Plus,  you  can  track 

and  control  all  those  miles  you're  racking  up.  So  next  time  you  fly,  start  at  AA.com  and  get  a  lot  more  airline. 


AmericanAirlines' 


AA.com 


Qutfrnnt 
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ware  are  approaching  $2  billion  from 
almost  nothing  a  few  years  ago,  according 
to  market  researcher  Aberdeen  Group. 

Whether  BrassRing  can  rake  in  any  of 
that  loot  is  another  matter.  Chief  Executive 
Deborah  Besemer  says  software  revenues 
this  year  will  be  ten  times  what  they  were  in 
1999,  though  she  won't  provide  a  number. 
Today  BrassRing  has  somewhere  between 
150  and  200  customers,  Besemer  says.  Two 


years  ago  the  company  claimed  more  than 
225  customers,  including  failed  dot-coms. 
But  Aberdeen  analyst  Katherine  Jones 
says  BrassRing  no  longer  stands  out 
among  the  150  small  software  makers  in 
this  speciality.  Worse  yet  for  BrassRing, 
PeopleSoft,  the  king  of  human  resources 
software,  has  developed  a  program  that 
competes  with  BrassRing  and  in  one  year 
has  scooped  up  more  than  400  customers. 


Besemer  has  managed  in  tough  tir 
before.  She  was  an  executive  at  Lo 
Development,  which  struggled  agai; 
Microsoft  before  being  acquired  by  IBM 
1995.  How  will  she  rescue  her  moni 
losing  software  business?  Make  it  big§ 
of  course.  In  2004  BrassRing  plans 
open  new  offices  in  Scandinavia  and  A* 
Joboo  the  eGhost,  though,  won't  be  m; 
ing  the  trip. 


in  TllC  d3UQIG  AgBin    Ken  Lay  has  escaped  the  feds'  roundup  of  Enron  outlaw 
He's  even  back  in  business— with  his  kids,  by  lyn 
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KENNETH  LAY  MAY  NOT  BE  SHOWING  HIS  FACE  MUCH  ON 
Wall  Street  these  days.  But  the  former  Enron  chairman 
hasn't  shrunk  from  the  swanky  restaurants  and  offices 
on  Houston's  Kirby  Drive.  "People  still  take  his  caUs," 
says  a  former  Enron  manager.  Lay  has  been  plying  con- 
nections to  help  his  son  Mark  get  a  start  in  a  new  business. 

The  company  is  EnviroFuels  LP,  which  peddles  a  lubricant 
added  to  car,  boat  and  snowmobile  engines  that,  supposedly 
makes  them  run  more  efficiently  while  reducing  emissions. 
EnviroEucIs'  brands:  Blue  Mirble,  for  two-cycle  engines,  and 
Rev-Er-Up,  for  four-cycle  engines. 

Tho  isn't  the  first  time  dad  has  given  him  a  leg  up.  After 
drawing  m:  Enron  paycheck  in  the  early  1990s,  Mark  struck  out 
on  his  ou  with  Pap.  :  ?<  Print  Management,  a  company  that 
quickly  1.;     .'d.  ( Th.^  I  ;,.  .Attorney's  office  investigated  it— and 


Mark— for  bankruptcy  fraud  and  embezzlement,  according 
the  New  York  Times,  but  the  case  went  nowhere.)  Enron  help, 
dean  up  the  mess,  ft  bought  P&PM,  brought  Mark  back  and  us 
the  vestiges  of  his  company  to  develop  a  paper-products  tradi^ 
business.  Mark  spent  four  more  years  at  Enron,  shuffling  frc 
one  division  to  another.  He  resigned  in  2001  and  attendee 
Baptist  seminary. 

But  he  traded  the  cloth  for  film — a  patented  thin-fibn  tec 
nology  developed  by  MDEChem,  a  Houston  outfit  founded 
inventors  Frank  DeFalco  and  Charles  McCoy  that  is  listed  on  tj 
pink  sheets.  Even  though  they  weren't  chemists,  the  two  we 
trying  to  find  a  new  way  to  galvanize  steel  when  they  stumbl 
onto  a  substance  they  called  Phosfamid.  A  Rice  University  stu 
reports  that  while  traditional  fuel  additives  change  the  chemist 
of  the  oil  in  an  engine,  Phosfamid  forms  a  phosphorus-an 
nitrogen  coating  inside  the  engine.  The  coating,  a  mere 
nanometers  thick,  flushes  out  carbon  deposits  and  reduces  fri^. 
tion.  Result:  better  mileage  and  greater  horsepower.  How?  Ti « 
phosphorus  clinging  to  the  engine's  innards  is  less  reactive  i 
Down,  not  out:        oxygen  than  its  metal  walls  would  be.  Mo  ,1, 
freed-up  oxygen  means  more  efficient  cori^^^ 
bustion  and  fewer  monoxide  emissions  eve 
time  drivers  step  on  the  gas.  In  an  unscienti) 
test  the  Tulsa  school  system  tried  the  additi 
and  claimed  it  improved  mileage  in  its  school  buses. 

EnviroFuels  snapped  up  the  patents,  equipment  and  invei 
tory  from  MDEChem  in  January  for  an  undisclosed  sum,  ar 
Mark  brought  his  sister,  Elizabeth  Lay  Vittor,  on  board  as  leg 
adviser.  (An  attorney,  she  had  worked  in  government  affairs  fi 
Azurix,  the  Enron  water  spinoff  that  imploded  in  2000.) 

Tulsa  school  buses  aside.  Blue  Marble  and  Rev-Er-Up  a  "^ 
having  a  hard  time  finding  fans.  The  additives  are  sold  in  just  ( 
outlets  in  the  U.S.  and  Canada,  mostly  boating  supply  and  ou 
door-recreation  stores.  Evidently  potential  investors  don't  thir 
much  of  it,  either.  It  took  Ken  &  Co.  six  months  to  raii 
$530,000.  His  spokeswoman  says  he  himself  made  "a  mode 
investment,"  but  she  adds,  "Raising  funds  is  not  Mr.  Lay's  pr 
mary  consulting  responsibility,  but  he  has  assisted  in  the! 
efforts  from  time  to  time."  l 


Lay  is  talking 
up  his  son's  new 
engine-lubricant 
venture. 
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Steve  Galbraith,  Morgan  Stanley  Chief  Investment  Officer 


Searching  for  financial 

vv^alks  &  stolen  bases. 


ichael  Lewis'  latest  book,  Moneyball, 

all  about  finding  value  where  the  consensus 

:s  not.  The  book  revolves  around  the  unlikely  success  of 
Oakland  A's,  who,  in  finance  terms,  consistently 
perform  the  market  with  players  (stocks)  that  other 
ms  (investors)  deem  rejects.  The  A's  managers  found  that 
ivention  tended  to  overrate  such  sexy  achievements  as 
len  bases  and  batting  averages  while  underestimating  the 
portance  of  on-base  percentages  and  walks.  Which  led  us 
wonder:  What  are  the  financial  equivalents  of  a  stolen 
se  and  a  walk? 


Growth  rates  —  the  financial  equivalents  of  a  .280  hitter 

th  a  .290  on-base  percentage.  The  As  found  that  "bad " 

dy  rv'pes  can  still  be  terrific  players,  and  vice  versa.  Too 

en  scouts  predetermine  that  the  6'3"  beefcake  boy  wjll 

tperform  the  dumpy  5'8"  guy.  The  financial  equivalents 

the  6'3"  stud  who  can't  hit  a  curve  ball  are  "growth" 

tors  like  historical  and  forecast  growth  rates.  If  one  were 

tematically  to  buy  the  quintile  of  stocks  offering  the  fastest 

torical  or  projected  growth  while  shorting  those  providing 

e  least,  an  investor  would  systematically  underperform  the 

arket  by  some  500  basis  points  per  annum. 

Say  No  to  Mo'.  What's  an  even  more  obvious  way  of 
derperforming?  How  about  buying  a  stock  that  has  just 
)ne  up  a  lot.  Buying  yesterday's  winners  is  akin  to  being 
ught  stealing  a  base.  If  one  were  to  systematically  go  long 
e  quintile  of  stocks  with  the  best  performance  over  the 
ior  month  while  going  short  the  quintile  with  the  worst, 
le  would  systematically  lose  a  lot  of  money. 


The  walk  equivalent.  The  most  prominent  characteristic 
the  A's  look  for  in  players  is  the  ability  to  draw  walks.  Walks 
are  highly  valued  both  for  what  they  are  not  (i.e.,  outs),  and 
what  they  are  (an  active  use  of  the  opposing  pitcher's  arm,  and 
a  place  on  the  bases).  Walks  =  success.  But  walks  are  boring. 
Walks  do  not  elicit  oohs.  As  such,  walks  are  grossly 
undervalued.  In  the  stock  market,  we  have  endured  an  era 
where  investors  chased  the  oohs  and  aahs,  overlooking  boring 
old  valuation.  Over  the  long  haul,  the  most  important  factors 
in  adding  alpha  to  portfolios  are  valuation  oriented.  Price  to 
earnings,  price  to  sales  and  even  price  to  book  are  the  financial 
equivalents  of  walks.  If  one  were  to  buy  systematically  the 
cheapest  quintile  of  stocks  on  these  metrics  while  selling  short 
the  dearest,  one  might  enjoy  an  early  retirement. 


>*^ 


Sizzle  is  vastly  overrated.  Just  as  being  a  Red  Sox  fan 
prepares  one  much  better  for  the  realities  of  life  than  being  a 
Yankees  fan,  understanding  the  nuances  of  baseball  can  help 
you  understand  investing.  In  an  era  characterized  by  corked 
bats  and  corked  financial  statements,  give  us  the  steak,  not  the 
sizzle,  give  us  walks,  give  us  cheap  stocks. 


Steve  Galbraith 

Chief  Investment  Ojticer 


Stanley 


Morgan 

One  client  at  a  time 


..morgans«nley.com 


US  is  an  edited  excerpt  from  "Searching  for  the  FinanciaJ  Equivalent  of  a  Walk,"  by  Steve  Galbraith,  dated  8/5/03.  For  a  copy  of  the  full  article,  including  important  information  and 
closures  regarding  Morgan  Stanley,  please  see  www.morganstanleycom/our.'iews  or  contact  1-800-962-1343.  This  article  does  not  provide  individually  tailored  investment  advice 
d  has  been  prepared  without  regard  to  the  individual  financial  circumstances  and  objectives  of  persons  who  receive  it.  it  was  based  on  public  information,  and  Morgan  Stanley  makes 
representation  diat  it  is  accurate  or  complete.  Estimates  of  future  performance  are  based  on  assumptions  that  may  not  be  realized.  Investments  and  services  ofiFered  through  Morgan 
nlev  &  Co  incorporated  and  Morgan  Stanlev  DW  Inc.,  members  SIPC.  Morgan  Stanley  and  One  Client  At  A  Time  are  service  marks  of  Morgan  Stanley.  ©  2003  Morgan  Stanley. 
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Product  placement  is  already  annoying. 

Now  comes  virtual  product  placement-sort  of. 

BY  PETER  KAFKA 

THERE  ARE  FEW  SALESMEN  WITH  JAMES  GREEN'S  DILEMMA: 
Neat  product,  can't  brag  about  it.  Green  is  chief  executive 
of  New  York-based  PVI  Virtual  Media  Services  LLC,  which 
uses  a  nifty  piece  of  programming  to  digitally  insert  a  ten- 
yard  line  into  broadcasts  of  football  games,  rotate  a  series  of  ads 
behind  home  plate  during  baseball  games  and  place  logos  m  the 
middle  of  Mexican  soccer  fields.  Nifty  but  not  profitable:  PVI  is  a 
reconstituted  version  of  Princeton  Video  Image,  which  went  public 
in  1997  and  filed  for  Chapter  1 1  last  May  In  August  the  reorganized 
firm  lost  $231,396  on  an  operating  cash  basis  on  sales  of  $58,416. 

Solution:  Use  the  same  technology  to  digitally  insert  products 
into  reruns  of  television  dramas  and  sitcoms,  and  charge  rates  sim- 
ilar to  a  30-second  spot.  PVI's  promo  reel  shows  an  Oreos  bag  in 
fi-ont  of  Friends'  Ross  Geller,  who  is  munching  what  were  previ- 
ously unbranded  cookies;  another  scene  features  a  bag  of  Baked 
Lays  in  front  of  characters  from  Will  &  Grace. 

Green  says  his  company  has  sold  a  dozen  minutes  of  airtime  in 
syndicated  sitcoms  to  four  advertisers  in  the  past  year.  Except  Green 
won't  tell  you  which  shows.  He  claims  the  syndicators  who  pay  for 
his  services  are  gagging  him,  but  "if  you  watch  the  top  five  syndi- 
cated shows  with  any  kind  of  religion,  you've  seen  this  already" 

Leading  syndicators  such  as  Warner  Bros,  and  Viacom's  King 
World  say  they're  not  doing  it.  But  there  are  a  couple  reasons  a  syn- 
dicator  might  want  to  keep  mum.  It  might  not  want  the  shows' 
owners— as  well  as  the  actors  and  writers  who  get  a  portion  of  the 
syndicated  ad  revenue— to  know  about  the  additional  doOars.  Or  it 
doesn't  want  the  TV  stations  who  pay  for  the  shows  using  cash  and 
advertising  slots  to  know  about  them.  Our  guess  where  to  look: 
Friends  or  Will  &  Grace.  e- 


REVENUES  BATTED  ir 

No  matter  how  the  World  Series  turns  out.  The  Florir 
Marlins  are  sure  to  win  the  award  for  best  financial  i: 
upside-  Revenues  for  the  Yankees,  who  play  at  a  | 
stadium  practically  deemed  a  national  landmark.  ar«, 
close  to  maxed  out,  given  the  second-highest  ticket 
prices  in  baseball  and  the  largest  annual  attendance, 
at  3.5  million. 

The  Marlins  were  baseball's  least  valuable  team 
after  the  Montreal  Expos,  according  to  our  latest     | 
ranking  of  baseball  franchises  (Apr.  28).  Their 
$136  million  value  results  from  playing  in  a  football 
stadium  converted  for  baseball,  the  second-lowest 
attendance  in  2002  and  a  lease  controlled  by  forme 
Marlins  owner  Wayne  Huizenga  that  limits  revenues 
from  luxury  suites,  parking  and  concessions.  Averag 
ticket  prices  of  $13  are  third  lowest.  , 

Last  year's  World  Series  winner,  the  Anaheim   | 
Angels,  hiked  ticket  prices  36^^  and  saw  atten- 
dance jump  33°o,  despite  an  awful  2003  season. 
Look  for  the  Marlins'  revenues  to  jump  $20  million 
next  year  from  2001.  A  mere  bunt  for  a  team  like  th 
Yankees,  it  represents  a  25'o  home  run  for  the 
Floridians. 

The  ultimate  prize  for  the  Marlins  would  be  a  new 
publicly  financed  stadium  that  could  double  revenues 
Dade  County  has  resisted,  but  owner  Jeffrey  Loria  ca' 
cite  the  Seattle  Mariners,  who  parlayed  a  1995  playof 
run  into  $340  million  of  public  funds  for  a  new  park. 

-Kurt  Badenhause 

No  big  bucks  here: 
Marlins'  Pro  Player  Stadium. 


Turn  the  page  'or  our  special  industry 
report—ihis  time  on  computer  security—  j 
and  our  industrvavide  earnings  calendar.   *  ?^^%,« 
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In  every  field  of  endeavor, 

there  are  the  weak, 
and  there  are  the  strong. 


There  are  the  faint  of  heart, 
and  there  are  the  relentless. 


Who  are  the  tigers  III 

Would  you  count  your  company  among  themr 

At  a  time  when  most  companies  must  work 
even  harder  to  produce  growth,  Accenture  has 
aligned  all  of  its  knowledge  and  resources  to 
help  you  become,  or  remain,  a  high-performance 
business.  Drawing  upon  vast  experience  with 
leaders  in  every  industry,  we  have  identified 
those  characteristics  that  most  strongly  correlate 
with  high  performance. 

To  learn  more  about  high-performance  business, 
visit  accenture.com.  Of  course,  being  a  tiger 
will  always  be  a  challenge.  But  the  more  solid 
your  plan,  the  better  your  shot. 

•  Consulting  •  Technology  •  Outsourcing 
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ntec,  one  of  the  markef  feal 


v^  Bear 

iter  security,  a  screaming  buy  or  an  urgent  sell? 


HENSIGMOND 
CAPITAL  MARKETS 

2002 

ed  buying 
ntec  at  $31. 
It  price:  $65. 


RICHARD  WILLIAMS 
SUMMIT  ANALYTIC  PARTNERS 

October  2002 

Turned  bullish  on 

Aspen  Technology  at  $1. 

Recent  price:  $6. 


>e  first  reason  for  my  "outper- 
orm"  rating  is  pricing  power. 
This  is  a  company  that  just 

subscription  pricing  for  its  core 

us  product  to  $20  per  year  With  a 

if  25  million  subscribers— and  witli 

us  and  security  moving  to  more 
lore  of  a  service  model— it's  a 
ful,  high-margin  revenue  stream 
irice  increases  that  we  think  will 
a  lot  of  revenue  growth  over  the 
everal  years. 

ber  two  would  be  brand  recogni- 
People  are  looking  for  a  company 
an  trust,  a  company  that's  indepen- 
of  the  underlying  infrastructure  and 
iting  system.  And  I  think  Symantec 
ilominant  name  recognition  and  a 
id  brand.  'iSil 

ber  three:  Corporate  customers  are 

to  be  buying  integrated  suites  of 
ity  products.  Symantec  is  one  of  the 
rs  here. 


ymantec's  stock  price 


he  gist  of  my  "sell"  rating  is 
this:  Since  the  Lovsan  worm 
hit  [in  mid-August],  Syman- 
tec's stock  has  run  like  crazy.  Accord- 
ing to  my  numbers,  between  60%  and 
65%  revenue  growth  would  be  required  to 
—^  the  stock's  P/E  back  to  the  point  that 
efore  that  virus  hit.  When  you  go 
ck  and  look  at  trailing  four  quarters 
^  jrformance  over  the  last  several  years, 
Symantec  hasn't  been  able  to  grow 
faster  than  16%.  It's  hard  to  believe  that  a 
npany  Symantec's  size  could  quadru- 
its  growth  rate.  We  thought  that  the 
ipany  was  expensive  to  begin  with, 
when  it  has  to  grow  at  65%,  that  just 
ins  that  it's  unreasonably  expensive, 
mantec  is  betting  that  it  can  sell  an  in- 
Bted  suite  of  security  products.  Net- 
c  Associates  tried  the  same  thing  three 
s  ago  and  failed.  I  would  give  Syman- 
;a  better  chance  of  success  because  of 
■  the  quality  of  management,  but  that's 
still  a  risk. 


ra's  risk  measurement  looks  not  only  at  past  price  v' 
According  fo  Barra,  only  11%  of  all  technology  stoclj 


I 


but  the  Barra  Risk  Factor  indicates  that  this  stock  has  relatively  low 
,  but  also  expected  volatility  based  on  industry  and  fundamental 
'» of  all  software  stocks  have  less  risk  than  Symantec. 
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Product  placement  is  already  annoying. 

Now  comes  virtual  product  placement-sort  of. 

BY  PETER  KAFKA 

THERE  ARE  FEW  SALESMEN  WITH  JAMES  GREEN'S  DILEMMA: 
Neat  product,  can't  brag  about  it.  Green  is  chief  executive 
of  New  York-based  PVI  Virtual  Media  Services  LLC,  which 
uses  a  nifty  piece  of  programming  to  digitally  insert  a  ten- 
yard  line  into  broadcasts  of  football  games,  rotate  a  series  of  ads 
behind  home  plate  during  baseball  games  and  place  logos  in  the 
middle  of  Mexican  soccer  fields.  Nifty  but  not  profitable:  PVI  is  a 
reconstituted  version  of  Princeton  Video  Image,  which  went  public 
in  1997  and  filed  for  Chapter  1 1  last  May  In  August  the  reorganized 
firm  lost  $231,396  on  an  operating  cash  basis  on  sales  of  $58,416. 

Solution:  Use  the  same  technology  to  digitally  insert  products 
into  reruns  of  television  dramas  and  sitcoms,  and  charge  rates  sim- 
ilar to  a  30-second  spot.  PVI's  promo  reel  shows  an  Oreos  bag  in 
front  of  Friends  Ross  Geller,  who  is  munching  what  were  previ- 
ously unbranded  cookies;  another  scene  features  a  bag  of  Baked 
Lays  in  front  of  characters  from  Will  &  Grace. 

Green  says  his  company  has  sold  a  dozen  minutes  of  airtime  in 
syndicated  sitcoms  to  four  advertisers  in  the  past  year.  Except  Green 
won't  tell  you  which  shows.  He  claims  the  syndicators  who  pay  for 
his  services  are  gagging  him,  but  "if  you  watch  the  top  five  syndi- 
cated shows  with  any  kind  of  religion,  you've  seen  this  already" 

Leading  syndicators  such  as  Warner  Bros,  and  Viacom's  King 
World  say  they're  not  doing  it.  But  there  are  a  couple  reasons  a  syn- 
dicator  might  want  to  keep  mum.  It  might  not  want  the  shows' 
owners— as  well  as  the  actors  and  writers  who  get  a  portion  of  the 
syndicated  ad  revenue— to  know  about  the  additional  dollars.  Or  it 
doesn't  want  the  TV  stations  who  pay  for  the  shows  using  cash  and 
advertising  slots  to  know  about  them.  Our  guess  where  to  look: 
Friends  or  Will  &  Grace.  p 


Turn  the  page  for  our  special  Industry 
report— this  time  on  computer  security—  ( 
and  our  industrywide  earnings  calendar. 
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REVENUES  BATTED  IK 

No  matter  how  the  World  Series  turns  out,  the  Florii 
Marlins  are  sure  to  win  the  award  for  best  financial: 
upside.  Revenues  for  the  Yankees,  who  play  at  a 
stadium  practically  deemed  a  national  landmark,  af 
close  to  maxed  out,  given  the  second-highest  tickei 
prices  in  baseball  and  the  largest  annual  attendano 
at  3,5  million. 

The  Marlins  were  baseball's  least  valuable  team 
after  the  Montreal  Expos,  according  to  our  latest 
ranking  of  baseball  franchises  (Apr.  28),  Their 
$136  million  value  results  from  playing  in  a  football 
stadium  converted  for  baseball,  the  second-lowest 
attendance  in  2002  and  a  lease  controlled  by  formi 
Marlins  owner  Wayne  Huizenga  that  limits  revenue, 
from  luxury  suites,  parking  and  concessions,  Averaa 
ticket  prices  of  $13  are  third  lowest. 

Last  year's  World  Series  winner,  the  Anaheim 
Angels,  hiked  ticket  prices  36^'o  and  saw  atten- 
dance jump  33°o.  despite  an  awful  2003  season. 
Look  for  the  Marlins'  revenues  to  jump  $20  million 
next  year  from  2001.  A  mere  bunt  for  a  team  like  tH 
Yankees,  it  represents  a  25'o  home  run  for  the 
Floridians. 

The  ultimate  prize  for  the  Marlins  would  be  a  new 
publicly  financed  stadium  that  could  double  revenues 
Dade  County  has  resisted,  but  owner  Jeffrey  Loria  cs 
cite  the  Seattle  Mariners,  who  parlayed  a  1995  playofi 
run  into  $340  million  of  public  funds  for  a  new  park, 

—Kun  Badenhaust 

No  big  bucks  here: 
Marlins'  Pro  Player  Stadium, 
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Fightmg  Hackers, 
Spammers  and  Snoopers 


BY  SHLOMO  REIFMAN,  ANDREW  T.  GILLIES  AND  ARIK  HESSELDAHL 


Rarely  a  week  goes  by  without  the  discovery  of  a  wide- 
open  software  window  that  lets  hackers  seize  control  of 
PCs  or  file  servers.  The  list  of  threats  includes  viruses, 
worms  and  Trojan  horses;  an  ever-increasing  flood  of  spam; 
and  now,  spyware  that  tracks  users'  personal  information. 
According  to  Forrester  Research,  18%  of  U.S.  homes  now  have 


broadband  access  and  2%  have  a  wireless  network.  Thi 
growing  population  of  home  users  will  need  better  security 
IDC  estimates  that  the  2004  tab  in  North  America  for  fendin 
off  all  these  menaces  will  hit  $37  billion.  The  big  winners  in  a 
this:  companies  that  provide  equipment  and  software  t 
protect  computers  and  networks. 


This  is  the  first  of  periodic  reports  spotlighting  a  noteworthy  industry  group,  the  group's  most  important  stocks  and  a  debate  among 
analysts  over  one  of  those  stocks.  On  the  last  page:  a  calendar  of  coming  earnings  releases  from  big  companies  in  various  industries. 
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A  market-capitalization-weighted  index  of  21  secu- 
rity-related software  and  services  stocks  is  up  47% 
so  far  this  year  and  65%  over  the  last  52  weeks. 
Given  the  rising  demand  for  antiviral  and  spam-blocking 
software,  it  is  not  surprising  that  security  analysts  have 
become  more  optimistic  about  the  earnings  prospects  for 
companies  that  develop  such  code.  This  optimism  is 
already  reflected  in  the  estimated  earnings  multiples  for 
many  of  these  stocks. 

RSA  Security,  whose  origins  trace  to  an  encryption  break- 
through 26  years  ago,  is  expected  to  earn  20  cents  a 
share  in  2003  and  34  cents  in  2004;  it  lost  $1.71  last  year. 
But  RSA's  estimated  2004  P/E  is  three  times  that  of  the 
S&P  500. 

NefScreen  Technologies,  a  vendor  of  firewall  hardware,  is 
up  39%  year-to-date,  and  now  trades  slightly  below  the 
first-day  close  of  its  December  2001  initial  public 
offering.  Security  analysts  reporting  to  Thomson  First 
Call  expect  the  firm  to  record  sales  of  $242  million  for 
the  fiscal  year  that  ended  in  September;  in  fiscal  2002 
the  company  had  sales  of  just  $138  million.  For  fiscal 
2004  the  sales  growth  is  likely  to  slow  to  48%  and  profits  are 
supposed  to  decline  slightly.  NetScreen  sells  for  40  times  its  2004  consensus 
estimate. 

Check  Point  Software  Technologies  develops  firewall  and  virtual  private  network  software  that 
secures  business  networks.  Profits  fell  last  year,  in  part,  because  of  the  slowdown  in  spend- 
ing on  information  technology.  But  Shaul  Eyal,  the  communication  software  analyst  at  CIBC 
World  Markets,  thinks  a  turnaround  will  take  place  during  2004,  and  is  expecting  Check 
Point  to  post  earnings  of  $1.07  per  share.  Shares  of  this  Israeli  firm  trade  on  Nasdaq 
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Source:  FT  Interactive  Data  via  FactSet 
Research  Systems. 
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Check  Point  Software  Tech     $18.00 
NetScreen  Technologies 
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Number  of  incidents 
reported 


Each  new  virus  or  other  malicious 
event  is  treated  as  one  incident,  no 
matter  how  many  computers  or 
servers  it  attaclts.  In  the  first  half  of 
2003  nearly  as  many  incidents  were 
reported  as  in  all  of  2002. 

Based  on  CERT/CC  Statistics 
1988-2003  from  Carnegie  Mellon 
University. 
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Iter  security,  a  screaming  buy  or  an  urgent  sell? 


IPHEN  SiGMOND 

CAPITAL  MARKETS 

2002 

ied  buying 
intec  at  $31. 
nt  price:  $65. 


he  first  reason  for  my  "outper- 
form" rating  is  pricing  power. 
This  Is  a  company  that  just 
d  subscription  pricing  for  its  core 
irus  product  to  $20  per  year  With  a 
'  25  million  subscribers— and  with 
irus  and  security  moving  to  more 
more  of  a  service  model— it's  a 
III,  high-margin  revenue  stream 
price  increases  that  we  think  will 
=•  lot  of  revenue  growth  over  the 
...era!  years. 

mber  two  would  be  brand  recogni- 
People  are  looking  for  a  company 
can  trust,  a  company  that's  indepen- 
of  the  underlying  infrastructure  and 
ating  system.  And  I  think  Symantec 
-Hominant  name  recognition  and  a 
brand, 
jer  three.  Corporate  customers  are 
to  be  buying  integrated  suites  of 
•y  products.  Symantec  is  one  of 
5  here. 


jSymantec's  stock  price 


RICHARD  WILLIAMS 
SUMMIT  ANALYTIC  PARTNERS 

October  2002 

Turned  bullish  on 

Aspen  Technology  at  $1. 

Recent  price:  $6. 

he  gist  of  my  "sell"  rating  is 
this:  Since  the  Lovsan  worm 
hit  [in  mid-August],  Syman- 
tec's stock  has  run  like  crazy.  Accord- 
ing to  my  numbers,  between  60%  and 
65%  revenue  growth  would  be  required  to 
t  the  stock's  P/E  back  to  the  point  that 
was  before  that  virus  hit.  When  you  go 
""and  look  at  trailing  four  quarters 
rmance  over  the  last  several  years, 
fmantec  hasn't  been  able  to  grow 
than  16%.  It's  hard  to  believe  that  a 
pany  Symantec's  size  could  quadru- 
.'e  its  growth  rate.  We  thought  that  the 
company  was  expensive  to  begin  with, 
but  when  it  has  to  grow  at  65%,  that  just 
means  that  it's  unreasonably  expensive, 
ymantec  is  betting  that  it  can  sell  an  in- 
"ated  suite  of  security  products.  Net- 
k  Associates  tried  the  same  thing  three 
irs  ago  and  failed.  I  would  give  Syman- 
,  a  better  chance  of  success  because  of 
the  quality  of  management,  but  that's 
nil  a  risk. 
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..;  but  the  Barra  Risk  Factor  IndidanSTRSTfRlf'^ck  has  relatively  low 
■iarra's  risk  measurement  looks  not  only  at  past  price  volatility,  but  also  expected  volatility  based  on  industry  and  fundamental 
According  to  Barra,  only  11%  of  all  technology  stocks  and  7%  of  all  software  stocks  have  less  risk  than  Symantec. 
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November  2003 


These  widely  followed  companies  will  soon  report  their  latest  results. 
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KELLOGG 

On  Nov.  3  Kellogg 
is  expected  to 
report  51 

cents  a  share  in  profits 

for  its  September 

quarter.  Last  year  it 

earned  49  cents 

during  the  same 

period.  The  stock 

yields  3%. 


WAL-MART 
STORES 

The  world's 
largest 
retailer  recorded  sales 
of  $245  billion  last  year, 
a  12%  gain  over  the  pre- 
vious year.  In  its  fiscal 
year  ending  in  January, 
analysts  expect  a  5.4% 
revenue  gain. 
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NEWS  CORP.  Hits  like  American  Idol 
and  having  the  highest  ratings  growth 
among  cable  news  channels  (Fox 
News)  are  helping  to  improve  profits 
at  Australia's  News  Corp.  For  its  2004 
fiscal  first  quarter,  the  company  is 
expected  to  earn  19  cents  per  ADR 
versus  12  cents  a  year  ago. 


STARBUCKS  Many 

tities  are  saturated 

with  its  coffee 

shops,  but  the  18 

analysts  who  follow 

Starbucks  for 

Thomson  First  Call 

still  think  it  has 

room  for  grow/th. 

They  expect  net  for 

the  year  ended  Sept.  28  of  67  cents  a  share,  up  24%. 

The  2004  forecast:  84  cents. 


^  M      l-OWE'S  COS.  This  chain  of  gfSstor 

M    m     ^|^"g  be^^er  than  competitor  Home 
H  ■     ^^*-  Lowe's  fiscal  third-quarter 
nirtgs  are  expected  to  increase 
,^^     bo  53bdai|hare,  while  the 


(NYSE:  LOW) 
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ANALOG  DEVICES 

This  chip  com- 
pany's share  price 
has  doubled  over 

the  past  year  and  trades  at 

37  times  estimated  2004 

earnings  per  share. 

EST  2003  EPS:   $0.79 

EST  2004  EPS:   $1.16 


DELL  In  a  weak  technology 
market,  Dell  is  thriving  at  the 
expense  of  its  rivals.  For  its  third 
quarter,  ending  Oct.  31,  earnings 
per  share  are  slated  to  come  in  at 
26  cents  a  share  versus  21  cents  a 
share  a  year  earlier. 

mMsssEmL 

GAP  Gap  is  crawling  out  of  the  gap.  Its 

same-store  sales  were  up  13%  in  September 

versus  a  2%  decline  in  September  2002. 

ACTUAL  2002  EPS:     $0.54 

EST  2003  EPS:  $0.98 

EST  2004  EPS:  $113 

HEWLETT-PACKARD  Bellwether  tech  stock  HP 
is  expected  to  return  to  profitability  in  2003  and 
earn  $1.15  a  share.  Shares  trade  at  15  times  their 
2004  earnings  forecast. 

Kmanza 


WALT  DISNEY  Boosted  by  its 
summer  blockbuster  Finding Nefno' 
Disney's  fourth-quarter  consen- 
sus profit  estimate  of  15  cents  a 
share  is  up  from  2002  s  9  cents. 

(NYSE:  DIS) 
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Outfront 


4  Bas  La  France 

he  reaction  to  a  new  French  bestseller— 
utrage  and  self-loathing. 

Y  JOSHUA  LEVINE 

O  JUDGE  BY  THE  MOOD  IN  PARIS  THESE  DAYS,  YOU'D 
think  the  French  were  more  into  self-flagellation 
than  self-indulgence.  That's  thanks  to  a  new  best- 
seller called  La  France  Qui  Tombe  (France  Is  Falling 
Down),  whose  author  excoriates  his  compatriots  for 
illowing  a  "sclerotic"  political  class,  in  cahoots  with  unions 
Ind  bureaucrats,  to  push  La  Republique  into  headlong  decline. 
The  crisis,"  fumes  the  writer,  a  42-year-old  lawyer  and  tech- 
nocrat named  Nicolas  Baverez,  "isn't  only  economic,  it's  intel- 
!Ctual,  moral,  even  spiritual,  since  it  touches  the  deepest  part 
if  France's  values  and  historic  identity." 

Fighting  words  for  any  critic — veritable 
ireason  for  a  Frenchman.  Baverez  says  that 
/ithout  radical  shock  therapy  the  future  is 
oomed.  He  cites  the  ongoing  brain  drain: 
65,000  of  the  nation's  best  and  brightest 
iecamped  over  the  last  decade.  France's  military 
5  a  joke — 60%  of  its  helicopters,  50%  of  the  navy's 
hips  and  75%  of  its  light  troop  carriers 
lon't  work — and  its  influence  abroad  is 
nostly  impotent  posturing.  (On  Iraq,  he  ^ 

bids  President  Chirac's  ongoing  obstreper- 
kpusness  to  be  obtuse.) 

Such  pronouncements  have  ruffled  Gallic  feathers  in  the 
lafes,  on  the  talk  shows  and  in  the  Elysee  Palace.  Even  the  nor- 
nally  silent  prime  minister,  Jean-Pierre  Raffarin,  has  answered 
he  charges  with  a  snub  of  his  own,  declaring  in  Le  Monde  that 
baverez  is  "like  the  cork  in  the  champagne  bottle,  judgjng  the 
hampagne,"  while  conceding  in  another  publication  that 
ranee  does  have  "major  insufficiencies." 
Baverez  sees  a  darker  outcome.  Not  for  himself — though 


! 


he  has  gotten  some  hate  mail.  "I'm  very  worried,"  he  says, 
"that  at  this  rate  [of  decline],  there's  a  real  danger  that  France 
could  tilt  into  bloodshed.  God  knows,  we've  had  our  share  of 
tragic  revolutions  in  the  past."  Surely  his  book  won't  be  the 
cause.  Then  again,  France  takes  its  authors  seriously — as  it 
did  when  Victor  Hugo  exposed  the  cruelties  of  postrevolu- 
tionary  France  {Les  Miserables)  and  Emile  Zola  shone  the 
spotlight  on  anti-Semitism  ij' Accuse!).  F 


Gnutella  Wants  YOU 


The  U.S.  Army  could  spend  $12  million  making  and  distributing  CD  copies  of  a 
new  videogame  recruiting  tool.  Or  it  could  spend  virtually  nothing  and 
i    distribute  the  game  on  a  file-sharing  service  better  known  for  illicit  downloads 
^     of  music,  movies  and  pornography.  Tough  call?  Not  for  the  Army,  which  is 
.Liidistributing  the  game  on  a  Gnutella  file-sharing  network  known  as  Lime 

^ire.  The  Army's  Colonel  Casey  Wardynski  insists  Gnutella  is  just  fine,  while 
j  acknowledging  the  anarchy  of  file-sharing,  "It  might  be  that  our  game  is  also 

on  Kazaa."  he  shrugged.  "That  I'm  not  sure  of."  For  Gnutella  and  Lime  Wire,  isn't 

KStW***^^"*^         ^his  like  the  Post  Office  legitimizing  Santa  Claus  in  Miracle  on  34th  Streef?  Sure,  says  Greg 
Bildson,  Lime  Wire's  chief  techno^  officer:  "But  we  feel  legitimate  all  the  time."  -Aliya  Sternstein 
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A  market-capitalization-weighted  index  of  21  secu- 
rity-related software  and  services  stocks  is  up  47% 
so  far  this  year  and  65%  over  the  last  52  weeks, 
jiven  the  rising  demand  for  antiviral  and  spam-blocking 
software,  it  is  not  surprising  that  security  analysts  have 
jecome  more  optimistic  about  the  earnings  prospects  for 
companies  that  develop  such  code.  This  optimism  is 
ilready  reflected  in  the  estimated  earnings  multiples  for 
nany  of  these  stocks. 

RSA  Security,  whose  origins  trace  to  an  encryption  break- 
hrough  26  years  ago,  is  expected  to  earn  20  cents  a 
share  in  2003  and  34  cents  in  2004;  it  lost  $1.71  last  year. 
Jut  RSA's  estimated  2004  P/E  is  three  times  that  of  the 
!&P  500. 

NefScreen  Technologies,  a  vendor  of  firewall  hardware,  is 
ip  39%  year-to-date,  and  now  trades  slightly  below  the 
irst-day  close  of  its  December  2001  initial  public 
iffering.  Security  analysts  reporting  to  Thomson  First 
lall  expect  the  firm  to  record  sales  of  $242  million  for 
he  fiscal  year  that  ended  in  September;  in  fiscal  2002 
he  company  had  sales  of  just  $138  million.  For  fiscal 
004  the  sales  growth  is  likely  to  slow  to  48%  and  profits  are 
upposed  to  decline  slightly.  NetScreen  sells  for  40  times  its  2004  consensus 
stimate. 

Check  Point  Software  Technologies  develops  firewall  and  virtual  private  network  software  that 
scures  business  networks.  Profits  fell  last  year,  in  part,  because  of  the  slowdown  in  spend- 
ig  on  information  technology.  But  Shaul  Eyal,  the  communication  software  analyst  at  CIBC 
/orld  Markets,  thinks  a  turnaround  will  take  place  during  2004,  and  is  expecting  Check 
omt  to  post  earnings  of  $1.07  per  share.  Shares  of  this  Israeli  firm  trade  on  Nasdaq 
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Iheck  Point  Software  Tech     $18.00 
letScreen  Technologies 
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Number  of  incidents 
reported 


Each  new  virus  or  ether  malicious 
event  is  treated  as  one  incident,  no 
matter  how  many  computers  or 
servers  it  attacks.  In  the  first  half  of 
2003  nearly  as  many  incidents  were 
reported  as  in  all  of  2002. 

Based  on  CERT/CC  Statistics 
1988-2003  from  Carnegie  Mellon 
University. 
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rices  as  of  Oct.  10.  'American  Deposi^Recelpt.  Sources.  FT  Interactive  Data  and  Thomson  First  Call  v«  fL,c», 
esearch  Systems.  For  more  on  these  slocks,  go  to  www.forbes.com.  '"^^' 
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Go  on.  Be  a  Tiger. 
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Is  it  ei 


h  for  you  to  improve  your  aame?_^j^ 
Or  is  it  your  goal  to  ciiange  the  game  itself 


High  performers  are  recognized  not  just  for  reaching 
I     the  peak,  but  for  staying  there.  To  see  how  we  help 
high-performance  businesses  innovate,  adapt  and 
continue  to  prosper,  visit  accenture.com 

•  Consulting  •  Technology  •  Outsourcing 
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Bas  La  France 

le  reaction  to  a  new  French  bestseller— 
jtrage  and  self-loathing. 

JOSHUA  LEVINE 

O  JUDGE  BY  THE  MOOD  IN  PARIS  THESE  DAYS,  YOU'D 
think  the  French  were  more  into  self-flagellation 
than  self-indulgence.  That's  thanks  to  a  new  best- 
seller called  La  France  Qui  Tombe  (France  Is  Falling 
Down),  whose  author  excoriates  his  compatriots  for 
lowing  a  "sclerotic"  political  class,  in  cahoots  with  unions 
d  bureaucrats,  to  push  La  Republique  into  headlong  decline, 
"he  crisis,"  fumes  the  writer,  a  42-year-old  lawyer  and  tech- 
)crat  named  Nicolas  Baverez,  "isn't  only  economic,  it's  intel- 
ctual,  moral,  even  spiritual,  since  it  touches  the  deepest  part 
France's  values  and  historic  identity." 
Fighting  words  for  any  critic — veritable 
eason  for  a  Frenchman.  Baverez  says  that 
ithout  radical  shock  therapy  the  future  is 
omed.  He  cites  the  ongoing  brain  drain: 
)5,000  of  the  nation's  best  and  brightest 
scamped  over  the  last  decade.  France's  military 
a  joke — 60%  of  its  helicopters,  50%  of  the  navy's 
lips  and  75%  of  its  light  troop  carriers 
)n't  work — and  its  influence  abroad  is 
ostly  impotent  posturing.  (On  Iraq,  he  ^ 

nds  President  Chirac's  ongoing  obstreper 
sness  to  be  obtuse.) 

Such  pronouncements  have  ruffled  Gallic  feathers  in  the 
ifes,  on  the  talk  shows  and  in  the  Elysee  Palace.  Even  the  nor- 
lally  silent  prime  minister,  Jean-Pierre  Raffarin,  has  answered 
lie  charges  with  a  snub  of  his  own,  declaring  in  Le  Monde  that 
verez  is  "like  the  cork  in  the  champagne  bottle,  judging  the 
lampagne,"  while  conceding  in  another  publication  that 
ranee  does  have  "major  insufficiencies." 
Baverez  sees  a  darker  outcome.  Not  for  himself — though 


he  has  gotten  some  hate  mail.  "I'm  very  worried,"  he  says, 
"that  at  this  rate  [of  decline],  there's  a  real  danger  that  France 
could  tilt  into  bloodshed.  God  knows,  we've  had  our  share  of 
tragic  revolutions  in  the  past."  Surely  his  book  won't  be  the 
cause.  Then  again,  France  takes  its  authors  seriously — as  it 
did  when  Victor  Hugo  exposed  the  cruelties  of  postrevolu- 
tionary  France  (Les  Miserables)  and  Emile  Zola  shone  the 
spotlight  on  anti-Semitism  {]' Accuse!).  F 


Gnutella  Wants  YOU 


The  U.S.  Army  could  spend  $12  million  making  and  distributing  CD  copies  of  a 
new  videogame  recruiting  tool.  Or  it  could  spend  virtually  nothing  and 
i    distribute  the  game  on  a  file-sharing  service  better  known  for  illicit  downloads 
^     of  music,  movies  and  pornography.  Tough  call?  Not  for  the  Army,  which  is 
,    distributing  the  game  on  a  Gnutella  file-sharing  network  known  as  Lime 
^    _      '  *  r     Wire,  the  Army's  Colonel  Casey  Wardynski  insists  Gnutella  is  just  fine,  while 

_^foTces-    acknowledging  the  anarchy  of  file-sharing.  "It  might  be  that  our  game  is  also 
-gftfflW-®''^'^  on  Kazaa,"  he  shrugged.  "That  I'm  not  sure  of."  For  Gnutella  and  Lime  Wire,  isn't 

sviWVtofl***'***'^^         this  like  the  Post  Office  legitimizing  Santa  Claus  in  Miracle  ory  34th  Streef?  Sure,  says  Greg 
Bildson,  Lime  Wire's  chief  technology  officer:  "But  we  fee!  legitimate  all  the  time."  -AliyaSternstein 
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Verizon  Wireless  wants 

to  dominate  the 

phone  business  and 

doesn't  care  who  gets 

in  the  way—whether 

competitors  or  even 

its  own  parent  company. 


BY  SCOTT  WOOLLEY 


ENNIS  STRIGL,  CHIEF  EXECUTIVE  OF  VERIZON  WIRELESS,  FIRED  A 
warning  shot  at  his  competitors  in  a  June  speech.  The  head  of  the  nation's  biggest  wire- 
less company  came  out  in  favor  of  a  federal  mandate  that  lets  customers  keep  their  cell 
phone  numbers  when  they  switch  carriers,  a  rule  his  competitors  have  fought  for  fear 
it  will  spark  an  all-out  war  for  customers  in  a  business  already  shredded  by  competition. 

Strigl's  move  shattered  his  industry's  united  front  and  helped  smooth  the  way  for 
number  portability,  now  slated  to  take  effect  on  Nov  24.  Regulators  lauded  Strigl,  and 
customers  deluged  him  with  e-mails  praising  his  decision.  "We  had  a  big  fan  club,"  recalls 
Strigl,  "but  we  also  had  a  hate  club — which  was  our  own  industry  saying:  'You  traitors!'" 

Strigl  was  just  getting  warmed  up.  In  September  he  announced  another  bold  stroke. 
Verizon  Wireless  will  also  allow  subscribers  to  transfer  phone  numbers  to  and  from  land- 
lines  owned  by  its  parent,  Verizon  Communications,  the  nation's  largest  local  phone 

78      FORBES-   November  10,  2003 


Shooting  frbm  the  hip:  Verizon 

Wireless  Chief  Denny  Strigl 

takes  aim  at  his  smaller  rivals. 
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Verizon 


company.  (Verizon  Communications 
owns  a  55%  stake;  Vodafone,  a  U.K.  wire- 
less company  and  the  largest  in  the  indus- 
try, owns  45%.) 

That  Verizon  pere  went  along  with  the 
move  was  a  startling  admission  of  Strigl's 
clout.  Letting  landline  customers  cut  their 
cord  and  go  mobile-only  promises  to  be  a 
bad  deal  for  the  combined  entity.  A  wire- 
less customer  typically  generates  under 
half  the  profit  of  a  landline  customer,  but 
Verizon  thought  it  better  to  give  its  growth 
engine  the  freedom  to  run  hot.  This  is  a 
trend  it  can't  fight:  150  million  Americans 
use  cell  phones,  up  10%  in  a  year.  The 
major  local  phone  companies  now  run 
154  million  landlines,  down  4%. 

Bi^er  and  Better 

SIZE  HELPS  in  the  cell  phone  business. 
Verizon  Wireless  leads  the  industry  in 
most  important  financial  measures... 


$7.6 


Portability  will  throw  millions  of 
callers  up  for  grabs.  Nine  million  users 
are  so  fed  up  with  their  carriers  that  they 
want  to  switch  the  very  first  day  of  the 
new  rules,  according  to  a  survey  by  tele- 
com consultancy  TMNG.  Another  3Q  mil- 
lion are  prepared  to  follow  as  soon  as 
another  carrier  gives  them  a  better  deal. 
The  industry  is  spending  $1.5  billion  a 
year  on  advertising  to  promote  this 
churn,  according  to  the  Yankee  Group.  In 
this  battle  Verizon  Wireless  has  the  upper 
hand.  It  can  land  a  new  customer  at  a  cost 
of  $250,  versus  a  $390  peer  average.  Its 
$4.7  billion  capital  budget  (against  a  $2.5 
billion  average  for  its  rivals)  has  let  it 
build  the  most  extensive  network  in  the 


tomers  who  will  sign  with  Verizon  ^ 
less  this  year  are  defectors  fi-om  rivals 

What's  going  to  come  of  the  por 
ity  free-for-all?  More  consolidation, 
likelihood.  Most  countries  have  thr 
four  carriers.  The  U.S.  has  six:  Ver 
Cingular,  AT&T  Wireless,  Sprint 
T-Mobile  and  Nextel.  Per-minute  p 
in  the  U.S.  are  among  the  world's  lo 
despite  usage  being  among  the  hig 
The  cutthroat  pricing  begets  low  pr 
Verizon  Wireless  is  a  standout  for  eai 
10%  after  tax  on  invested  capital,  ac( 
ing  to  Raul  Katz  of  Booz  Allen  Ham} 
Its  peers  scrape  by  with  single  digits. 

Denny  Strigl's  likeliest  acquisitioi 
get  is  Sprint  PCS,  which  shares  a  tec 


Customer  defections  (per  year) 
22% 


29% 


Cash  flow  (billions)^ 

Verizon 

Cingular 

$4.9 

AT&T  Wireless 

$4.7 

Cost  to  lure  new  custt 

jmer 

Verizon 

$250 

T-Mobile 

||$279 

Sprint  PCS                               1 

Customers  (millions 

) 

Verizon 

37 

Cingular 

23 

AT&T  Wireless 

23 

Growth  (millions  of 

net  new  oust 

omers) 

Verizon 

4.2 

T-Mobile 

2.6 

...BUT  GROWTH  COMES  AT  A  STEEP  PRICE- 

it  erodes  Verizon  Communications'  older, 
more  profitable  local  phone  operations. 

70([iiil) 

Total  access  lines 


50 


iO_ 


Wireless  subscribers 


10 


$378 


1.9 


'Earnings  before  interest,  faxes  and  depreciation  (est.  '03).  Sources:  Morgan  Stanley:  companies. 
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"We  have  never  slowed  down  the 
growth  of  wireless,  even  though  to  some 
extent  it  cannibalizes  the  other  business," 
says  Ivan  Seidenberg,  Verizon  Communi- 
cations' chief  executive.  "If  you're  going  to 
disconnect  a  second  line  and  go  to  Sprint, 
then  the  incremental  operating  income  I 
get  is  zero." 

Verizon  Wireless  has  become  perhaps 
the  most  potent  and  threatening  force  in 
all  of  telecom.  Already  the  company  has  37 
million  customers,  up  4  million  in  a  year.  Its 
nearest  cellular  rival,  Cingular,  with  23  mil- 
lion subscribers,  gained  1.5  million.  Among 
U.S.  phone  companies  only  SBC,  AT&T  and 
Verizon  have  more  customers,  but  all  are 
shrinking,  forced  to  fight  rearguard  actions 
to  mitigate  the  growth  of  cellular. 
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country.  The  company  now  covers  several 
remote  national  forests  and  the  Amtrak 
train  tunnels  under  Manhattan. 

Precise  reads  on  quality  are  hard  to 
come  by,  but  one  good  proxy  is  the  num- 
ber of  customers  who  leave.  This  year 
22%  of  Verizon's  customers  will  decamp. 
In  the  cellular  industry,  that's  a  win.  Veri- 
zon's chief  rivals  lose  30%-plus  a  year; 
only  Nextel  does  as  well  as  Verizon. 

Quality  will  be  of  ever  greater  impor- 
tance as  the  cellular  market  matures, 
argues  John  Stratton,  Verizon  Wireless' 
chief  marketing  officer.  First-time  cellular 
customers  tend  to  shop  for  a  cheap  plan. 
After  that  they  start  talking  to  their  ft-iends 
about  blocked  calls  and  abrupt  discon- 
nects. Two-thirds  of  the  12  million  cus- 


cally  compatible  network.  AT&T  Wir 
and  Cingular  would  have  to  merg 
match  Verizon's  size.  "Sooner,  rather 
later,  those  that  are  not  as  profitab 
their  investors  would  like  them  to  be 
be  seeking  merger  partners,"  says  Str 
Strigl,  a  57-year-old  Bell  industry 
who  ran  Ameritech's  cellular  bust 
way  back  in  1984,  is  exceedingly  mc 
in  person.  But  he's  a  strategic  thre; 
everyone  else  in  the  phone  business, 
denberg  compares  him  with  ex-All 
Signal  chief  Lawrence  Bossidy.  "De 
gets  up  every  day  and  looks  to  fix  so 
thing  that's  not  right,"  says  Seidenl 
"He  can't  stand  it  if  you  want  to  stop  i 
smell  the  roses.  He  thinks  it's  an  absc  E 
waste  of  time." 


^1 


Introducing  the  new  Sonicare  Elite,  by  Philips. 

For  whiter  teeth  and  healthier  gums  in  28  days,  guaranteed. 

Start  believing  that  traditional  toothbrushing  is  over.  Experience  next-generation 
sonic  technology  and  bristle  tips  that  move  three  times  faster  than  all  other  leading 
power  toothbrushes.  Sonicare  Elite's  powerful  cleaning  action  reaches  deep  between 
teeth  and  below  the  gumline. 

Start  receiving  clinically  proven  benefits.  Sonicare 
provides  superior  plaque  removal,  reduces  coffee,  tea 
and  tobacco  stains,  and  reverses  gingivitis.  Experience 
the  Sonicare  difference.  Ask  your  dental  professional 
about  the  new  Sonicare  Elite. 
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powerful  cleaning  action 


Stop  Brushing  (§  Start  Sonicare 


nicare.com 


PHILIPS  ^ 

sonicare 

the  sonic  toothbrush 
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How  Kellogg  regained  its  title  as  Champion  of 
Breakfast  by  getting  consumers  to  pay  more  for  less. 


BY  JOANN  MULLER 

NOT  LONG  AGO  IT  LOOKED  AS 
if  Kellogg,  a  name  synony- 
mous with  ready-to-eat  cereal, 
might  be  tempted  to  skip 
breakfast  altogether.  In  Octo- 
ber 2000,  with  its  profits  and  market 
share  falling,  Kellogg  struck  an  unchar- 
acteristic deal  to  buy  Keebler,  the  maker 
of  Cheez-Its  and  other  crackers  and 
cookies,  for  $4.6  billion.  Breakfast  cere- 
als, predicted  Chief  Executive  Carlos 
Gutierrez,  would  account  for  just  40% 
of  Kellogg's  sales  in  the  future,  down 
from  75%  before  the  deal. 

Since  then  Kellogg  has  indeed  been 
transformed,  but  not  in  the  way  even 
Gutierrez  expected.  Cookie  sales  have 
been  crumbling — down  5%  this  year 
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after  falling  2%  in  2002— but  cereal  has 
taken  off.  Shedding  its  decades-long 
obsession  with  volume,  Kellogg  decided 
to  put  its  marketing  muscle  behind  the 
brands  that  bring  in  the  most  money.  It 
got  consumers  to  pay  more  for  higher- 
profit  cereals  by  adding  a  feature  or  two, 
much  as  razormakers  did  by  adding  a 
third  blade,  or  toilet  paper  companies  by 
adding  a  scent. 

Instead  of  pushing  heavily  discounted 
boxes  of  Raisin  Bran,  for  instance,  Kellogg 
introduced  Special  K  Red  Berries  cereal 
containing  freeze-dried  berries.  The  retaU 
price  averages  $4.36  per  pound  for  Spe- 
cial K  Red  Berries,  nearly  double  the  price 
of  Kellogg's  Raisin  Bran.  Kellogg  has  also 
licensed  the  Walt  Disney  name  to  hook 


kids  with  cereals  like  Mickey's  Magix  a 
Mud  &  Bugs,  getting  parents  to  pay 
average  $3.77  per  pound.  The  avera 
Kellogg  cereal  sells  for  $3. 11. 

Kellogg's  focus  on  expensive  fri 
inched  its  gross  margin  up  to  45%  li 
year  from  44.2%  in  2001.  That  small  ga 
along  with  cost  savings  from  the  merg 
translated  into  a  handsome  52%  gain 


sol 
lies. 


(«ip> 


sle. 


income,  to  $721  million  last  year  on 
•s  of  $8.3  bOlion.  The  momentum  con- 
ies. In  the  first  half  Kellogg's  net  rose 
'A)  to  $368  million.  "More  than  any- 
ng  else,  they've  put  fun  back  in  the 
eal  aisle,"  says  Prudential  Equity 
)up  analyst  John  McMillin. 

Kellogg  has  been  the  cereal  indus- 
's  leader  almost  since  the  day  W.K. 


Kellogg  and  his  physician  brother  began 
selling  corn  flakes  to  former  sanatorium 
patients  in  1906.  But  in  recent  years 
cheaper  store  brands  and  hectic 
lifestyles  that  favored  breakfast  on  the 
go  sliced  into  sales.  In  1999  General 
Mills,  maker  of  Cheerios,  inched  ahead. 
It  had  32.5%  of  the  $7  billion  U.S.  cereal 
market  to  Kellogg's  31.2%,  according  to 


Information  Resources  Inc.,  a  Chicago 
market  research  firm. 

Yet  executives  at  the  Battle  Creek, 
Mich. -based  company  clung  stubbornly 
to  the  notion  that  Kellogg  was  still  num- 
ber one — in  cereal  volume.  By  this  mea- 
sure Kellogg  was  indeed  the  champion, 
but  it  was  a  hollow  claim,  because  it  was 
not  necessarily  related  to  profitability. 
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\/\/  ^^^  makes  a  hotel  brand 
T  T  great?  Great  service,  great  facili- 
ties and,  of  course,  a  caring,  friendly  and 
capable  staff  willing  to  exceed  guests' 
expectations. 

But  a  hotel  brand  can't  truly  be  great 
unless  it  offers  great  hotels  in  great 
places.  And  that  is  one  of  the  core 
strengths  of  Radisson  Hotels  &  Resorts, 
a  global  company  with  more  than  440 
upscale  hotels  around  the  world. 

In  Minneapolis,  for  example,  the 
Radisson  Plaza  has  just  emerged  from 
a  multi-phased,  year-long,  $1 1 .5  million 
refurbishment.  All  of  the  hotel's  360  spa- 
cious rooms  and  suites  feature  sleek, 
contemporan/ furnishings,  a  seven-layer, 
hypoallergenic  down  feather  bed  and  an 
executive-style  work  desk  with  power 
outlets  for  computer  hookup,  customiz- 
ed roll-out  tray  for  in-room  dining  and 
ergonomic  chair.  They  also  have  high- 
speed Internet  access.  The  top  three 
floors  of  the  hotel  feature  the  Plaza  Club, 
with  upscale  accommodations  and  such 
amenities  as  concierge  service,  compli- 
mentary continental  breakfast,  news- 
paper, beverages  and  hors  d'oeuvres. 

The  new  Radisson  Hotel  Miami  on 
Biscayne  Boulevard,  adjacent  to  the 
$300  million  Performing  Arts  Center 
under  construction,  has  just  completed 
a  $12  million  performing  arts-related 
renovation  of  its  528  guest  rooms  and 
suites,  public  areas,  meeting  space  and 
restaurant.  The  hotel  boasts  the  area's 
largest  ballroom  and  offers  43,000 
square  feet  of  meeting  space,  the  largest 
in  the  city. 

Radisson  hotels  can  also  be  found  in 
important  business  communities  out- 
side traditional  downtown  areas.  The 


properties  around  the  world, 

the  Radisson  Hotels  & 
Resorts  brand  featvires  great 
big- city  hotels,  lavish  resorts 
and  an  impressuj^ii^  of  ^^ 
international  fiacilitii= 


204-room  Radisson  Hotel  Toronto- 
Markham,  for  example,  is  in  the  heart 
of  Markham's  high-tech  community, 
conveniently  located  near  two  major 
highways,  restaurant  and  shopping 
complexes  and  all  the  major  business 
parks  in  the  Toronto  area.  In  fact,  the 
hotel  arranges  complimentary  morning 
shuttle  services  to  businesses  within  a 
half-kilometer  radius  as  well  as  evening 
pickup  upon  request. 

Another  facet  of  Radisson's  global 
presence  is  the  gracious  new  Radisson 
Plaza  Hotel  Myrtle  Beach  Convention 
Center  Adjacent  to  the  convention  center 
at  the  heart  of  Myrtle  Beach's  famed 
Grand  Strand  entertainment  district,  the 
hotel  brings  luxurious  appointments  and 
thoughtful  business-travel  amenities  to  a 
destination  known  primarily  for  leisure 
travel.  The  hotel  features  402  luxurious 
bedrooms,  including  a  Presidential  Suite 
and  many  two-room  suites.  The  top  two 
floors  of  the  hotel  offer  Plaza  Club  accom- 
modations with  a  pnvate  club  that  hosts 
a  complimentary  continental  breakfast 
buffet  and  personalized  check-in. 

Exquisite  resort  locations  are  also  part 
of  the  global  Radisson  portfolio.  The 
Radisson  Hill  Country  Resort  &  Spa 
near  San  Antonio  is  located  within  a 


luxun/  resort  community  and  is  desi 
to  feel  more  like  a  home  away 
home.  The  sybaritic,  on-site  ASiRA' 
&  Health  Club  encompasses  6 
square  feet  of  treatment  rooms,  fit 
area,  salon  and  boutique.  And  the 
pany-owned  and  -operated  Radi: 
Aruba  Resort  &  Casino  showcase 
brand's  many  fine  beachfront  res 
The  14-acre  facility  has  358  eleg 
appointed  rooms  and  suites,  a  16, 
square-foot  casino,  four  restaurant; 
lounges,  a  fitness  center  with  a  ful 
of  spa  services,  two  pools  and  lig 
tennis  courts. 

The  growing  international  stre 
of  the  Radisson  brand  has  been 
tressed  by  the  purchase  of  Lone 
prestigious,  five-star  May  Fair  hot' 
Radisson  Edwardian  Hotels,  which 
offers  2,300  guest  rooms  and  1 1  | 
erties  in  the  British  capital.  The  298-i 
Radisson  Edwardian  May  Fair  Hotel 
the  award-winning  Radisson  Edwai 
Heathrow  Hotel  at  London's  premie 
port  and  the  Radisson  Edwar 
Sussex  near  Marble  Arch.  The  Su 
opened  to  raves  earlier  this  yea 
its  hip,  stylish  approach  to  mo( 
urban  lodging. 

Radisson  continues  to  expan( 
global  reach,  and  looks  foPvward  to  ui 
ing  in  March  2004  the  Radisson 
Hotel  Berlin  at  the  river  Spree  ir 
DomAquaree.  The  exciting  427-r 
property  will  offer  a  24-meter  high  a 
ium  holding  a  million  liters  of  sea  v 
and  2,500  different  fish. 


For  more  information  and  reserve 
visit  online  at  www.radisson.com 
800-333-3333  or  your  travel  profess^ 


BUSY 


RELAXED 


V, 


ie  to  work.  Come  to  play.  At  Radisson,  you  decide  what  works  for  you.  Ant^  leave  the  rest  to  us.  Next 
stay  your  own  way.  Book  online  at  vww.radiRon.com  or  miikeyour  reservation  by  calling  1-800,-333-3333. 


STAT  FREE  F  A  S  T  E II .  Now  through  1/1 5/04,  you  can  earn  thousands  of  bonus  Cold  Points* 
per  night.  Register  at  www.stavrewarded.radlsson.com.  Terms  and  conditions  apply 


HOTELS  &  RESORTS 


STAV  YOUR  OWN   WAf 


©Radisson  2003 


Kellogg 


"We  were  deluding  ourselves,"  admits 
Kellogg  President  David  Mackay. 

The  delusion  drove  the  company's 
decision  making.  Product  developers  and 
marketers  were  encouraged  to  come  up 
with  heavier  cereals — bigger  boxes, 
smaller  flakes  or  more  raisins,  for 
instance — any  tricks  that  would  make 
Kellogg  cereals  denser  and  keep  the 
brand's  total  weight  up.  Discount  promo- 
tions like  "buy  one,  get  one  free"  on  giant, 
25.5-ounce  boxes  of  Raisin  Bran  boosted 
cereal  volume,  but  killed  Kellogg's  gross 
margins  and  did  littie  to  stimulate  brand 
loyalty.  Then,  to  meet  unrealistic  quar- 
terly profit  targets,  Kellogg  was  forced  to 
slash  spending  for  advertising  and  new 
product  development,  which  only  starved 
its  brands  further. 

Kellogg  might  have  continued  on  that 
downward  spiral  if  not  for  the  Keebler 
deal.  To  pay  for  the  acquisition,  Kellogg 
added  $4.6  billion  to  its  debt  load,  bring- 
ing the  total  to  $6.8  billion.  The  steep 
leverage  had  the  benefit,  if  you  can  call  it 
that,  of  inflating  the  company's  return  on 
equity,  which  came  to  79%  last  year.  More 
usefully,  it  focused  the  managers'  minds. 
To  carry  the  load,  Kellogg  couldn't  keep 
sacrificing  cereal  profits.  "We  had  to 
break  the  mold,"  says  Gutierrez,  who 
became  chief  in  1999. 

Mackay,  who  had  just  returned  to  the 
U.S.  from  Kellogg's  operations  in  Aus- 
tralia and  the  U.  K., 
forced  the  issue.  He 
and  Gutierrez  met 
in  December  2000 
to  map  a  strategy. 
"The  first  thing  we 
need  to  do  is  admit 
we're  number  two," 
he  told  Gutierrez. 
"We're  trying  to  sell 
big  boxes  that 
weigh  a  lot  instead 


Delivering  the  Goods 


Itvyasn't  Keebler's  elves  that  Kellogg 
craved  when  it  decided  to  buy  the  cook 
company  in  2000.  It  was  the  rack  jobbej 
Kellogg  was  frustrated  that  sales  of 
Nutri-Grain  bars  and  Rice  Krispies  Trea 
weren't  living  up  to  their  potential.  The 
problem,  Kellogg  determined,  was  that 
store  managers  weren't  giving  these  items 
prominent  enough  display.  To  fix  that,  Kel- 
logg decided  it  needed  to  bypass  the  su- 
permarkets' giant  warehouses  and  deliver 
the  snacks  directly  to  store  shelves. 
But  store  distribution  is  expensive, 
especially  when  building  a  delivery  system  from  scratch.  That's  what  made 
Keebler  so  attractive.  It  already  had  1,600  truck  drivers  delivering  cookies  and 
crackers.  Their  job  includes  setting  up  splashy  displays  and  making  sure  the 
products  on  the  shelves  are  fresh.  M 

By  adding  Kellogg  brands  to  Keebler's  cookie  trucks,  Kellogg  was  able 
to  improve  its  in-store  merchandising  and  launch  new  products  like  Special 
K  bars  economically,  with  less  advertising.  —J-l^ 


Healthy? 


Products  marketed  as  nutritious  can 
contain  more  sugar  than  snacks.  The 
percent  of  calories  from  sugar  for  some 
Kellogg  products: 


Special  K  Red  Berries 


Raisin  Bran 


Nutri-Grain  bar 


Special  K  bar 


E.L.Fudge  double-stuffed  cookies  31% 


of  selling  little  boxes  that  we  can  sell  for 
more  money." 

It  was  a  painful  admission,  concedes 
Gutierrez,  but  both  men  agree  it  became 
a  rallying  cry  for  Kellogg  employees. 
"Emotion  was  ruling  us,"  says  Mackay, 
"not  pragmatic,  commonsense  business 
logic.  As  soon  as  we  got  over  the  emotion, 
and  started  looking  at  the  facts,  we  started 


doing  the  right  things."  Other  Kellogg 
bosses  had  tried  before  to  break  the  dis- 
counting habit,  but  Gutierrez  was  the  first 
with  the  will  to  stick  with  it. 

He  cut  back  investments  in  interna- 
tional markets  like  the  U.K.,  Australia  and 
Canada,  and  poured  money  instead  into 
the  U.S.  cereal  market. 

"Getting  people  to  eat  more  cereal  is 
difficuh,"  says  Chief  Financial  Officer 
John  Bryant.  "But 
adding  value  to  the 
cereals  people  are 
already  buying  and 
getting  them  to  pay 
more  for  it  was  an 
easier  case." 

One  sure-fire 
hit:  toys  and  com- 
puter CDs  inside 
boxes  of  kids'  cereal, 
like    Froot    Loops 


36% 


40% 


37% 


40% 


and  Rice  Krispies.  By  reintroducing  a 
trend  that  had  all  but  disappeared  in  the 
1990s,  Kellogg  was  able  to  cut  back  on 
costly  discounts.  The  toys  are  cheap  to 
produce  in  China — about  50  cents  for  a 
plastic  top  or  miniature  beanbag  animal, 
says  Kellogg. 

This  fall  Kellogg  is  rolling  out  more 
premium-style  products  like  Special  K 


Vanilla  Almond.  It  will  stuff  Cat  in  t 
Hat  toys  in  selected  kids'  cereals  to  tie 
with  the  Universal  Studios  movie.  Ki 
logg  is  now  a  percentage  point  ahead 
General  Mills  in  dollar  market  shai 
"Clearly,  Kellogg  has  the  momentum 
says  Goldman  Sachs  analyst  Romit 
Mally.  "But  you  never  want  to  underes' 
mate  General  Mills."  Indeed,  Genei 
Mills  has  recently  fired  back  at  Kello 
with  Berry  Burst  Cheerios,  which  is  se 
ing  well  at  an  even  higher  price,  $4.' 
per  pound. 

Now  Gutierrez  is  turning  his  atte: 
tion  to  snacks  and  to  overseas  marke 
Sales  of  Keebler's  E.L.Fudge  cooki 
climbed  23%  this  year  after  Kelloj 
added  Butterfinger  and  S'mores  crea 
filling.  Kellogg  is  also  defdy  appealing 
sugar  addicts  who  kid  themselves  abo 
nutrition.   New  Maple   Brown   Sug 
Frosted  Mini  Wheats  cereal,  which  Ke 
logg  rolled  out  this  year,  seems  less  sinf 
than  the  classic  Frosted  Flakes  coated 
white  sugar.  The  calories  in  a  gooi 
cookie   don't   count   if  it's   called 
Nutri-Grain  cereal  bar. 

Shareholders  are  being  belated 
rewarded.  If  the  momentum  keeps  u 
the  stock  will  get  back  to  $40,  where 
was  in  1999. 
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"Our  supply  chain 


was  built  for  the 
ompany  we  were  5  years  ago.  Build  me  one  for  the  company 

see  5  years  from  now. 


t! 


If  you're  leading  your  company  in  a  new  direction, 
we  suggest  a  first  stop  at  Brown;  Our  supply 
chain  people  have  years  of  experience  designing, 
implementing  and  managing  synchronized  transpor- 
tation and  distribution  networks.  Combine  that  with 
our  expertise  in  customs  and  cross-border  services 
and,  perhaps,  it's  time  to  sit  down  and  talk.  Not  five 
years  from  now,  but  today.  To  learn  more  about 
UPS  Supply  Chain  Solutions"  visit  UPS-SCS.com. 
YOUR  SUPPLY  CHAIN.  SYNCHRONIZED 


WHAT  CAN  BROWN  DO  FOR  YOU?" 


)  2003  United  Parcel  Service  af  Amefica,  Inc 


Music  on  demand.  More  and  more  people  have  moved  from  buying 
CDs  to  downloading  the  songs  they  want  to  hear,  when  they  want  them. 
On  demand  is  changing  the  way  consumers  —  and  entire  industries  —  act. 
1 993    One  guy  in  Omaha  downloads  "Swanee  River." 
1 999    Digitized  music  +  Internet  =  Napster.  Industry  roiled. 
2003   Millions  download  music,  paying  99  cents  a  song. 


/.•> 


The  iPod™:  New  techn 
and  new  business  modi  |(jg 


de  to  the  on  demand  world:  The  big  picture 


s,  I'm  sure  on  demand  is 
ry,  very,  very,  very  important 


^hat  is  it  again? 


in  on  demand  world.  When  did  it  liappen?  Who  pushed  the  "on"  button 
1  demand?  Did  we  just  wake  up  one  moming  to  an  on  demand  world? 


een  conning  for  some  time.  Business  and  technology  continue  to  merge.  E-business 
s  driving  ever  higher  levels  of  customer  expectations  and  cutting-edge  delivery  on  those 
ctations.  Pressure  to  deliver  instantly  is  reaching  a  critical  mass  in  most  industries,  a 
ig  point,  where  on  demand  becomes  the  norm. 

]t  is  on  demand?  To  a  consumer,  it  means  you  can  buy  a  song  online  in  the  middle  of  the 

Rent  a  video  right  on  your  TV  set.  Get  what  you  want,  when  you  want  it.  For  companies, 
>ans  your  processes  are  integrated  —  not  just  internally,  but  with  partners,  vendors, 
Miers,  and  of  course,  customers.  So  when  opportunity  knocks,  you  can  answer. 

more  often  people  get  things  on  demand  (whether  it's  music  and  videos  or  cars  and 
ament  plans),  the  more  they  expect  that  capability  from  you.  Or  your  competitor.  It's 
big  connected  world,  driven  by  demand.  Are  you  ready  for  it? 


an  you  see  it?  it's  an  on  demand  world.  A  world  where  the 
2  between  business  and  technology  is  fast  disappearing.  IBM 
jniquely  positioned  to  help  you  get  there,  with  everything  from 
|h-level  business  model  analysis  to  deep  industry  knowledge 
implementation  capabilities.  So  you  can  act  —  and  react  -  fast. 
1  demand  business.  Get  there  with  (@  business  on  demand™ 


Alcoa 


Smeltin 


Alcoa  engineers  have  spent  two  decades  and  untold  millions  chasing  a 
cheaper  way  to  make  aluminum.  Will  it  all  be  just  a  dream?  |  by  brett  nelson 


^    ''  •  'JP  'vi 


AMID  THE  WOODED  2,200-ACRE 
campus  of  the  Alcoa  Techni- 
cal Center,  a  short  drive  north 
of  Pittsburgh,  squats  the  mys- 
teriously titled  Building  G. 
Even  card-carrying  employees  of  the 
world's  largest  aluminum  producer  need 
special  clearance  to  enter  this  drab,  win- 
dowless  brick  building  where,  two 
decades  ago,  the  radar-absorbing  skin  of 
the  Stealth  Bomber  was  conceived.  Yet 
making  a  plane  vanish  is  peanuts  com- 
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, '  Cooked  anottesat  fflw<5  Roek<lale,  Tex.  smelter 


pared  to  what  Alcoa's  top  scientists  have 
been  after  ever  since. 

The  lab  coats  in  Building  G  want  to 
fundamentally  alter  the  chemical  reac- 
tions within  Alcoa's  aluminum  smelters. 
Ever  since  Charles  Hall  made  a  few  globs 
of  aluminum  in  his  Oberlin,  Ohio  wood- 
shed in  1886,  the  industry  has  relied  on  a 
smelting  process  that  uses  electricity  to 
separate  aluminum  from  alumina,  a 
metal  powder  teased  out  of  ore  found  in 
the  Earth's  crust.  The  threefold  knock 


against  Hall's  technique  has  long  been 
steep  electricity  bill,  capital  costs  and  to) 
greenhouse  exhaust. 

Alcoa's  experimental  process — calli 
inert-anode  smelting — aims  to  shave 
dime  off  the  35  cents  it  costs  to  smelt 
pound  of  aluminum  and  to  cut  pollutio 
mainly  carbon  dioxide,  by  30%.  "If  we  g 
it  right,  it  gives  us  a  significant  jump  ( 
everyone,"  says  G.  John  Pizzey,  head 
Alcoa's  metal  products  group. 

Yet  three  years  after  glowing  repoi 
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ELBOW BRAC 


WEIGHT  GLOVeS 


KNEE  BRACE 


EIGHT  BELT 


WATER  BOTTLE 
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WHAT  ARE  YOU  DOING  TO  HELP  PROTECT  YOUR  HEART? 


ou  do  all  kinds  of  things  to  help  safeguard 
self.  And  yet,  if  you've  had  a  heart  attack  or 
ce,  it's  important  to  ask  your  doctor  if  you're 
g  enough  to  help  protect  your  heart.  The  Heart 
ction  Study  by  Oxford  University,  funded  in 
by  Merck,  researched  ZOCOR. 
OCOR  is  the  first  and  only  cholesterol  medica- 
jroven  to  significantly  reduce  the  risk  of  heart 
k  and  stroke  in  people  with  heart  disease, 
jrdless  of  cholesterol  level. 
iefore  the  Heart  Protection  Study  was  complete, 
OR  was  a  time-tested,  cholesterol-lowering 
ication,  with  over  160  million  prescriptions 
j  in  the  past  11  years. 

ksk  your  doctor  how  ZOCOR,  ^long  with  a  healthy  diet, 
lelp  protect  you.  Get  information  about  the  Heart  Protection 
yand  ZOCORat  zocor.com  or  tall  1-800-MERCK-75. 


INFORMATION 
ABOUT  THE 


STUDY 
AND ZOCOR 


ZOCOR' 

(SIMV- 


Important  considerations:  ZOCOR  is  a  prescription 
medicine  and  isn't  right  for  everyone,  including 
women  who  are  nursing  or  pregnant  or  who  may 
become  pregnant,  anyone  with  liver  problems,  and 
people  who  are  allergic  to  any  ingredients  of  ZOCOR. 
Unexplained  muscle  pain  or  weakness  could  be  a 
sign  of  a  rare  but  serious  side  effect  and  should  be 
reported  to  your  doctor  right  away.  Your  doctor  may 
do  blood  tests  before  and  during  treatment  with 
ZOCOR  to  check  for  liver  problems.  To  avoid  serious 
side  effects,  discuss  with  your  doctor  medicine  or 
food  you  should  avoid  while  on  ZOCOR. 


VIERCK 

Merck  &  Co..  Inc.  All  rights  reserved. 
54lTn643Cl-Z0C-C0N 


s^   t^    oiMstance 
piogram 

To  find  out  if  you  qualtfy,  call  i-SOO-MFPCK- 


YOUR  RESULTS  MAY  VARY. 

ASK  YOUR  DOCTOR  IF  ZOCOR  IS  RIGHT  FOR  YOU. 

PLEASE  READ  THE  MORE  DETAILED  INFORMATION  ABOUT  ZOCOR 

IMMEDIATELY  FOLLOWING  THIS  AD. 


OCOR.  It's  your  future.  Be  there. 


ZOCOR 

(SIMVASTATIN) 


PLEASE  READ  THIS  SUMMARY  CAREFULLY,  THEN  ASK  YOUR  DOCTOR  ABOUT  ZOCOR 
NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO  PRESCRIbTa 
DRUG.  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CAREFUL  DISCUSSIONS 
WITH  YOUR  DOCTOR.  ONLY  YOUR  DOCTOR  HAS  THE  TRAINING  TO  WEIGH  THE  RISKS 
AND  BENEFITS  OF  A  PRESCRIPTION  DRUG  FOR  YOU. 


USES  OF  ZOCOR 

ZOCOR  is  a  prescriplion  drug  that  is  indicated  as  an  addition  to  diet  for  many  patients  witti  tiigti  cliolesterol 
For  patients  at  high  fisl<  of  coronary  heart  disease  (CHD)  because  of  existing  heart  disease,  diabetes,  vascular 
disease,  or  history  of  strol<e,  ZOCOR  is  indicated  along  with  diet  to  reduce  the  risl<  of  death  by  reducing  coro- 
nary death:  reduce  the  risl(  of  heart  attacl<  and  strol<e:  and  reduce  the  need  for  revascularization  procedures, 

WHEN  ZOCOR  SHOULD  NOT  BE  USED 

Some  people  should  not  lake  ZOCOR,  Discuss  this  vtfith  your  doctor. 

ZOCOR  should  not  be  used  by  patients  who  are  allergic  to  any  of  its  ingredients.  In  addition  to  the  active  ingre- 
dient simvastatin,  each  tablet  contains  the  following  inactive  ingredients:  cellulose,  lactose  magnesium 
stearate,  iron  oxides,  talc,  titanium  dioxide,  and  starch,  Butylaled  hydroxyanisole  is  added  as  a  preservative. 
Patients  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or  repeated 
blood  test  results  indicating  possible  liver  problems,  (See  WARNINGS,) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  take  ZOCOR  because  it  may 
harm  the  fetus.  Women  of  childbearing  age  should  not  take  ZOCOR  unless  it  is  highly  unlikely 
that  they  will  become  pregnant.  If  a  woman  does  become  pregnant  while  on  ZOCOR,  she  should  stop 
taking  the  drug  and  talk  to  her  doctor  at  once. 

Women  who  are  breast-leeding  should  not  take  ZOCOR. 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  if  you  experience  any  unexplained  muscle  pain,  tender- 
ness, or  weakness  at  any  time  during  treatment  with  ZOCOR  so  your  doctor  can  decide  if 
ZOCOR  should  be  stopped.  Some  patients  may  have  muscle  pain  or  weakness  while  taking 
ZOCOR.  Rarely,  this  can  include  muscle  breakdown  resulting  in  kidney  damage.  The  risk  of 
muscle  breakdown  is  greater  in  patients  taking  certain  other  drugs  along  with  ZOCOR: 

•  Cyclosporine,  itraconazole,  ketoconazole,  erythromycin,  clarithromycin,  HIV  protease 
inhibitors,  the  antidepressant  nefazodone,  or  large  quantities  of  grapefruit  juice  (>1  quart 
daily),  particularly  with  higher  doses  of  ZOCOR. 

•  Gemfibrozil,  other  fibrates,  or  lipid-lowering  doses  (>1  g/day)  of  niacin,  particularly  with 
higher  doses  of  ZOCOR. 

•  Amiodarone  or  verapamil  with  higher  doses  of  ZOCOR. 

The  risk  of  muscle  breakdown  is  greater  at  higher  doses  of  simvastatin. 
Because  the  risk  of  muscle  side  effects  is  greater  when  ZOCOR  is  used  with  the  products 
listed  above,  the  combined  use  of  these  products  should  be  avoided  unless  your  doctor  deter- 
mines the  benefits  are  likely  to  outweigh  the  increased  risks. 

If  your  doctor  determines  that  the  benefits  of  combined  use  of  ZOCOR  with  gemfibrozil,  other 
fibrates,  or  niacin  likely  outweigh  the  increased  risk  of  muscle  problems,  the  dose  of  ZOCOR 
should  not  exceed  10  mg  daily.  No  more  than  10  mg/day  of  ZOCOR  should  be  taken  with 
cyclosporine. 

The  combined  use  of  verapamil  or  amiodarone  with  doses  above  ZOCOR  20  mg  should  be 
avoided  unless  your  doctor  determines  the  benefits  outweigh  the  increased  risk  of  muscle 
breakdown. 

Your  doctor  should  also  carefully  monitor  lor  any  muscle  pain,  tenderness,  or  weakness 
particularly  during  the  initial  months  of  therapy  and  if  the  dose  of  either  drug  is  increased! 
Your  doctor  also  may  monitor  the  level  of  certain  muscle  enzymes  in  your  body,  but  there  is 
no  assurance  that  such  monitoring  will  prevent  the  occurrence  of  severe  muscle  disease. 
The  risk  of  muscle  breakdown  is  greater  In  patients  with  kidney  problems  or  diabetes. 
If  you  have  conditions  that  can  increase  your  risk  of  muscle  breakdown,  which  in  turn  can 
cause  kidney  damage,  your  doctor  should  temporarily  withhold  or  stop  ZOCOR.  Also,  since 
there  are  no  known  adverse  consequences  of  briefly  stopping  therapy  with  ZOCOR,  treatment 
should  be  stopped  a  few  days  before  elective  major  surgery  and  when  any  major  acute 
medical  or  surgical  condition  occurs.  Discuss  this  with  your  doctor,  who  can  explain  these 
conditions  to  you. 

Liver:  About  1%  of  patients  who  took  ZOCOR  in  clinical  trials  developed  elevated  levels  of 
some  liver  enzymes.  Patients  who  had  these  increases  usually  had  no  symptoms.  Elevated  liver  enzymes 
usually  returned  to  normal  levels  when  therapy  with  ZOCOR  was  stopped. 

In  the  ZOCOR  Survival  Study,  the  number  of  patients  with  more  than  1  liver  enzyme  level  elevation  to  greater 
than  3  limes  the  normal  upper  limit  was  no  different  between  the  ZOCOR  and  placebo  groups.  Only  8  patients 
on  ZOCOR  and  5  on  placebo  discontinued  therapy  due  to  elevated  liver  enzyme  levels.  Patients  were  started 
on  20  mg  of  ZOCOR,  and  one  third  had  their  dose  raised  to  40  mg. 

Your  doctor  should  perform  routine  blood  tests  to  check  these  enzymes  before  you  start  treat- 
ment with  ZOCOR  and  thereafter  when  clinically  indicated.  Patients  titrated  to  the  80-mg  dose 
should  receive  an  additional  test  at  3  months  and  periodically  thereafter  (eg,  semiannually) 
for  the  first  year  of  treatment.  If  your  enzyme  levels  increase,  your  doctor  should  order  more  frequent 
tests,  II  your  liver  enzyme  levels  remain  unusually  high,  your  doctor  should  discontinue  your  medication. 
Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past  and  about  how  much  alcohol  you 
consume,  ZOCOR  should  be  used  with  caution  in  patients  who  consume  large  amounts  of  alcohol, 

PRECAUTIONS 

Drug  Interactions:  Because  of  possible  serious  drug  interactions,  it  is  important  to  tell  your  doctor  what 
other  drugs  you  are  taking,  including  those  obtained  without  a  prescriplion.  You  should  also  tell  other  doctors 
who  are  prescribing  a  new  medicine  for  you  that  you  are  taking  ZOCOR,  ZOCOR  can  interact  with  the  following: 

•  Itraconazole 

•  Ketoconazole 
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•  Erythromycin 

•  Clarithromycin 

•  HIV  protease  inhibitors 

•  Nefazodone 

•  Cyclosporine  ,       I 

•  Large  quantities  of  grapefruit  juice  (>1  quart  daily) 

The  risk  of  myopathy  is  also  increased  by  the  following  lipid-lowering  drugs  that  can  cause  myopat 
given  alone: 

•  Gemfibrozil  ^ 

•  Other  fibrates 

•  Niacin  (nicotinic  acid)  (>1  g/day) 
The  risk  of  muscle  breakflown  is  increased  with  other  drugs: 

•  Amiodarone 

•  Verapamil 

Some  patients  taking  lipid-lowering  agents  similar  to  ZOCOR"  (simvastatin)  and  coumarin  anticoagi, 
type  of  blood  thinner)  have  experienced  bleeding  and/or  increased  blood  clotting  time  Patients  taki^  '^' 
medicines  should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  continn  er 
monitored,  ^ 

Central  Nervous  System  Toxicity;  Cancer,  Mutations,  Impairment  of  Fertility:  Like  most  p 
tion  drugs.  ZOCOR  was  required  to  be  tested  on  animals  before  it  was  marketed  lor  human  use.  Ofteps 
tests  were  designed  to  achieve  higher  drug  concentrations  than  humans  achieve  at  recommended  dc 
some  tests,  the  animals  had  damage  to  the  nerves  in  the  central  nervous  system.  In  studies  of  mice  »)• 
doses  of  ZOCOR,  the  likelihood  of  certain  types  of  cancerous  tumors  increased.  No  evidence  of  muti 
or  damage  to  genetic  material  has  been  seen.  In  1  study  with  ZOCOR,  there  was  decreased  fertility  in  rr^ 
Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus. 
Safety  in  pregnancy  has  not  been  established.  In  studies  with  lipid-lowering  agents  similar  to  ZOCOfP 
have  been  rare  reports  of  birth  defects  of  the  skeleton  and  digestive  system.  Therefore,  women  of  chile 
age  should  not  take  ZOCOR  unless  it  is  highly  unlikely  they  will  become  pregnant.  If  a  woman  does 
pregnant  while  taking  ZOCOR.  she  should  stop  taking  the  drug  and  talk  to  her  doctor  at  once  Thto 
ingredient  of  ZOCOR  did  not  cause  birth  defects  in  rats  at  3  times  the  human  dose  or  in  rabbits  at  3 
human  dose. 

Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk,  BecauslfMa 
potential  for  serious  adverse  reactions  in  nursing  infants,  a  woman  taking  ZOCOR  should  not  breast-fei 
WHEN  ZOCOR  SHOULD  NOT  BE  USED,)  ! 

Pediatric  Use:  ZOCOR  is  not  recommended  for  children  or  patients  under  10  years  of  age,  ( 1? 

Geriatric  Use:  Higher  blood  levels  of  active  drug  were  seen  in  elderly  patients  (70-78  years  of  agi'pro 
pared  with  younger  patients  (18-30  years  of  age)  in  1  study  in  other  studies,  the  cholesterol-lowerini 
of  ZOCOR  were  at  least  as  great  in  elderly  patients  as  in  younger  patients,  and  there  were  no  overai' 
ences  in  safety  between  elderly  and  younger  patients  over  the  20-80  mg/day  dosage  range  Of  the  it 
of  myopathy/rhabdomyolysis  among  10,269  patients  on  ZOCOR  in  another  study  4  were  aged  65 1 
(at  baseline),  1  of  whom  was  over  75,  | 


SIDE  EFFECTS 
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Most  patients  tolerate  treatment  with  ZOCOR  well:  however,  like  all  prescriplion  drugs,  ZOCOR  can  cailon 
effects,  and  some  of  them  can  be  serious.  Side  effects  that  do  occur  are  usually  mild  and  short-live [,■ 
your  doctor  can  weigh  the  risks  versus  the  benefits  of  any  prescription  drug.  In  clinical  studies  with  ,f' 
less  than  1,5%  of  patients  dropped  out  of  the  studies  because  of  side  effects,  in  2  large.  5-year  :L[ 
patients  taking  ZOCOR  experienced  similar  side  effects  to  those  patients  taking  placebo  (sugar  pills), ; 
the  side  effects  that  have  been  reported  with  ZOCOR  or  related  drugs  are  listed  below.  This  list  is  not  cO'  a  It 
Be  sure  to  ask  your  doctor  about  side  effects  before  taking  ZOCOR  and  to  discuss  any  side  effects  tha„,  - 


Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas,  heartburn,  stomach  pain/cramps,  ai 
loss  of  appetite,  nausea,  inflammation  of  the  pancreas,  hepatitis,  jaundice,  fatty  changes  in  the  liviP'" 
rarely  severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer. 


Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness:  joint  pain:  muscle  breakdown. 


Su; 


Nervous  System:  Dizziness,  headache,  insomnia,  tingling,  memory  loss,  damage  to  nerves  causimf.' 
ness  and/or  loss  of  sensation  and/or  abnormal  sensations,  anxiety,  depression,  tremor,  loss  of  tf'A 
psychic  disturbances. 

Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration. 

Eye/Senses:  Blurred  vision,  altered  taste  sensation,  progression  of  cataracts,  eye  muscle  weakness. 
Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  of  symptoms  hav 
reported  to  occur  either  alone  or  together  in  groups  (referred  to  as  a  syndrome)  that  appeared  to  be  bik  - 
allergic-type  reactions,  which  may  rarely  be  fatal.  These  have  included  1  or  more  of  the  following:  a    " 
generalized  reaction  that  may  include  shortness  of  breath,  wheezing,  digestive  symptoms,  and  low  bloo 
sure  and  even  shock;  an  allergic  reaction  with  swelling  of  the  face.  lips,  tongue,  and/or  throat  with  d 
swallowing  or  breathing:  symptoms  mimicking  lupus  (a  disorder  in  which  a  person's  immune  syste 
attack  parts  of  his  or  her  own  body):  severe  muscle  and  blood  vessel  inflammation,  sometimes  includiriy 
bruises;  various  disorders  of  blood  cells  (that  could  result  in  anemia,  infection,  or  blood  clotting  pre 
or  abnormal  blood  tests;  inflamed  or  painful  joints:  hives:  fatigue  and  weakness:  sensitivity  to  sunligh 
chills;  flushing;  difficulty  breathing;  and  severe  skin  disorders  that  vary  from  rash  to  a  serious  bi 
shedding  of  skin  all  over  the  body  including  mucous  membranes  such  as  the  lining  of  the  mouth,' 
Other:  Loss  of  sexual  desire,  breast  enlargement,  impotence. 

Laboratory  Tests:  Liver  function  test  abnormalities  including  elevated  alkaline  phosphatase  and  bi 

thyroid  function  abnormalities. 
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NOTE:  This  summary  provides  important  information  about  ZOCOR.  If  you  would  like 
information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  prescribing  informatio 
then  discuss  it  with  them. 
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Alcoa 


began  to  surface,  conclusive  results 
still  a  few  years  away — at  best.  A 
:essful  full-scale  test,  once  expected 

e  first  quarter  of  2002,  has  yet  to 
jcn.  "My  guess  is  they  aren't  gonna 
there,"  says  H.  Wayne  Hayden,  for- 
•  manager  at  the  Department  of 
rg\''s  Oak  Ridge  National  Labora- 

and  coauthor  of  a  1999  technical 
on  inert  anodes. 
Pizzey  says  the  project  is  budgeted 
ugh  the  end  of  2004,  but  the  clock 
eking.  Alcoa  must  decide  if  it  will 
0  chasing  its  research  dream  or  toss 

anodes  onto  the  same  great-idea 
p  heap  as  Motorola's  Iridium  satel- 

system  and  the  U.S.  Football 
^e. 

Most    of  Alcoa's    S200    million 
ual  R&D  budget  is  spent  crafting 

higher-margin  products  like  pack- 
ig  and  easy-to-shine  wheels.  Yet 

roving  the  basics  would  have  an 
nense  impact:  The  postulated  ten- 
t  production  cost  savings  would 

e  to  $1  billion  for  a  company 
)se  pretax  net  this  year  will  be  $1.7 
on  ( on  sales  of  $2 1  billion ) .  Pizzey  has 
of  800  researchers  trying  to  nail  this 

smelting  technology.  "In  R&D  you 
a  few  projects  that  are  successful,"  he 

"And  you  have  to  have  the  guts  to 

the  ones  that  don't  look  like  they're 

ig-" 

Success  would  do  wonders  for  Alcoa, 
ch  supplies  one-fifth  of  the  planet's 
minum.  Since  1987  the  price  of  alu- 
lum  has  fallen  4.5%  a  year  on  average, 
ile  operating  costs  have  dropped  only 
'/o,  according  to  Brook  Hunt,  a  metals- 
mining  consultancy  in  Surrey,  Eng- 
d.  Overcapacity  still  looms — Alcoa 
have  to  shutter  one-fifth  of  its  pro- 
tion  by  2006 — despite  recent  consoli- 
ion.  In  July  Canada's  Alcan  launched  a 
7  billion  bid  for  France's  Pechiney, 
ich  would  form  the  world's  largest  alu- 
num  company. 

Traditional  smelting  involves  a  series 
electric  batteries  that  sit  in  church- 
Af-like  rows  stretching  a  half  a  mile 
m  first  to  last.  Each  battery,  or  "cell," 
a  pair  of  wedding-cake-size  carbon 
Ddes  hung  a  few  inches  above  a  carbon 
ck  that  acts  as  the  cathode;  the  whole 


Fresh  carbon  anodes  await  a  molten  hell; 
Alcoa's  cermet  anodes  hanging  tough. 

apparatus  sits  in  a  pot  filled  with  alumina 
dissolved  in  a  molten  salt  mixture  at 
1,740  degrees  Fahrenheit  {see  diagram, 
p.  94).  In  a  medium-size  smelter,  as 
300,000  amperes  of  current  flow  down 
from  anodes  to  cathodes,  the  carbon 
reacts  with  the  alumina,  carrying  away  its 
oxygen  and  le'aving  a  pool  of  aluminum 
on  the  cathodes.  Over  time  the  anodes  are 
consumed  and  the  metal  is  siphoned  off, 
along  with  carbon  dioxide  gas. 

Alcoa  makes  4.5  million  tons  of  alu- 
minum per  year  in  23  smelters.  At  3  cents 
a  kilowatt-hour,  the  typical  industrial 
rate,  the  electricity  tab  comes  to  $2  billion 
a  year.  Some  labor  efficiencies  can  be 
extracted  by  making  smelters  bigger. 
(Pechiney  plans  to  use  this  approach  on  a 
monster  500,000-amp  smelter  in  South 
Africa,  due  for  completion  in  2007.)  But 
Alcoa  thinks  the  better  way  is  through 
new  materials.  Its  plan  is  to  replace  the 
carbon  anodes  with  inert  anodes  that 
would  last  longer  in  the  pot  fines.  The 
company  goes  through  3  million  anodes 
per  year  at  $400  each.  By  making  them 
out  of  a  cermet  material — essentially  a 
ceramic  mortadella  salami  with  flecks  of 


metal — Alcoa  could  extend  the  life  of 
an  anode  from  three  weeks  to  three 
years.  Though  the  new  anodes  would 
cost  a  bit  more  than  their  carbon  pre- 
decessors, Alcoa  would  only  need  to 
bake  90,000  per  year  and  would  cut  the 
labor  cost  and  downtime  of  replacing 
them.  The  gas  by-product  would  be 
harmless  oxygen. 

Alcoa  has  tilted  at  breakthrough 
smelting  technologies  since  the  early 
1960s.  Most  notable  was  a  method 
using  a  molten  aluminum-chloride 
soup  that  required  less  energy.  Alcoa 
killed  that  program  in  the  1980s,  but 
not  before  blowing  some  $100  million, 
including  the  construction  of  a  chlo- 
rine smelter  in  Palestine,  Tex.  that  has 
since  been  scrapped. 

In  the  early  1980s  Alcoa  began  tin- 
kering with  inert  anodes  and,  later, 
"wetted"  cathodes.  These  have  a  tita- 
nium-diboride  coating  that  calms  the 
churning  molten  aluminum  to  keep  it 
from  touching  the  anode  and  shorting 
out  the  circuit.  The  placid  metal  allows 
the  anodes  to  hang  closer  to  the  cath- 
odes, reducing  the  electrical  resistance — 
and  thus  the  power  needed  to  run  the  cir- 
cuit. Combining  inert  anodes  with  wetted 
cathodes  could  cut  smelting  costs  by  up 
to  17  cents  per  pound  (27%  off  the  62- 
cent  market  price). 

For  years  Alcoa  tried  to  master  a  cell 
using  inert  anodes  and  wetted  cathodes. 
Twice  the  research  ran  aground.  It 
geared  up  again  in  1999  when  Alcoa 
bought  Reynolds  Metals,  which  had 
teamed  with  Kaiser  Aluminum  and  the 
U.S.  Department  of  Energy  to  work  on 
wetted  cathodes.  At  that  point  Alcoa 
shelved  that  research,  cut  the  cord  with 
the  DOE  and  went  its  own  way  to  crack 
the  anode  side. 

The  story  caught  fire  in  June  2000 
when  Thomas  Van  Leeuwen,  a  metals 
analyst  with  Credit  Suisse  First  Boston, 
authored  a  111 -page  report  hailing 
Alcoa's  impending  breakthrough.  Alcoa 
endorsed  Van  Leeuwen's  estimate  that  the 
discovery  would  go  commercial  within 
two  years.  "At  the  time  I  was  incredu- 
lous," says  Donald  Sadoway,  a  materials- 
science  professor  at  MIT  who  in  the  early 
1990s  had  tried  to  develop  an  inert  anode 
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Alcoa 


Helter  Smelter 


This  diagram  is  as  close  as  you'd  want  to  come  to  a  hellish  smelter,  a  submerged  battery  on  steroids  that  separates  oxygen  from 
alumina  to  make  aluminum.  Alcoa's  new  inert  anodes  wouldn't  burn  up  as  fast,  potentially  saving  $1  billion  in  production  costs. 


POWDERED  ALUMINA 


mixes  with  a  1,740-degree- 
Fahrenheit  salt  bath.  Current 
between  anodes  and  a 
cathode  creates  a  circuit. 


BUS  BAR 

feeds  current  to  anodes 
triggering  the  chemical 
change  in  the  bath  from 
alumina  to  aluminum. 


ALUMINUM 

is  siphoned  off 
for  casting 
once  a  day. 


CARBON  CATHODE 

completes  circuit  and 
supports  the  aluminum 
metal  as  it  forms. 


COMPUTER  CONTROI 

lower  the  disintegrati 
anodes  toward  the 
cathodes  to  minimize 
the  circuit's  resistance 
and  save  power 


before  the  DOE  yanked  his  funding. 

The  announcement  was  premature, 
to  say  the  least.  Turns  out  that  smelting 
with  inert  anodes  requires  more  power, 
not  less.  Carbon,  let's  not  forget,  pro- 
duces heat  when  acting  as  an  oxygen 
sponge  (that's  what  your  charcoal  grill  is 
all  about),  and  removing  this  fuel  means 
using  more  energy  from  the  electric 
plant.  Jerry  Roddy,  technology  director 
for  Alcoa's  primary  metals  group,  hopes 
to  get  back  to  break- even  on  energy  by 
reducing  the  anode-cathode  gap  another 
half-inch  or  so.  He  can  avoid  shorting 
out  the  circuit,  he  argues,  because  not 
having  to  open  the  pots  to  replace  the 
anodes  as  often  will  keep  the  cell  more 
thermally  stable,  reducing  the  turbulence 
of  the  aluminum. 

Another  big  problem:  Cermet  anodes 
have  not  proven  entirely  inert,  dissolving 
before  long  in  the  molten  soup  and 
adding  impurities  to  the  aluminum. 
Worse,  cracks  form  at  the  joints  between 
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the  anodes  and  the  current-carrying 
metal  bars  as  they  expand  at  different 
rates  from  the  heat;  the  cracks  eventually 
snip  the  circuit. 

Other  contenders  are  vying  for  the 
prize.  Two  are  Moltech  Systems,  a 
Switzerland-based  metals  research  firm, 
and  Golden  Northwest  Aluminum,  a 
small  producer  in  The  Dalles,  Ore. 
Moltech,  founded  by  Italian  chemist  Vit- 
torio  de  Nora,  who  discovered  a  cheap 
way  to  make  chlorine  in  the  1960s,  claims 
to  have  spent  $200  million  trying  to 
develop  inert  anodes  and  wetted  cath- 
odes. Moltech  has  made  decent  metal 
using  a  cell  one-tenth  commercial  size, 
but  without  any  cost  savings.  Golden 
Northwest  hopes  to  renew  its  four-year, 
$4.3  million  research  contract  with  the 
DOE  that  ends  next  year.  Golden's  design 
does  not  retrofit  to  existing  smelters, 
which  limits  the  potential  payoff.  Because 
of  excess  capacity,  aluminum  companies 
are  not  adding  a  lot  of  plants. 


CARBON  ANODES 

•provide  energy  for  smelting 
•get  consumed  every  three  weeks 
•emit  nasty  greenhouse  gases 


ALCOA'S  INERT  ANODES  (NOT  SHOWN) 

•require  l3%-20%  more  electricity 
•last  a  few  years 
•emit  harmless  oxygen 


To  the  extent  that  cuts  in  manufe 
turing  costs  are  passed  along  to  al 
minum  consumers,  the  savings  wou 
help  this  metal  in  its  competition  wi 
glass  and  plastic  in  the  bottling  of  so 
and  beer,  and  perhaps  supplant  steel 
some  construction  applications  like  ro( 
ing  and  framing.  Automakers,  t. 
aluminum  industry's  most  tantalizii 
customers,  would  be  less  impresse 
According  to  Ducker  Worldwide,  ; 
industrial-research  shop,  a  dime-pe 
pound  savings  would  be  worth  $45 
car — reducing,  but  not  eliminating,  stee 
cost  advantage.  "That's  not  going  to  g 
[GM  boss]  Rick  Wagoner's  attention 
says  Ducker's  Richard  Schultz,  form 
director  of  automotive  products  at  Alec 

Then  again,  maybe  Alcoa  will  get 
powerful  patent  position  that  will  mean 
won't  have  to  pass  the  savings  along, 
dime  a  pound  would  boost  pretax  ean 
ings  by  60%.  That  ought  to  get  shar 
holders'  attention. 


When  forest  products 
are  your  business. 


planting  1.7  million  trees  every  day  is  a 
smart  investment. 


The  Sustainable  Forestry  Initiative®  program  is  dedicated  to  the  future  of  the 

nation's  forests,  as  well  as  the  challenge  of  preserving  rare  and  endangered 

forests  around  the  world.  Respect  for  nature  and  sound  business  practices  are 

integrated  to  the  benefit  of  the  environment,  landowners,  shareholders,  customers 

and  the  people  they  serve.  And  that  allows  us  to  meet  the  demand  for  wood  and 

paper  products,  while  helping  to  ensure  our  forests  will  be  around  forever. 


^ 


SUSTAINABLE  FORESTRY  INITIATIVE^ 

'  "  Growing  tomorrow's  forests  today.® 

vA^Av.aboutsfi.org 


I  EX  KAMPHEFNER  AND  GUY  R. 
Icenogle,  the  owners  of  Aerometals,  an  El 
Dorado  Hills,  Calif,  aerospace  partsmaker 
and  supplier,  were  branded  liars  and  cheats. 
The  Army's  Special  Operations  Command 
(Socom)  even  grounded  40  MD500  Little 
Bird  helicopters  for  a  week  on  suspicion  the 
two  men  had  supplied  defective  parts.  And 
finally,  on  May  8,  after  a  grueling  two-year 
investigation  conducted  by  three  separate 
military  investigative  agencies,  they  and 
their  company  were  indicted  on  fraud 
charges  that  could  have  sent  Kamphefner 
to  prison  for  ten  years  and  Icenogle  for  five. 
The  indictment  meant  Aerometals  was 
automatically  barred  from  bidding  for  fed- 
eral contracts,  which  made  up  60%  of  its 
$12  million  in  2002  sales. 

To  save  their  company,  the  men  took 
the  unusual  step  of  demanding  a  speedy 
trial.  On  Aug.  7  a  jury  acquitted  Kam- 
phefner, Icenogle  and  Aerometals  of  all 
charges. 

By  the  end  of  its  investigation      W^^M 
the  government  had  abandoned  I 

any  allegations  of  defective  parts.  I 

The  bolts  were  not  breaking  and  I 

copters  were  not  falling  out  of         ^^ 
the  sky.  On  what,  then,  did  the       ^m 
government  hang  its  theory  that        ^H 
these  two  men  were  criminals?       ^^ 
On  the  fact  that  they  omitted         ^^L 
some  paperwork.  ^^ 

That's  right,  paperwork.  Fill 
out  forms  wrong  when  you  sell 
to  the  government  and  you  could 
wind  up  behind  bars.  If  your 
company  has  any  ambition  to  get 
a  piece  of  the  $300  billion  a  year 
Uncle  Sam  spends  on  contractors,  listen  to 
this  tale. 

Looking  for  fraud  under  every  paper- 
weight, the  federal  investigators  turned  up 
just  one  little  tidbit:  Aerometals  had  sold 
the  military  $22,000  worth  of  surplus 
screws,  nuts,  washers  and  plastic  parts.  Now 
"surplus"  does  not  mean  second-quality  or 
used.  It  means  that  some  part  of  the  federal 
government — you  know,  the  experts  who 
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bought  $600  toilet  seats — screwed  up  by 
ordering  too  many  of  something.  Then 
they  unloaded  the  excess  on  a  broker  of 
surplus  goods.  Then  the  broker  sold  the 
parts  to  Aerometals,  which  sent  them  right 
back  to  the  government  when  and  where 
they  were  needed.  Aerometals  did  not  fail 
to  inspect  the  screws  and  nuts. 

Prosecutors  alleged  that  Aerometals 
needed  to  fill  out  a  form  and  get  autho- 
rization to  use  surplus,  and  that  the  men 
deceived  the  government.  Icenogle  and 
Kamphefiier,  who  testified  in  their  own  de- 
fense, insist  that  they  didn't  know  they 
needed  to  follow  such  procedures  and  had 
made  no  secret  of  their  occasional  use  of 
surplus  parts. 

Today  they  stand  vindicated — and  al- 
most ruined.  They  are  paying  off  $1  million 
in  legal  bills  and  trying  to  rebuild  Aeromet- 
als' reputation  and  business.  They  had  to 
lay  off  25  of  their  60  workers  after  the  flow 


plus  was  incorporated  in  the  contract  I 
reference  to  a  three-page  Federal  Acqi 
tion  Rules  materials  clause.  The  matei 
clause  was  among  58  different  sets  of  s 
rules  incorporated  by  reference  in  one  c 
tract — ^listed  after  the  regs  on  a  drug- 
workplace  and  before  those  on  use  of 
cycled  paper. 

Okay,  so  nobody  has  been  proseci 
for  failing  to  use  recycled  paper.  But  v 
lance  is  essential,  because  what  would  I 
contractual  dispute  in  the  commer- 
world — settled  informally  by  arbitrat 
or,  at  worst,  a  lawsuit — can  instead  becc 
a  ruinous  civil  "false  claims"  case  in  the  i 
eral  sector,  with  up  to  triple  damages  ar 
$10,000  penalty  for  each  "false"  invoice  s 
to  the  government.  And  then  there's 
possibility  of  a  criminal  referral.  "The  1 
partment  of  Justice  is  armed  with  a  nucl 
weapon  that  can  destroy  a  business  an 
lifetime  of  success  with  a  judgment  ca 


Sie  Scaries 
ustome 

Plenty  of  companies  are  hankering  for  a  piece  of  the  $3( 
billion  federal  government  market.  If  yours  is  one  of  therj 
read  this  horror  story. 


BY  MATTHEW  SWIBEL  AND  JANET  NOVA 


of  new  contracts  was  cut  off.  "The  United 
States  of  America  tried  to  ruin  our  lives," 
says  Icenogle,  who  turns  teary-eyed  as  he 
recalls  how  his  13-year-old  son  was  told  by 
schoolmates  his  dad  was  going  to  jail. 

The  moral:  The  government  is  not  a 
normal  customer.  It  is  a  scary,  dangerous 
customer.  You  must  read  and  respect  its 
volumes  of  fine  print.  In  Aerometals'  case, 
the  need  for  written  permission  to  use  sur- 


warns  William  Portanova,  the  former  fi 
eral  contracting  fraud  prosecutor  who  < 
fended  Kamphefner  and  Aerometals. 

Of  course  some  contractors  do  chi 
the  government,  and  no  taxpayer  wants 
see  real  fraud  go  unpunished.  But  the  nuj 
ber  of  false  claims  cases  is  inflated  by  1 
fact  that  a  disgruntled  or  mercenary  ei 
ployee  or  ex-employee  can  file  a  false  clai 
suit  against  a  contractor  and  then  share 
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iatever  the  government  collects.  In  fiscal 
02  the  government  won  $1.1  billion 
m  false  claims  cases  instigated  by  such 
listle-blowers  and  turned  $160  million 
those  winnings  over  to  the  snitches  and 
rir  attorneys.  Even  the  government  finds 
iny  whistle-blower  claims  fi-ivolous;  in 
92  it  joined  about  170  suits  but  declined 
get  involved  in  three  times  that  many, 
;oxding  to  Taxpayers  Against  Fraud  in 


js>rwi»--^  m- 


Safe  landing:  Aerometals'  Guy  Icenogle 
and  Rex  Kamphef ner  won  acquittal  after  a 
turbulent,  two-year  criminal  investigation. 

Washington,  D.C.  Aerometals  itself  still 
faces  a  private  whistle-blower  suit  filed  by  a 
fired  worker  after  the  investigation  began. 
Aerometals'  owners  seem  like  unlikely 
partners  in  crime.  Kamphefner,  50,  is  a 
University  of  Pennsylvania-educated  elec- 


trical engineer  who  went  to  work  for 
Hughes  Aircraft  because  it  promised  to 
send  him  abroad.  During  14  years  with 
Hughes  he  worked  in  Germany  and  South 
Korea  and  bmlt  an  expertise  in  and  passion 
for  MD500  helicopters — the  30-year-old 
bird  still  used  for  ferrying  assault  troops 
and  attacking  at  close  range.  He  then 
started  his  own  helicopter  parts  business, 
with  the  Koreans  as  his  first  customer.  Pi- 
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Aeromfitals 


loting  Aerometals'  own  MD500  (which  it 
uses  to  test  parts),  he  swoops  low  over  Fol- 
som  Lake  and  then  buzzes  attorney  Por- 
tanova,  who  is  relaxing  by  the  pool  in  his 
yard.  "It's  like  an  Alfa  Romeo,  a  real  dri- 
ver's machine,"  he  says  with  delight. 

Icenogle,  46,  has  never  Uved  more  than 
100  miles  away  from  his  childhood  home, 
and  his  favorite  toy  is  the  1932  Ford  Road- 
ster he  rebuilt  in  his  garage.  At  age  16  he 
started  sweeping  floors  at  a  small  aerospace 
parts  machine  shop  owned  by  an  old  Swiss 
tool  and  die  maker.  Icenogle  learned  ma- 
chining from  him  and  also  earned  a  com- 
munity college  degree  in  it.  In  1989  he  bor- 
rowed on  his  house  to  buy  out  his  boss' 
shop.  In  1996  he  joined  with  Kamphefner, 
a  customer  and  long-time  informal  part- 
ner; together  they  bought  Aerometals. 

Kamphefner  runs  the  administrative 
and  engineering  side.  Icenogle  runs  the 
shop.  He  hires  mostly  former  airmen  and 
teaches  them  how  to  cut,  bend  and  carve 
metal  and  fiberglass.  It's  been  a  profitable 
business,  but  they  aren't  getting  rich.  They 
take  salaries  of  $150,000  each;  in  its  best 
year,  2001,  Aerometals  netted  $500,000. 

In  1999  Socom  contracting  officer 
Richard  Cooney,  who  had  worked  with 
the  company  on  small  contracts,  urged  it 
to  bid  on  a  contract  to  supply  the  Army 
with  1,800  different  parts,  some  hard  to 
find,  for  the  aging  MD500  copter  fleet. 
Why?  According  to  both  Kamphefner  and 
former  Cooney  assistant  Robert  Blaine, 
Cooney  was  unhappy  with  the  perfor- 
mance of  the  Army's  prime  parts  sup- 
plier— a  unit  of  McDormeU  Douglas  then 
being  divested  to  Dutch  investors.  "Deliv- 
eries were  slow.  Prices  were  high.  There 
was  basically  no  competition  in  the  mar- 
ket," Blaine  testified. 

In  July  2000  Aerometals  landed  the  $  1 .8 
million  contract,  its  largest  ever,  and  in  Au- 
gust 2001  won  another  worth  the  same 
amount.  But  Cooney  took  ill  with  leukemia 
in  mid-2000  and  died  in  March  2001. 
Blaine  moved  on  to  different  assignments 
and  then  left  the  government. 

In  that  crucial  transition  to  bigger  con- 
tracts and  new  contracting  officers, 
Aerometals  tripped  up.  Both  Kamphefner 
and  Blaine  testified  that  Cooney  knew 
Aerometals  sometimes  used  surplus  parts 
and  orally  approved  of  it,  although  no  writ- 
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'The  MD500  is  like  an  Alfa 
Romeo,  a  real  driver's 
machine."  says  Kamphfifnfir 


Socom  contracts. 

"I  was  in  disbel 
says  Kamphefner. 
searched  for  a  lawye 
Google  and  found  ] 
tanova.  Aerometals 
fered  the  governme 
refund.  At  worst, 
tanova  thought, 
would  be  a  civil  case 
now  believes  the  bur( 
cratic  momentum 
ated  by  the  involveir 
of  so  many  investiga 
agencies  kept  the  cri 
nal  case  moving,  e 
after  no  defective  p 
were  found. 

Robert  Metzgei 
Gibson,  Dunn  &  Ci 
cher's  government  c 
tracts  practice  is  re| 
senting  Aerometals. 
trying  to  get  the  govt 
ment  to  intervene 
settle  the  ex-employ 
false  claims  suit,  put 
an  end  to  it  Aerometa 
offering  to  give  the  g 


ten  approval  was  ever  found.  "To  Mr. 
Cooney  it  was  a  nonissue,"  Blaine  testified. 
What  mattered  was  that  the  parts  were 
good  and  delivered  quickly  when  needed. 
His  replacement,  a  Socom  colonel's  wife, 
"was  more  interested  in  the  paper  [work]," 
Blaine  said. 

But  Kamphefner  never  met  with 
Cooney's  replacement.  He  says  he  flew  in 
July  2000  to  Ft.  Eustis  in  Norfolk,  Va.  for  a 
scheduled  meeting  with  her  but  didn't  get 
in  to  see  her.  Maybe  so,  said  the  prosecu- 
tor, but  why  didn't  Kamphefiier  send  a  let- 
ter, or  a  fax,  or  call  her  to  alert  her  that 
Aerometals  was  using  surplus  parts  and  to 
get  her  permission?  He  didn't  do  it,  the 
prosecutor  suggested,  because  he  knew 
he'd  be  turned  down. 

Then  in  January  2002  came  the 
shock:  An  Army  investigator  showed  up 
at  the  factory  and  quizzed  Kamphefner 
and  Icenogle  about  the  origin  of  certain 
helicopter  parts.  The  men  were  never  told 
who  or  what  sparked  the  investigation. 
Two  weeks  later  the  Army  canceled  the 


ernment  replace 
parts  and  to  beef  up  internal  training 
controls.  That  way,  Metzger  says,  the  L 
meter  will  stop  ticking  and  "we  can  \ 
restore  the  confidence  of  our  govemir 
customers."  (They're  now  free  to  aw 
new  contracts  to  Aerometals  but  ma> 
leery  of  doing  so,  Metzger  says.) 

Meanwhile  Aerometals  has  brou 
two  claims  against  the  Army.  One  is 
$475,000  in  parts  it  delivered  but  was  ne 
paid  for.  The  other  is  to  have  its  cent 
termination  "for  cause"  reclassified  as  a 
mination  for  the  Army's  convenience.  T 
way  it  can  recover  the  $2  million  in  cos 
incurred  tooling  and  stocking  up. 

Before  this  whole  crisis  Aeromei 
didn't  even  have  a  government  contn 
lawyer,  let  alone  one  from  a  big  firm  v 
bills  at  $500  an  hour.  "What  Aerome 
did  was  manufacture  parts  well,"  s 
Metzger.  "But  it  didn't  realize  how  eas 
is  to  get  yourself  in  trouble  with  the  g 
ernment  in  arcane  areas  and  how  diffi< 
and  expensive  it  is  to  get  yourself  < 
of  trouble." 


bu'RE  LOOKING  AT  THE 
MOST  POWERFUL  ECONOMIC 
FORCE  IN  THE  COUNTRY: 
THE  AMERICAN  DREAM. 


The  population  is  growing  and  with  it  the  American  Dream  of  homeownership.  In  fact,  every 
eight  seconds  a  baby  is  born  in  this  country  —  that's  four  million  babies  a  year.  This  combined 
with  the  millions  of  families  that  move  to  our  country  in  pursuit  of  the  American  Dream 
makes  for  a  popvJation  that  we  anticipate  wHI  grow  by  30  million  by  20I0.  And  when 
they  dream  of  owning  a  home,  we'll  be  there.  Because  as  the  American  Dream  grows,  so  do  we™ 
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Matrix  producer  Joel  Silver  in  Cannes,  basking  in  the  light  of  two  sequels  at  once 


ClifF- 

anger 


A  mix  of  art,  philosophy 
and  religion  and 
truckloads  of  production 
dollars  created  a 
Hollywood  blockbuster. 
But  how  will  the  cool, 
quirky  franchise  that  is 
The  Matrix  end? 


BY  BRETT  PULLEY 


■■■  T  IS  A  RAINY,  CHILLY,  DREARY  AFTERNOON  IN  LON- 
don.  But  the  Hollywood  producer  Joel  Silver  is  ebuUient.  As 
his  chauffeur-driven  Mercedes  navigates  the  city's  slippery 
streets,  he  stares  out  at  the  dreadful  gray  sky  and  joyously 
proclaims:  "It's  a  great  day!" 

Is  he  living  in  another  world?  Does  he  have  some  superior 
knowledge?  Is  he  The  One?  His  accountant  surely  thinks  so. 

For  the  past  six  years  Silver's  life  has  been  consumed  by 
a  futuristic  film  fantasy  known  as  The  Matrix.  As  the  pri- 
mary person  responsible  for  pulling  together  what  has 
become  a  multibillion-dollar  motion  picture  series.  Silver 
is  personally  receiving  an  estimated  7%  of  merchandise 
royalties  and  what's  left  after  exhibitors  get  their  half  of 
box  office  sales.  It's  enough  to  buy  plenty  of  sunshine  on 
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The  Matrix 

the  cloudiest  of  days. 

So  far,  the  first  two  fikns  in  the  Matrix  trilogy  have  generated 
$1.9  billion  in  gross  revenue.  The  second  installment,  The  Ma- 
trix Reloaded,  which  was  released  earlier  this  year,  has  by  itself  al- 
ready grossed  more  than  $1  billion  from  box  office  sales,  a 
videogame,  a  soundtrack  and  other  merchandise.  The  DVD,  re- 
leased Oct.  14,  should  haul  in  at  least  $200  million  more.  Even 
if  the  filmmakers  stop  at  three  movies,  something  they  vow  to 
do,  the  entire  franchise  will  still  near  $3  bilhon  in  sales.  Says  Sil- 
ver, who  has  toiled  in  Hollywood  for  years:  "This  is  like  my  IPO." 

To  get  big  bucks  you  have  to  take  big  risks.  The  studio  dis- 
tributing the  film.  Time  Warner's  Warner  Bros.  Pictures,  along 
with  its  financial  partner  on  the  project,  Australian  ministudio 
Village  Roadshow  Pictures,  invested  $300  million  to  shoot  two 
movies,  the  second  and  third  installments  of  The  Matrix,  at  one 
time.  An  additional  $150  million  was  committed  to  market  the 
two  movies.  Typically  sequels  get  the  green  light  only  after  the 
results  on  the  previous  film  are  in,  says  Warner  Bros,  studio 


mance  to  reach  expectation  when  the  expectation  is'  in  : 
stratosphere,"  says  Horn. 

What  could  bring  even  die  naysayers  back  for  more  is  that 
last  fihn  ended  with  a  cM-hanger:  Will  Keanu  Reeves'  charaq 
Neo,  free  humanity  fi-om  its  enslavement  by  a  computer  p 
gram  that  fills  our  brains  v«th  a  false  reality  while  using  our  b( 
ies  as  copper-top  batteries?  Can  he  save  Earth's  remaining  f 
folk  from  extermination?  Is  he  really  The  One? 

Much  like  the  films'  blurred  distinctions  between  reality  i 
make-believe,  the  public  has  hazily  viewed  The  Matrix  Reloa 
as  a  financial  failure.  Untrue.  The  worldwide  box  office  for 
movie  has  topped  $742  million.  The  videogame  "Enter  the  ^ 
trix,"  which  was  produced  using  $20  million  of  the  fihn's  p 
duction  budget,  has  sold  3.2  million  copies  at  $50  each,  fo 
gross  total  of  $162  million. 

Also,  a  selection  of  nine  video  shorts.  The  Animatrix,  wh 
explain  background  details  of  the  complicated  story,  was  relea 
on  DVD  at  the  same  time  that  the  second  film  was  released 


The  Matrix  Revisted 

5  Video/DVD: 


The  Matrix  Reloaded 

Domestic  Box  Office: 
Foreign  Box  Office: 
Video/DVD  Oust  released): 


chief  Alan  Horn. 

Despite  the  worldwide  success  of  The  Matrix  Reloaded,  with 
$289  million  in  domestic  box  office  sales,  the  flick  suffered  the  in- 
dignity of  ranking  second  last  summer  at  the  U.S.  box  office,  be- 
hind Disney's  Finding  Nemo.  Now,  the  third  film  in  the  series. 
The  Matrix  Revolutions,  is  being  released  worldwide  in  Novem- 
ber. It  has  the  same  stars,  heavily  layered  story,  fast  action  and 
stunning  special  effects  of  No.  2.  A  sure  hit?  Not  really  It  might 
get  the  benefit  of  momentum — or  it  might  suffer  from  overload. 
If  the  fad-following  youngsters  who  keep  Hollywood  solvent 
deem  No.  3  uncool,  it  may  just  bomb. 

By  comparison,  there  was  a  four-year  gap  between  the  first 
two  films.  The  long  waiting  period  caused  anticipation  to  build 
so  much  that  during  the  days  leading  up  to  the  release  last  May 
the  movie  was  the  subject  of  a  30-minute  special  on  NBC's  Date- 
line, and  the  film's  stars  were  on  the  covers  of  both  Time  and 
Newsweek. 

The  publicity  got  people  to  the  theaters,  but  it  also  created 
heightened  expectations  that  were  virtually  impossible  to  live  up 
to.  Reviews  were  lukewarm  and  audiences  sighed  with  disap- 
pointment when  the  credits  rolled.  "It's  really  hard  for  a  perfor- 
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theaters.  It  has  sold  2.7  million  copies  at  $25  each.  The  soundtrj 
to  the  film  has  sold  1.8  milhon  copies,  grossing  $37  milHon, 

Warner  Bros,  receives  a  fee  for  distributing  die  film  in  the  I 
and  most  international  markets.  Thereafter  Warner  and  Vill; 
Roadshow,  which  split  the  $300  million  cost  of  making  the  last  t 
films  50-50,  will  split  the  profit.  Even  after  half  of  the  box  oft 
sales  go  to  the  theater  operators,  there  is  plenty  of  gross  profit 
for  the  studios'  coffers  and  for  the  film's  so-caUed  gross  players, 
addition  to  Silver,  that  includes  the  directors  and  several  actors, 
the  last  two  films,  the  main  star,  Keanu  Reeves,  received  $30  n 
lion  plus  perhaps  7.5%  of  the  gross.  The  next-highest  paid  star  v 
Laurence  Fishburne,  who  received  $15  million  £ind  an  estimal 
3.75%  of  the  gross. 

The  ancillary  products  generated  a  v«ndfall  for  many  oth« 
Jada  Pinkett-Smith  earned  a  modest  fee  for  her  role  in  the  si 
ond  two  films,  but  she  cleaned  up  on  the  videogame,  in  whi 
she  is  the  main  star.  Pinkett-Smith  is  receiving  an  estimat 
10%  of  the  profit  on  the  game,  placing  her  earnings  thus 
near  $5  million.  "I  got  a  check  already,"  she  recendy  confirmi 
"It  was  like,  'Wow!'"  In  an  unusual  move,  all  of  the  gross  pl<- 
ers  on  the  films  chipped  in  a  portion  of  their  shares  to  a  pool ; 
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The  Matrjy 


production  crew  managers. 

Most  Hollywood  film  fi-anchises  (like  Star  Wars  or  Lord  of 
the  Rings)  are  big-budget  popcorn  extravaganzas,  tailor-made 
for  fast-food  promotions  and  intended  to  cut  a  large  swath 
across  the  moviegoing  public.  The  Matrix  is  a  Httle  more  nar- 
rowly targeted.  Its  R  rating  (for  violence)  cuts  12-year-olds  out 
of  the  audience.  There  are  no  Happy  Meal  figurines  to  be  lost 
between  the  seat  cushions  of  automobiles.  But  what  was  lost  in 
the  hamburger  trade  was  presumably  earned  back  in  coolness. 
Reloaded  is  the  top-selling  R-rated  movie  of  all  time,  $200  mil- 
lion ahead  of  the  second-highest  seller,  Arnold  Schwarzeneg- 
ger's Terminator  2. 

Even  among  film  franchises  aimed  at  adults,  few  films  take 
themselves  so  seriously  as  does  The  Matrix.  The  enduring  James 
Bond  franchise  started  off  in  1962  in  a  very  serious  manner 
but  eventually  veered  towards  playful  self-parody.  The  1971 
Diamonds  Are  Forever  had  Sean  Connery  trading  barbs  with  a 
vixen  named  Plenty  O'Toole.  Revolutions  will  probably  be  as 


eek! — multiplies)  to  carpet  a  four-bedroom  house. 

The  Wachowskis  wrote  the  videogame,  which  connect 
the  plot  of  the  movie  but  tells  its  own  story.  They  worked  on 
development  of  nine  animated  shorts  that  dig  deeper  into 
story  behind  The  Matrix.  They  launched  a  Web  site  and  sp 
$350,000  on  a  "documentary  that  has  sold  $11  million  of  D' 
and  videos. 

Now  to  make  a  cult  out  of  the  thing.  The  storyline  revo 
around  a  belief  system  and  a  dark,  hip  underground  subcultH 
But  overdo  the  publicity  or  make  the  films  appear  mainstra 
and  you  disrupt  the  ethos  and  turn  off  fans.  Says  Silver,  "Wl. 
ever  we  did  had  to  be  cool."  The  head  of  marketing  at  Wan 
Dawn  Taubin,  assigned  staffers  to  function  as  the  "cool  polii 
They  played  hard  to  get.  For  a  fee,  Heineken,  Samsung  and  Cc 
Cola  were  permitted  to  make  advertisements  mimicking  the  1 
of  the  movie,  pushing  their  product  and  the  film  simultaneou 
The  Heineken  ads,  for  example,  use  martial  arts  and  obw 
knockoffs  of  the  movie's  characters.  "The  Matrix  gives  us  tir 


II 


"Enter  The  Matrix" 

(videogame) 

3.25  million  sold  @$49.95  each: 


TheAnimatrix 

(DVD  film  shorts) 

2.7  million  sold  @$24.95  each: 


The  Matrix  Reloaded 

(soundtrack) 

1.85  million  sold  @$I9.99  each: 


Merchandise 
(apparel,  toys,  shades,  et 


pompous  as  the  last  Matrix  (typical  dialogue:  "What  if  tomor- 
row the  war  could  be  over?  Isn't  that  worth  fighting  for?  Isn't 
that  worth  dying  for?"). 

The  Matrix  was  expected  to  be  a  decent  midlevel  HoUywood 
movie  when  it  debuted  in  1999.  It  was  produced  at  a  cost  of  about 
$80  million,  and  during  its  first  weekend  in  theaters  it  did  a 
merely  respectable  $28  million  of  ticket  sales.  But  it  had  tremen- 
dous word  of  mouth.  There  was  something  cool  about  the  reli- 
gious symbolism,  the  martial  arts  scenes,  the  serene  characters 
and  the  pioneering  digital  film  techniques.  The  film  went  on  to 
sell  $450  million  of  tickets  worldwide.  The  DVD,  released  the 
same  year,  became  the  first  movie  ever  to  sell  more  than  a  million 
copies  in  that  format.  It  went  on  to  seU  30  million. 

The  creators  of  the  film,  two  brothers  in  their  mid-thirties 
from  Chicago  named  Larry  and  Andy  Wachowski,  had  already 
written  screenplays  for  two  more  sequels.  They  wanted  to  shoot 
them  together,  a  la  Lord  of  the  Rings.  The  crew  spent  270  days 
shooting  in  Australia  and  additional  time  in  northern  California, 
where  a  1.6-mile  fi-eeway  was  built  just  for  the  movie.  In  aU,  3,600 
extras  would  be  hired,  3,500  props  built  and  enough  wigs  pur- 
chased for  the  shellac-haired  Agent  Smith  character  (who — 
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liness  and  relevancy  for  people  between  the  ages  of  21  and  2 
says  Steve  H.  Davis,  who  heads  marketing  for  Heineken  US/ 
White  Plains,  N.Y. 

The  distinctive  green  computer  code  that  streams  dowi 
the  beginning  of  the  first  film  turned  into  an  icon.  Last  K 
Coca-Cola's  sport  drink,  Powerade,  launched  new  packaginf 
a  Afafrix-green-colored  botde.  The  night  after  The  Matrix . 
loaded  premiered  in  Cannes  the  cast  joined  other  Hollywc 
royalty  at  a  party  on  the  Mediterranean  seafront  as  they  popj 
champagne  and  gazed  up  into  the  sky  to  watch  a  fireworks  < 
play  in  green  over  the  ocean. 

Part  of  the  shtick:  The  third  film  will  absolutely,  positive!} 
the  last  in  the  series.  Time  Warner's  Horn  says  he  hasn't  triec 
convince  the  Wachowskis  otherwise.  But,  he  admits,  "I'd  lil« 
know  what  else  they've  got  in  their  heads." 

Borrowing  the  "I  vant  to  be  alone"  line  from  Greta  Gar 
the  Wachowskis  have  let  it  be  known  that  their  agreement  v, 
the  studio  stipulates  they  don't  make  promotional  appearan  5 
or  talk  to  any  media.  This  could  be  the  ultimate  publicity  stun 
but  it  could  also  backfire.  Showbiz  fame  can  be  as  fleeting  1 1 
white  rabbit. 
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ireguet.   La  passion  laisse  des  traces. 

'ristwatch  "Classique"  in  18-carat  yellow  gold.  Extra-thin  selfwinding  mechanical  movement, 
ff-centred  subdial  for  the  seconds.  Silvered  gold,  dial  hand-engraved  on  a  rose  engine.  Also 
vaiiable  with  white  enamel   dial.   Cambered   sapphire   crystal.   Water-resistant. 
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A  growing  population  of  adults  is  being  diagnosed  with  attention  deficit 
hyperactive  disorder.  Bosses  and  worlifiiilire  seeking  ways  to  cope. 


BY  ALIYA  STERNSTEIN 


ON  A  FRIDAY  EVENING  IN 
September  Deborah  Hoyt,  a 
46-year-old  chief  financial  offi- 
cer of  a  fundraising  organiza- 
tion in  Atlanta,  sat  at  her  desk 
frustrated  with  a  financial  analysis,  still 
tackling  other  tasks.  "My  brain  was  in 
total  meltdown,"  says  Hoyt.  She  gave  up 
1 5  minutes  later,  only  to  walk  through  a 
fog  of  self-doubt  on  Saturday.  She  could 


not  get  the  numbers  swirling  through  her 
head  to  make  sense.  Finally,  early  Sunday 
morning,  with  Saturday  Night  Live  on  in 
the  background,  the  pencil  hit  paper. 

This  kind  of  frustrating  paralysis  fol- 
lowed by  flashes  of  insight  is  common  for 
Hoyt.  Five  months  ago  she  was  diagnosed 
with  adult  attention  deficit  hyperactive 
disorder  (ADHD),  an  affliction  that  hits 
3%  to  7%  of  U.S.  adults.  Hoyt  now  takes 


Finally  focused:  Deb  Hojt  of  Atlanl 

M 

one  pill  a  day,  a  potentially  addictive  si 
ulant  called  Concerta,  to  help  her  ruD 
finance  and  administrative  functions 
50-person  company.  "I'm  working 
many  things  at  one  time,"  she  says,  et 
ing  the  mantra  of  the  afflicted. 

ADHD,  long  associated  with  boys 
say  and  do  whatever  comes  to  mind, 
been  recognized  among  adults  only  ir 
last  ten  years.  The  people  who  make  ; 
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FedEx 


Over  48,000  ways  to  ship. 

From  FedEx  World  Service  Centers,-  to  FedEx  Express  Drop  Boxes,  tu 
FedEx  Authorized  Ship  Center  locations  and  the  Post  Office,-  FedEx  has 
your  small  business  covered.  Here.  There.  Nearly  everywhere.  We  have  over 
48,000  convenient  locations  at  your  disposaHnd  that's  not  including  using 
fedex.com.  So  wherever  you  are,  we're  just  a  stone's  throw  away. 
(But  in  the  interest  of  safety,  please  don't  thiow  any  stones.  They  can  hurt.) 


Relax,  it's  FedEx 


fedex.com 
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reer  of  treating  this  problem  will  tell  you 
that  only  20%  of  adults  with  ADHD  know 
they  have  it.  (The  disorder  used  to  go  by 
the  shorthand  ADD,  but  ADHD  is  now  its 
official  name.) 

As  with  children,  adults  with  ADHD 
range  from  the  mildly  affected,  inattentive 
employee  who  needs  constant  reminders 
to  keep  from  missing  deadlines  and  meet- 
ings to  the  severely  inattentive  hyperactive 
who  flies  out  of  the  office  in  a  tantrum. 
Without  treatment  the  acutely  af- 
flicted fail  to  divide  work  from 
home  life,  winding  up  losing  both 
their  jobs  and  marriages. 

Misdiagnosis  is  common,  as 
psychiatrists  sometimes  mistake 
ADHD's  symptoms  for  depression 
or  anxiety.  And  ADHD  adults, 
notoriously  bad  self-reporters, 
often  don't  see  their  shortfalls. 
Oddly  enough,  ADHD  can  be  a 
performance  booster,  as  those 
afflicted  can  concentrate  and  work 
nonstop  for  hours  when  they  are 
vitally  interested.  Studies  cited  in 
the  Journal  of  the  American  Med- 
ical Association  found  that  one- 
third  of  ADHD  adults  become 
entrepreneurs  by  their  30s.  One 
case  in  point  is  JetBlue's  idea- 
spinning  chief  executive,  David 
Neeleman,  who  has  admitted  to 
having  ADHD,  though  he  no  longer 
discusses  it  in  interviews. 

As  adult  ADHD  has  come  into         * 
sharper  focus,  the  disorder  has  be- 
come a  growth  business.  Drug  sales        * 
are  booming,  as  is  the  nascent  indus- 
try of  workplace  coaches.  Sales  of        , 
medications  for  the  child  and  adult 
markets  were  $1.7  billion  in  2002,  up 
39%  over  2001,  according  to  IMS  Healdi. 
This  year's  numbers  will  likely  exceed  that 
by  50%.  And  the  percentage  of  adults  on 
ADHD  meds  went  from  11. 4%  in  2002  to 
19%  in  2003. 

Ritalin  gets  all  the  headlines  as  die  drug 
for  the  treatment,  or  overtreatment,  of 
ADHD,  but  it  is  no  longer  the  market  force 
it  once  was.  Sales  have  fallen,  from  $250  mil- 
lion in  1998  to  $54  million  last  yeaj.  Those 
sales  have  been  more  than  made  up  for  by 
newer  ADHD  drugs.  The  top  three  are  pow- 
erful stimulants:  Alza's  Concerta,  Shire's 
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Adderall  and  Cephalon's  Provigil.  They're      her  employers  only  recently,  after  ten  y 
followed  closely  by  Strattera,  Eli  Lilly's  new      on  the  job.  Most  big  companies,  like  F 


pill  that  was  the  first  nonstimulant  ap- 
proved for  adult  use  by  the  Food  &  Drug 
Administration.  Strattera  has  captured  13% 
of  the  market  since  its  debut  in  January. 

ADHD's  causes  are  still  being  deter- 
mined, but  they  are  likely  genetic.  A  link 
has  been  found  between  ADHD  and  faulty 
regulation  of  dopamine,  a  brain  neuro- 
transmitter regulating  movement  and 


ADHD  Survivors  Guide 


sc 


Getting  diagnosed 

There  is  no  single  test,  but  doctors  can  run  a 
comprehensive  evaluation  to  rule  out  other 
disorders  and  coexisting  conditions  such  as 
depression,  drug/alcohol  abuse  and  anxiety 
and  sleep  disorders.  They'll  want  a  history 
from  parents  and  teachers,  including  old 
report  cards  and  psych  tests.  For  some  self- 
assessments  check  out  med.nyu.edu  and  then 
go  to  the  psychiatry  department's  site. 

Coping  at  work 

«  Ask  for  a  private  place  to  work  or  arrange  to 
work  from  home  on  occasion. 

•  Let  fellow  workers  and  managers  know  how  to 
get  your  attention. 

•  Seek  out  opportunities  to  work  in  teams  to 
help  ensure  structure  and  accountability. 

•  Exercise.  Try  yoga. 

•  Create  a  cutoff  time  each  night  for  voice  mail 
and  e-mail  checking. 

•  Engage  in  functional  fidgeting  by  taking  notes 
or  making  lists  during  meetings. 

•  Join  a  support  group  at  chadd.org  or  add.org. 

emotional  response.  Low  dopamine  activ- 
ity may  cause  undiagnosed  ADHD  sufferers 
to  self-medicate,  first  with  sugar  in  child- 
hood, then  with  caffeine,  cigarettes  or  co- 
caine— whatever  helps  them  focus.  Stimu- 
lants such  as  Concerta  and  Adderall  keep 
dopamine  in  the  brain  synapses  longer,  but 
these  pills  can  be  addictive.  Strattera  takes 
a  slighdy  different  approach:  preventing 
the  reuptake  of  norepinephrine,  another 
neurotransmitter  in  the  brain. 

Like  depression  or  anxiety,  ADHD  is 
often  a  closet  sickness.  Deborah  Hoyt  told 


Motor,  have  tucked  confidential  coun 
ing  for  their  employees  with  ADHD 
their  employee-assistance  programs. 
For  others,  a  cottage  industry  of 
1,000  ADHD  coaches  has  sprimg  up  in 
sponse.  Coaches  are  something  Hke  lo 
distance  pseudotherapists  who  underst 
the  ADHD  mind.  Phone  sessions  cost 
tween  $50  and  $400  an  hour  but  an 
covered  by  insurance.  No  stand; 
or  guidelines  yet  exist  for  coache 
Hve  up  to,  and  the  coaching  proi 
can  last  for  weeks  or  months.  Da 
Giwerc,  a  former  Young  &  Rubic 
marketing  director,  was  diagno 
with  ADHD  in  1994  while  train 
as  an  executive  coach.  He  tells  cli( 
to  find  work  that  gets  them  mo\ 
around,  to  guard  against  the  t 
dency  to  reply  to  every  last  e-r 
or  voice  mail,  and,  as  he  d( 
squeeze  a  grip  baU  to  stop  from 
terrupting  people  on  the  phone 
Employers  who  don't  accc 
modate  ADHD-diagnosed  wort 
can  be  sued  under  the  Americ 
with  Disabilities  Act,  but  good 
winning.    Employers    win    / 
cases — all  disability  claims 
eluded — nine  times  out  of  ten, 
cording  to  Patricia  Latham,  a  Wa 
ington,  D.C.-based  attorney.  Fre 
Calef  Jr.,  a  former  production  i 
chanic  at  Gillette,  sued  the  comp 
in  200 1 ,  claiming  it  failed  to  accc 
modate  his  ADHD.  He  lost  the  s 
GiUette  says  it  fired  him  for  thr« 
ening  co-workers.  "Even  if  AD 
does  account  for  his  behavioi 
doesn't  mean  you  can  behave  t 
way,"  says  attorney  Richard  Ward. 

Experts  worry  that  some  adults 
getting  swindled.  Arthur  Caplan,  direc 
of  the  Center  for  Bioethics  at  the  Uni\ 
sity  of  Pennsylvania's  medical  school,  j 
drug  companies  may  throw  pills  at  evf 
one,  while  physicians,  without  agreem 
on  how  to  diagnose,  will  play  along,  a\ 
prescribe  and  hype  the  disease.  "I  have 
doubt  that  there  is  ADHD  in  adults — i 
undiagnosed  ADHD  in  adults,  but  if  ] 
go  looking  for  the  disorder,  you're  goinj 
find  it,"  he  says. 
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ONLY  1  IN  7  PEOPLE  WHO  APPLY  TO  BE  A  HNt^ti 


AL  CONSULTANT  AT  SMITH  BARNEY  MAKES  THE  CUT. 


m 


p  earlier.  Move  faster.  Think  harder.  Effectively  managing  wealth  takes  mettle.  Sheer  will  and  determination.  These  are  the  qualities  that 
ate  a  good  Financial  Consultant  from  a  great  one,  and  the  substance  we  look  for  in  every  FC  we  hire.  Our  Financial  Consultants  are 
red  to  go  through  one  of  the  most  rigorous  training  programs  in  the  industry.  Call  it  hard  work.  Gall  it  sweat  equity.  Call  it  what  you  want. 
Tioney  cannot  be  earned,  or  managed,  without  it.  iVAVw.smithbarney.com  THIS  is  WHO  we  are.  this  is  how  we  earn  it." 

Smith  Barney^ 

citigroupj 


tiqroup  Global  Markets  Inc  All  rights  reserved  Merrber  SIPC  Smith  Barney  is  a  division  and  service  mark  of  Citigroup  Global  Markets  Inc.  and  its  affiliates  and  is  used  and  registered  throughout  the  world.  CITIGROUP  and  the  Umbrella  Device  are 
IS  and  service  marks  of  Citicorp  or  its  affiliates  and  are  used  and  registered  throughout  the  *orld.  THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT  is  a  service  mark  of  Citigroup  Global  Markets  Inc. 


Silver  Bullet 

A  fiber  supplement  may  be  key  to  cracking  the 
muJtibiliion-doiiar  markets  for  sportswear  and 
medical  garb  |  by  susan  kitchens 


TEXTILES  THAT  FIGHT  FOOT  ODOR, 
protect  tender  skin  or  ward  off 
bacteria  that  contaminate  hospi- 
tal garb.  Some  new  discovery?  A 
very  old  one:  the  element  silver. 
Scientists  have  known  for  years  that  sil- 
ver can  kill  germs.  But  while  the  metal  has 
seen  some  clinical  aiitiniicrobial  use,  it  is 
only  now  finding  its  way  into  consumer 
goods.  Meanwhile  medical  companies  are 
looking  at  new  ways  to  use  silver's  bacteri- 
cidal properties  in  products  like  surgical 
threads,  bandages  and  doctors'  coats. 
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Giants  such  as  Dow  Chemical,  DuPont 
and  Smith  &  Nephew  are  pouring  money 
into  manipulating  silver  and  other  agents 
for  use  in  antibacterial  textiles.  But  tiny 
Noble  Fiber  Technologies  in  Clarks  Sum- 
mit, Pa.  has  a  head  start. 

Founder  William  McNally,  a  loqua- 
cious former  marketer  for  Abbott  Labora- 
tories, has  six  full-time  scientists  on  staff. 
In  five  years  Noble  has  licensed  its  silver- 
coated  fibers,  under  the  X-Static  brand,  to 
more  than  100  manufacturers,  including 
apparel  labels  Marks  &  Spencer,  Adidas, 


Puma  and  Spyder.  It  even  got  resear 
heavy  Johnson  &  Johnson  to  come  call 
for  a  new  line  of  bandages.  "We're  goinj 
compete  with  the  biggest  companies,"  $ 
McNally,  "by  teaming  up  with  the  bigge 

Besides  its  bactericidal  abilities, 
Static,  as  its  name  implies,  acts  as  an  ai 
static  and  as  a  good  heat  conductor,  t 
other  notable  properties  of  the  metal, 
kills  me  to  admit  that  my  product  is  a  t 
ter  salesman  than  I  am,"  says  the  foun< 
who  shares  equal  ownership  in  closely  h 
Noble  Fiber  with  Joel  Furey,  an  ex-] 
skier.  McNally  says  sales  of  $12  million 
year  v«ll  triple  this  year. 

Silver  kills  bacteria  by  strangling  the 
tie  buggers.  In  a  warm,  moist  envirormw 
silver  ions,  which  are  highly  "biore 
tive" — meaning  that  they're  itching 
combine  v«th  other  substances — bind  v 
proteins  inside  and  outside  bacterial  i 
membranes.  This  inhibits  cell  respirat 
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Information  that's  delivered  late  is  useless.  Not  to  mention  costly. 
Of  course,  that's  not  something  that  happens  at  your  company.  Or  is  it? 


Producing  and  delivering  business  communica- 
tions seems  simple  enough.  Why,  then,  are  important 
notices  so  often  sent  out  late?  Why  are  critical  pack- 
ages mailed  with  too  little  postage?  Why  are  digital 
documents  frequently  lost  in  cyberspace?  It  all  adds 
up  to  a  logjam  that  prevents  revenue  from  ever 
reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business  and,  often,  a  sizeable  increase  in  profits. 


I  Piiney  Bowes  Inc  All  Rights  Reserved. 


A  good  example:  We  helped  a  major  financial 
institution  reduce  statement  processing  time  by 
two  days  and  cut  reprints  by  over  50%.  The  result? 
Increased  productivity  from  existing  equipment  plus 
savings  of  over  $1  million  a  year. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  ROW  or  visit  pb.com/timely 
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p  Pitney  Bowes 


Engineering  the  flow  of  communication" 


Fiber  Tenhnnlngy 


An  X-Static  sock  kills  odors  and 
acts  as  a  thermal  regulator. 

and  reproduction.  (Don't  worry:  Silver  ions 
don't  easily  penetrate  mammalian  cell 
membranes.)  The  warmer  and  moister  an 
environment,  the  more  effective  the  reac- 
tion, which  explains  silver's  suitability  for 
workout  gear.  The  U.S.  Army  last  year 
bought  5.5  million  pairs  of  socks  contain- 
ing X-Static,  after  soldiers  wear-tested 
products  from  six  manufacturers.  In  the 
2002  Winter  Olympics  five  teams  wore  uni- 
forms made  with  X-Static  fibers. 

McNally  left  Abbott  in  1996  to  start  a 
firm  that  specialized  in  making  electrodes 
used  in  diagnosing  an  eye  disease.  X-Static 
fibers  were  developed  then  as  highly  con- 
ductive and  antimicrobial.  "X-Static  was 
great  in  a  clinical  setting,"  he  says,  "but  I 
wondered  what  it  would  be  like  to  put  it 
into  a  product  where  the  traditional  textile 
characteristics  wouldn't  be  lost."  He  had  a 
T  shirt  and  socks  made  with  the  fibers.  "I 


wore  them  for  two  straight 
weeks,"  he  says.  "I  could  not 
get  them  to  smell." 

"That's  when  I  said, 'What 
am  I  doing  in  electrodes? 
There's  a  giant  consumer 
market  out  there!'"  He  sold 
his  first  business  but  rehired 
some  of  its  scientists  to  start 
up  Noble  Fiber.  Furey  ditched 
plans  for  his  own  gear  line  and 
asked  to  join  forces. 

X-Static  was  backed  by 
studies  from  Pennsylvania 
State  and  Cornell  universities  in  the  U.S. 
and  Yang-Ming  Medical  College  in  Taipei, 
concluding  that  the  silver-coated  fibers 
could  kill  such  disease-causing  germs  as  Es- 
cherichia coli  and  staphylococcus.  Hospi- 
tals liked  that,  but  though  X-Static  was  also 
shown  to  nearly  eliminate  the  presence  of 
Tinea  mentagrophytes  (the  fungus  that 
causes  athlete's  foot)  within  48  hours, 
Noble  Fiber  made  little  headway  in  the 
consumer  market. 

"My  mistake  was  that  I  tried  to  ap- 
proach sporting  goods  companies  with 
clinical  data,"  says  McNally.  "Nobody 
wanted  to  believe  our  claims,  and  who 
could  blame  them?  That  market  is  so  hype- 
driven."  Some  companies,  he  says  irritably, 
are  seUing  polyester  "as  if  it  were  a  revolu- 
tionary material.  They  knit  it  in  a  different 
way  and  call  it  'sweat-transfer,'  but  it's  all 
smoke  and  mirrors." 


Medicinal  Metal 

Legend  has  it  that  2,500  years  ago  Cyrus  the  Great,  king  of  Persia,  commanded  all 
his  troops  to  carry  water  in  silver  jugs,  since  the  drinking  supply  remained 
cleaner  in  silver  than  in  any  other  container.  Silver  nitrate  was  listed  as  a  salve  in 
a  pharmacopeia  published  in  Rome  in  69  B.C.  Pliny  the  Elder  reported,  in  his  Natural 
History  (a.D.  78),  that  silver  "has  healing  properties  ...  [and  is]  extremely  effective  in 
causing  wounds  to  close  up." 

Wealthy  Romans  used  silver  goblets  and  silver  eating  utensils,  and  not  only  be- 
cause the  metal  was  a  sign  of  affluence.  Upper-class  families  held  silver  spoons  to 
their  babies'  mouths  to  ward  off  disease."  Back  then  no  one  knew  exactly  how  silver 
worked,"  says  Dr.  A.  Bart  Flick,  an  orthopedic  surgeon  and  wound-care  specialist 
based  in  Clayton,  Ga.  who  routinely  uses  silver  (in  the  form  of  an  ointment,  silver 
sulfadiazine)  as  a  topical  treatment.  "But  it  was  clear  there  were  benefits— without,  as 
far  as  could  be  determined,  hazards  to  human  health." 

More  recently  silver  has  been  used  to  prevent  eye  infections  in  newborns,  treat 
burns  and  sanitize  rinse  water  for  produce.  -S.K. 


So  he  began  dropping  samples  on  p 
pie  like  Stan  A.  Mavis,  then  chief  execu 
.  of  Pearl  Izumi,  a  Colorado-based  make 
high-end  cycling  and  running  gear.  M^ 
shoved  an  X-Static  T  shirt  into  his  carry 
bag  and  boarded  a  plane  for  Osaka, 
luggage  was  lost,  and  he  ended  up  weaij 
the  shirt  for  seven  straight  days.  "From 
antimicrobial  standpoint,  it  definit 
worked,"  Mavis  says.  He  gave  his  12-ye 
old  a  pair  of  X-Static  socks.  "They  saniti 
his  shoes." 

Within  six  months  Pearl  Izumi  was 
ing  socks  made  from  X-Static  fib( 
(Mavis,  who  is  now  head  of  apparel 
Brooks  Sports,  a  Bothell,  Wash,  sport 
goods  outfit,  says  Brooks  wiU  soon  int 
duce  an  X-Static  product.) 

Other  factors  worked  in  McNali 
favor.  "Particularly  with  situations  like 
outbreak  of  SARS,  there  is  a  heightened  ( 
mand  for  antimicrobials  in  all  forms,"  s; 
Roy  Broughton,  professor  of  textiles  en 
neering  at  Auburn  University.  Fabr 
might  succeed  in  killing  microbes  in  co 
amination-prone  environments. 

Applications  in  the  medical  market ; 

far-reaching.  Antimicrobial  bandages ; 

popular  in  the  global  $2  billion  wound-c 

market:  Among  other  plusses,  they  mj 

possible  less  frequent  painfiil  banda^ 

changing  for  burn  victims.  Meantime  s 

entists  are  developing  antibacterial  wallp 

per,    shower    curtains,    even    pap 

products — useful  for  people  with  phob 

about  anthrax  or  other  infectious  diseas 

Today  the  most  widely  used  cintibac 

rial  substance  is  triclosan,  which  is  usua 

dissolved  in  soaps  and  deodorants.  But  it 

not  as  effective  and  does  not  adhere  as  w 

to  fibers  as  does  silver,  Broughton  says.  A 

a  litde  silver  goes  a  long  way  in  killing  hz 

teria:  Depending  on  the  fabric,  X-Stai 

makes  up  5%  or  less  of  the  overall  garmei 

or  .08  ounces  for  a  2.7-ounce  pair  of  sod 

The  silver  in  X-Static — at  99.9%  pure  s 

ver,  more  pure  than  sterling — can  be  ma 

visible  if  designers  desire  or  invisible  wit 

out  the  aid  of  a  magnifying  glass.  (McNaJ 

says  it  lasts  through  at  least  250  washes.) 

Puma  earlier  this  year  began  makii 

running  apparel  containing  X-Static.  A  s 

ver-clad  T  shirt  runs  $60  at  retail.  For  th 

kind  of  stuff  there  is  a  narrow — but  lucr 

tive— market. 
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Today  we're  the  source  of  many  energies.  In 
the  U.S.,  we  are  the  largest  producer  of  natural 
gas,  the  cleanest  burning  fossil  fuel.  We're  one 
of  the  largest  providers  of  solar  energy  in  the 
world.  And  we're  investing  in  cleaner,  sustainable 
energy  sources  for  the  future,  like  hydrogen. 

It's  a  start. 


beyond  petroleum'^ 


bp.com 


Education 


BMWSB 


Court  dreams:  Lawyers  George 
E.C.  Hayes,  Thurgood  Marshall 
and  James  M.  Nabrit  Jr.  join 
hands  after  their  historic  win. 

former  NAACP  general  counse  # 

Robert  Carter  wrote  in  a  lav  i 

review  article  a  decade  ago 

"With  the  1954  declaration  h 

Brown  v.  Board  of  Education 

I  believed  the  path  was  thei 

clear  for  black  children  t«: 

receive  an  equal  education 

My    confidence     in    th' 

inevitability  of  this  resul 


now  seems  naive. 


Desegregation's 
Broken  Promises 

Fifty  years  after  Brown  v.  Board  of  Education,  the 
courts  still  haven't  solved  the  problems  in  urban 
schools.  But  innovators  like  KIPP  are  getting 
some  surprising  results 


SEVEN-YEAR-OLD  LINDA  BROWN 
lived  seven  blocks  from  Sum- 
ner Elementary  School  in 
Topeka,  Kans.  But  each  morn- 
ing she  had  to  leave  her  house 
an  hour  and  20  minutes  be(<ire  the  start 
of  school,  cross  a  rail  yard  and  'hen  catch 
a  bus  to  a  school  for  black  children.  When 
Linda's  father  tried  to  switch  his  daughter 
to  nearby  Sumner,  he  was  turned  away. 
Sumner  was  for  whites. 

Fifty  years  ago  the  U.S.  Supreme 
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Court  heard  Linda  Brown's  story.  A  few 
months  later,  in  Brown  v.  Board  of  Edu- 
cation of  Topeka,  the  court  ruled  segre- 
gated schools  unconstitutional.  "'Sepa- 
rate but  equal'  has  no  place,"  the  justices 
declared.  "Separate  educational  facilities 
are  inherently  unequal." 

Today  about  375  school  districts  still 
operate  under  court  desegregation 
orders.  (Topeka  itself  was  released  in 
1999.)  But  the  hopes  once  invested  in 
Brown  have  gone  largely  unrealized.  As 


M^^^-^^-^  Today    the    averag^ 

black  12th  grader  reads  at  thJ 
level  of  an  average  white  8th  grader  am 
has  the  math  skills  of  a  white  7th  grade* 
And  what  started  in  Brown  as  a  simplr 
push  to  rid  the  country  of  an  obviou 
wrong  has  become,  over  the  years,  some 
thing  else.  The  elimination  of  explici 
legal  separation  in  the  South  turned  int( 
court-ordered  busing  and  the  redrawinj 
of  school  districts  nationwide.  Yet  whiti 
resistance  and  then  flight  meant  most  dis 
tricts  never  became  truly  integrated.  Anc 
so  civil  rights  groups  and  courts  shiftec 
from  just  moving  students  to  movinj 
dollars — seeking,  in  essence,  to  make  sep 
arate  more  equal,  by  funneling  big  dollar 
to  minority  districts. 

In  one  of  the  most  notable  sue! 
cases,  decided  in  1984,  a  federal  judge  ii 
Missouri  ordered  a  doubling  of  Kansa 
City's  property  tax,  an  income  tax  sur 
charge  and  extra  state  contributions  t( 
finance  $2  billion  in  spending  on  Kansa 
City's  schools.  What  followed  was  ; 
decade  of  lavish  excess — new  school: 
boasting  television  and  animation  stu 
dios,  a  planetarium,  a  model  Unitec 
Nations  with  simultaneous  translatioi 


cpanding  Business  Continuity  Horizons 

"In  the  grand  scheme  of  things,  business  continuity  is  the 

nunnber-one  thing  on  every  IT  person's  nnind." 


Steve  Kenniston,  Analyst,  Enterprise  Storage  Group 


Disastrous  events  of  the  past  two  years  have  deeply 
changed  our  personal  and  professional  perceptions. 
Septennber  1 1  was  a  brutal  wake-up  call,  a  once-in-a- 
lifetime  warning  that  things  will  never  be  the  same. 
This  year's  East  Coast  blackout  on  August  14  was  an 
additional  bucket  of  cold  water  in  the  face  of  a  coun- 
try that  now  finds  itself  living  in  very  uncertain  times. 

While  September  1 1  was  a  localized'event,  August  14 
constituted  a  rolling,  regional  disaster  that  shut  down 
every  power  source  in  its  path  as  it  swept  across  a 
wide  swath  of  the  eastern  U.S.  and  Canada.  If  Sep- 
tember 1 1  underscored  the  importance  of  backup 
and  replication  systems  for  IT  professionals,  August 
1 4  made  it  clear  that  primary  and  secondary  data 
centers  needed  to  be  separated  by  a  minimum  of  500 
miles  to  create  a  truly  safe  haven  for  corporate  data. 

"You  can't  just  assume  a  disaster  or  failure  will  be  iso- 
lated to  a  single  building,"  says  Richard  Villars,  vice 
president.  Storage  Systems  with  IDC."You  have  to 
worry  about  regional  disasters." 

Bottom  line:  In  a  relatively  short  period,  business  con- 
tinuity has  gone  from  an  optional  insurance  policy  to 
a  business-critical  resource  with  new  distance  require- 
ments.This  transition  has  not  been  lost  on  the  high- 
est levels  of  management,  where  C-level  executives 


are  feeling  heat  from  their  stakeholders  —  who  don't 
want  to  see  their  investments  squandered  —  and 
government  regulators  —  who  have  thrown  down  a 
gauntlet  of  data  protection  mandates. 

These  mandates  span  a  variety  of  industries  and 
amount  to  more  than  1 0,000  regulations  in  the  U.S. 
alone,  including  health  care  (HIPAA),  financial  servic- 
es (SEC  1 7a4),  corporate  accountability  (Sarbanes- 
Oxley  Act),  life  sciences  (21  CFR  Part  II)  and  govern- 
ment (DoD  501 5-STD).  Elsewhere  in  the  world,  the 
story  is  similar,  from  the  Basel  II  accord  for  global 
finance  to  RIP  and  FAS  in  the  U.K.,  to  COB  in  France. 
Beyond  government  regulators,  investors  and  even 
insurers  are  insisting  that  businesses  put  in  place  fea- 
sible business  continuity/disaster  recovery  plans  to 
protect  critical  information. 

Even  before  the  urgency  spurred  by  regulations  and 
disasters,  the  need  to  address  business  continuity 
issues  had  been  coming  to  the  fore. Technology  has 
been  woven  into  the  business  fabric.The  Internet  has 
changed  the  hours  of  business  operation  to  all  hours. 
And  no  longer  do  organizations  operate  as  inde- 
pendent entities.  Suppliers,  customers  and  partners 
are  linked  via  byzantine  IT  and  business  infrastruc- 
tures that  have  blurred  the  lines  between  one  busi- 
ness and  another. 


ADVERTISEMENT 


The  best  recovery  plans  are  based  on  ho 

organizations  balance  three  factors:  recovery  spee 

how  much  data  loss  is  tolerable  (if  any)  and  cost 


With  so  many  transactions  occurring  so  rapidly,  the 
tolerance  for  downtime  has  all  but  disappeared. 
Customer  service,  e-mail  and  a  spectrum  of  revenue- 
producing  applications  have  to  be  up  and  running 
around  the  clock  or  the  results  are  catastrophic. 
A  simple  software  bug  now  has  the  potential  to  cost 
millions  of  dollars  in  downtime.  Retail  brokerage  firms 
may  lose  up  to  $6.45  million  per  hour  if  their  systems 
are  down  and  their  data  is  unavailable.  And  those  are 
just  the  immediate  costs.The  secondary  fallout  caused 
by  bad  PR  and  depressed  valuations  can  cost  untold 
millions  more. 

Not  only  has  the  Internet  made  it  possible  for  e-busi- 
nesses to  operate  around  the  clock,  but  its  global 
reach  also  has  created  unprecedented  access  to  pre- 
cious —  and  frequently  unprotected  —  corporate 
data.  As  a  result,  viruses  and  denial  of  service  have 
become  commonplace.  Suddenly,  it  seems,  every- 
body is  vulnerable. 

Developing  a  Business  Continuity  Plan 

The  goals  of  a  business  continuity  plan  are  simple  and 
straightforward:  survive  outages  and  resume  opera- 
tions ASAR  Formulating  a  resilient  plan  to  meet  those 
goals,  however,  is  anything  but  simple  and  straight- 
forward. It  all  starts  with  a  basic  understanding  of  your 
data,  and  that  is  where  many  organizations  go  wrong. 

According  to  Steve  Kenniston,an  analyst  with  Enter- 
prise Storage  Group,"The  biggest  factor  you  find  in  the 
beginning  is  that  IT  hasn't  done  a  clear  enough  analy- 
sis of  what's  going  on  in  their  environments  from  a 
data  perspective.They  don't  know  how  much  data 
they  have,  they  don't  know  what  types  of  data  they 
have  and  they  don't  understand  how  much  it  costs 
them  when  they  can't  access  that  data." 

Once  businesses  gain  a  basic  understanding  of  their 
data,  they  need  to  analyze  the  impact  of  downtime 
on  each  of  their  critical  applications  —  keeping  in 
mind  that  some  applications  require  long-distance 
replication  capabilities  while  others  don't  require 
backup  at  all.  Once  the  business  impact  of  downtime 
is  assessed,  applications  can  be  prioritized. 


(I 

The  best  recovery  plans  are  based  on  how  organ 
tions  balance  three  factors:  recovery  speed,  I 
much  data  loss  is  tolerable  (if  any)  and  costs.  De  u 
mining  the  recovery-time  objective  (RTO)  and  rei  li 
ery-point  objective  (RPO)  will  define  how  fas] 
enterprise  needs  to  recover  in  order  to  survive. 

RTO  defines  the  time  frame  in  which  specific  busii  li 
operations  must  be  restored.  It  answers  the  quest  ie 
How  long  can  a  business  afford  to  be  down?       |  ii( 

i  k 
RPO  defines  the  point  in  time  at  which  to  recow 
answers  the  question.  How  much  data  can  the  b  iif 
ness  afford  to  lose? 

les 
The  specific  RTO  and  RPO  determine  which  data  ni  ts 
cation  and  recovery  option  a  business  needs  and  li  n< 
much  it  will  cost.  |  ^r 

m 
Annualized  Loss  Expectancy: 
The  Baseline 

Three  techniques  have  dominated  determinatio 
business  continuity  needs:  business  impact  anah 
vulnerability  assessment  and  threat  analysis.  Uni  is 
tunately,each  has  fatal  flaws.  Business  impact  am  ?t 
sis  ranks  loss  potential,  but  fails  to  consider  vulm'  h 
bility  to  threats.  Vulnerability  assessment  evalui 
weak  links  and  single  points  of  failure,  but  ignores 
comparative  likelihood  of  threats.Threat  analysis 
to  consider  possible  disaster  occurrence  rates. 

I  'fei 
These  and  other  business-continuance  assessmi  a 
tools  tend  to  focus  on  the  impact  of  catastrop 
natural  disasters  and  acts  of  terrorism.  In  so  doi 
they  ignore  smaller,  but  more  frequent  sources  of  ( 
ages  ranging  from  scheduled  downtime  for  sysl 
maintenance  to  problems  such  as  software  bi 
These  problems  clearly  have  less  impact  per  ii 
dence  than  a  natural  disaster,  but  cumulatively 
amount  to  significant  budget  dollars. 
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Annualized  loss  expectancy  properly  evaluate; 
outage  causes  and  weights  them  according  to  tl 
likely  frequency  and  an  organization's  vulnerabi 
to  each.  For  example,  if  a  natural  disaster  has 
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ted  impact  of  $1 0  million  but  a  likely  frequen- 
)nce  in  1 00  years,  the  annualized  loss  expectan- 
uld  be  $100,000.  A  scheduled  daily  outage  that 
$250  impact  on  business  amounts  to  roughly 
me  loss  expectancy  per  year.  Only  a  cumulative 
ation  of  loss  expectancies  creates  a  valid  foun- 

on  which  cost  benefits  can  be  determined  and 
IS  on  investments  can  be  measured.  Only  then 
)ssible  to  accurately  allocate  budget  dollars  for 

ss  continuance. 

:hi  Data  Systems  Can  Help 

i  Data  Systems  is  recognized  as  the  leading 
ier  of  high-availability  storage  solutions.  A  less- 
nown  fact  is  that  Hitachi  Data  Systems  provides 
iber  of  services  that  help  organizations  determine 
lue  of  their  data,  their  annualized  loss  expectan- 
?ir  recovery-time  objective  and  their  recovery- 
objective  as  a  basis  for  building  cost-effective 
ess  continuity  plans.  Experienced  Hitachi  con- 
its  can  outline  the  actions  required  for  an  organ- 

to  come  into  compliance  with  myriad  data  pro- 
n  regulations.  Moreover,  they  can  identify  how  the 
ology  used  to  insure  against  disasters  can  pay  for 
via  various  productivity  gains  derived  from 
ing  parallel  processing  of  data  and  other  factors. 

•ganization  has  more  experience  helping  busi- 
es employ  remote  disk-based  replication  to 
e  that  businesses  can  pick  up  operations  rapid- 
d  with  minimal  data  loss  and  corruption  in  the 
t  of  a  wide-area  disaster. 

jurse,  Hitachi  Data  Systems  also  provides  a  full 
;  of  backup  and  rapid-recovery  solutions  to  min- 
retovery  time  and  alleviate  other  insufficiencies 
iated  with  tape  while  preserving  the  cost  advan- 
5  of  this  media. 

tions  from  Hitachi  Data  Systems  and  its  partners 
e  from  enhancing  backup  through  local  mirror- 
o  eliminating  the  backup  window  and  lessening 
)ackup's  impact  on  server  performance,  to  solu- 
5  that  transmit  backup  data  to  an  offsite  tape- 
ting  facility. 

brfull  resiliency  and  faster  recovery  in  the  event 
wide-area  disaster,  Hitachi  Data  Systems  offers 
chi  TrueCopy™  remote  replication  and  Hitachi 
lowlmage™  in-system  replication  software. 


NACA  Logistics: 
Safely  Shipping  Data  Along  With  Goods 


What's  the  most  important  thing  in  the  freight  shipping  business? ; 
If  you  said  delivering  the  shipment,  you're  right. 

The  next  most  important  thing?  Data.  "Second  only  to  the  actual 

movement  of  the  freight  is  the  importance  of  moving  the  data  that 

moves  the  freight,"  says  Biju  Kewalram,  CIO  of  New  American 

Consolidators  Association  (NACA)  Logistics. 

NACA  Logistics,  a  consortium  of  shipping  consolidators  based  in  Carson, 
Calif.,  constitutes  the  largest  consolidator  of  ocean  freight  in  the  world.  As 
of  July  2000,  NACA  began  functioning  as  a  coordinated  group  of 
separately  operating  transportation  companies. 

For  each  shipment  moved  by  a  NACA  company,  an  estimated  300  pieces 
of  associated  data  must  move  too.  NACA's  Information  Technology 
Division  manages  and  moves  that  data  among  customers,vendors,  agents ; 
and  staff  worldwide.  And  the  data  must  be  available  around  the  clock. 

Like  any  growing  operation,  NACA  reached  the  point  where  it  was  time  to 
upgrade  its  system  infrastructure.  And  the  company  established  new 
requirements  with  regard  to  recovery.  Previously  the  company  would 
tolerate  the  loss  of  five  hours  of  data."Now  we  don't  want  to  lose  more 
than  two  hours,"  explains  Kewalram. 

Furthermore,  in  the  event  of  a  system  failure,  the  company  wanted  to 

restore  the  full  data  set  in  no  more  than  10  minutes.  To  enforce  these 

requirements,  the  IT  group  established  new  service-level  agreements 

'  with  the  other  NACA  operations. 

NACA  Logistics  now  runs  three  primary  applications  in  its  data  center: 

Directions,  an  Oracle  database  application  for  import  shipments; 

Oracle  Financials;  and  FreightPro,  the  most  critical  application  in 

terms  of  data  currency,  which  handles  export  shipments.  FreightPro 

runs  on  the  IBM  UniData  database. 

The  applications  reside  on  three  SunFire  V880  servers  in  a  cluster^ 

managed  by  VERITAS  clustering  software.  Attached  to  the  duster 

is  a  3  TB  Hitachi  Lightning  9970  V  disk  array  running  Hitachi's 

■     TrueCopy,  Shadowlmage  and  SplitSecond  replication  and 

business  continuity  software.  The  Hitachi  software  also  makes 

an  extra  copy  of  the  data  for  a  staging  server.  From  thete, 

^  NACA  backs  up  the  data  to  tape,  which  is  shipped  off-site  for  j 

1    added  protection. 

The  frequent  data  replication  and  fast  restoration  enabled 

by  Hitachi  ensure  that  the  data  is  protected.  "Everybody 

here  can  sleep  better  now,"  says  Kewalram. 


ADVERTISEMENT 


A  More  Cost-Effective  Approach  to  Data  Replication 
Over  Any  Distance 

Remote  data  replication,  a  key  strategy  in  protecting  data  and 
ensuring  data  availability,  used  to  be  something  only  the  very 
largest  companies  could  afford.  However,  the  successful  test  of 
asynchronous  block-level  data  replication  over  an  IP  network  by      ' 
Hitachi  Data  Systems,  Sprint  and  Cisco  suddenly  made  remote 
data  replication  across  long  distances  feasible  even  for  small  and 
midsize  organizations. 


Until  the  Hitachi-Sprint-Cisco  breakthrough,  long-distance  repli- 
cation was  a  costly  and  difficult  problem  to  solve.  Business  conti- 
nuity/disaster recovery  plans,  now  widely  mandated,  require  the 
movement  of  critical  data  to  distant  locations.  The  few  options 
organizations  historically  had  were  prohibitive  for  all  but  the 
largest  enterprises,  due  to  either  the  costly  nature  of  the  WAN 
connections  and  equipment  or  the  significant  distance  and 
speed  limitations  involved.  M^Mir-'C'^^i'^V  ■' 

For  example.  Fibre  Channel  extension  has  a  45-mile  practical 
distance  limit,  direct  SONET  access  and  Dense  Wavelength 
Multiplexing  are  too  expensive,  and  Dark  Fiber  is  too  expen- 
sive and  complex.  ^.^IMFiaM^Bfo^fr  Ikf'"^'"'*' 

Asynchronous  Remote  Replication  Breakthrough 

In  an  industry  first,  Hitachi-Sprint-Cisco  demonstrated  that 
organizations  can  replicate  data  from  a  production  database 
asynchronously  across  a  SONET  network  using  Fibre  Channel 
over  IP  (FCIP)  technology  at  a  distance  of  more  than  3,600  miles.      , 
The  use  of  FCIP  technology  avoids  the  need  for  any  of  the 
expensive  alternatives.  Instead,  it  makes  feasible  the  use  of  low- 
cost,  ubiquitous  IP  networking  to  transfer  block-level  SAN  data. 

The  solution  used  for  this  test  consisted  of  an  HDS  991 0  storage      ' 
array,  tW6  Cisco  MDS  9509  Fibre  Channel  switches  and  a  SunFire 
V88G  host.This  equipment  was  a  subset  of  the  equipment  in  a  typ- 
ical SAN,  which  connected  various  Windows  XP  and  2000  hosts, 
multiple  Unix  hosts:(Linux,  AIX,  Solaris),  as  well  as  several  different 
storage  arrays  from  HPS,: EMC  and  IBM.  The  SAN  was  connected  to 
the  two  Cisco  MDS  swit(;.h.|$;  each  with  an  IP  services  blade  installed. 
g,^  An  Oracle  database  of  abtof^il  2:8  (|p  ran  on  the  SunFire  V880.The  HDS 
storage  array  was  equippe(ty\/ith  TrueCopy  data  replication  software. 


TrueCopy  software  replicates  information  bet 
Hitachi  Freedom  Storage™  systems  without  impe 
server  performance.  Operating  in  asynchronous  i, 
wihich  allows  replication  across  any  distan 
TrueCopy  software  protects  against  rolling  disast(| 
ensuring  the  existence  of  an  input/output-consi 
copy  of  data  regardless  of  the  type  of  disasteii  a 
means  recovery  time  is  frequently  measured  in  min 

Shadowlmage  software  delivers  parallel  processing 
improved  productivity  through  consolidated  wor-' 
operations.  With  Shadowlmage  software,  business^ 
replicate  information  within  the  Hitachi  Free 
Storage  Lightning  9900™, Thunder  9200™  and  Thi 
9500™  V  Series  storage  systems  without  disruij  [ 
operations  or  overall  performance  levels.  Once  cc 
data  can  be  used  for  data  warehousing/data  m 
applications,  backup  and  recovery,  application  d 
opment  or  nondisruptive  disaster  recovery  tedn 
Combined  with  TrueCopy  software,  Shadowlrijt 
software  enables  users  to  maintain  up  to  20  cop'  ^ 
critical  information  '^ 
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Hitachi  Data  Systems: 

A  Partner  Beyond  Technology 

Hitachi  Data  Systems  can  help  you  implemen 
appropriate  solution  derived  from  the  full  range  o1 
sible  approaches.The  company  has  uniquely  rep|  j^, 
ed  thousands  of  terabytes  of  critical  data  over  t| 
sands  of  miles  for  customers.  Why  was  Hitachi  s 
Systems  the  vendor  of  choice?  Developing  technci  pei 
that  replicates  data  over  any  distance  is  just  a  sta 
point.  It  is  experience  and  a  true  culture  of  partne  " 
that  makes  the  difference  when  the  life  of  an  orga 
tion  is  at  stake. 


—  by  Bruce  H 
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ect,  puts  the  long-distance  replica- 
tion required  for  truly  effective'^Bilipflss'  continuity/disaster  recovery         ^ 

within  the  reach  of  small  and  mi<^size  organizations.  For  large  "^SSSSBS^  For  more  information  a 

organizations,  it  provides  a  much  lower  cost  alternative.  Hitachi  Data  Systems  and  its  business  contir 

solutions,  please  visit  www.hds.cor 
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)ility,  even  a  zoo.  By  1991  Kansas 
vas  shelling  out  $9,412  per  student, 
)ared  with  S2,854  to  S5,956  in  the 
rbs.  Despite  this  flood  of  dollars, 
enrollment  dropped  from  27%  to 
and  the  test  scores  of  black  students 
nsas  City  didn't  improve, 
ate  courts  have  gotten  into  the  act, 
■>o  far,  courts  in  19  states  have  found 
ions  of  state  constitutions  in  the  way 
)ls  are  funded,  according  to  the  Edu- 
I  Commission  of  the  States.  Some  of 
rulings  are  pretty  creative.  In  June 
York's  highest  court  ruled  that  the 
is  \iolating a  constitutional  require- 
to  provide  "a  system  of  free  corn- 
schools"  to  New  York  City  students, 
te  the  fact  that  $10,795  per  student 
pent  in  the  city's  schools  in  2000-01. 
was  slighdy  lower  than  the  New  York 
average  of  $10,922,  but  greater  than 
erage  spent  in  any  other  state, 
gather  than  wait  for  independent 
tiffs,  school  districts  themselves  now 
times  bring  these  suits  as  a  revenue 
In  one  bizarre  twist,  districts  in  Ari- 
have  exploited  federal  desegregation 
rs  and  civil  rights  monitoring  to 
)e  state  laws  that  limit  their  ability  to 
taxes.  Spending  designated  for 
gregation  and  civil  rights  has  been 
[ly  exempt  from  these  limits,  and  so, 
1990,  the  number  of  Arizona  dis- 
s  spending  under  such  orders  has 
jed  from  10  to  19,  says  Michael 
ter  of  the  Arizona  Tax  Research  Asso- 
on.  In  Tucson,  spending  this  year  on 
egregation"  totals  $62  million,  18% 
le  school  district's  budget,  he  adds. 
>o  the  courts  today  are  keeping  the 
ley  flowing.  Yet  urban  districts  typi- 
'  already  spend  more  than  average 
lout  solving  the  problem  of  rotten 
schools.  The  failure  of  money  to 
'rove  the  performance  of  schools  is, 
:hat  matter,  a  ubiquitous  phenome- 
:  Real  spending  per  student  nation- 
£  has  almost  doubled  over  the  past 
e  decades,  with  no  significant  increase 
est  scores.  "The  big  question  about 
schools  is  not  whether  we're  spend- 
enough  on  them,  but  whether  we're 
ing  our  money's  worth,"  Fordham 
ndation  President  Chester  Finn  Jr. 
.'d  recently. 


After  Brown,  districts  resisted  integration. 
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I  Dallas  began  court-ordered  busing  in 
1971.  Like  many  cities,  it  has  seen  a 
sharp  drop  in  white  enrollment. 

63% 

■  ^0  0/^  of  ^|,jfg  students 

H    H  in  Dallas  schools 

■  ■    38% 
I    I    ■    30% 

Mil 

'67     70     76     '80     '86     '90     '96     '00 

Sources:  Civil  Rights  Project,  Harvard  University:  School 
Desegregation  in  the  Zlst  Century:  Forced  Justice. 

Maybe  it's  no  coincidence,  then,  that 
some  of  the  most  impressive  results  these 
days  are  being  achieved  by  a  group  of  32 
public,  mostly  charter,  schools  that  were 
built  from  the  ground  up  by  dedicated 
teachers  and  principals — not  structured 
from  the  top  by  educrats  or  a  judge. 
Under  the  banner  of  KIPP  (for  Knowledge 
Is  Power  Program),  the  schools  focus  on 
teaching  the  basics  in  orderly  classrooms 
(see  story,  p.  120).  KIPP  doesn't  buy  plane- 
tariums  or  Olympic  pools.  It  spends  its 
money  on  a  longer  school  day  and  year. 

One  fan  of  KIPP  is  Harvard  history 
professor  Stephan  Thernstrom,  who  with 
his  wife,  U.S.  Civil  Rights  Commissioner 
Abigail  Thernstrom,  has  just  released  a 
book  (No  Excuses:  Closing  the  Racial  Gap 
in  Learning)  that  takes  a  wide  look  at  what 
has  and  hasn't  worked  to  date.  "What 
matters  about  a  child's  education  is  not 
primarily  the  color  of  their  classmates," 


Education 

he  says.  "What  matters  is  the  quality  of  the 
school,  the  quality  of  the  teaching  and  the 
structure  of  the  school.  Great  results  can 
be  obtained  with  students  of  any  color  if 
the  school  is  really  good." 

Thernstrom  points  out  that  he  isn't 
alone  in  this  conclusion.  "In  city  after 
city,"  he  observes,  "the  black  political 
leadership  has  come  to  regard  the  quest 
for  racial  balance  as  misguided.  In  St. 
Louis,  in  Denver,  in  a  series  of  other  cities, 
black  mayors  have  said,  'Enough  of  this 
effort,  let's  concentrate  on  having  better 
schools  within  our  city.'" 

Indeed,  as  important  as  Brown  was  in 
establishing  a  basic  right,  the  decades  of 
court  batdes  that  followed  too  often  dis- 
tracted school  boards,  administrators  and 
even  parents  from  focusing  on  what  stu- 
dents, particularly  poor  ones,  need  to  learn. 

And  racial  balance  was  never  achieved 
anyway — stalled  by  one  barrier  and  then 
another.  In  the  years  immediately  after 
Brown  intransigent  southern  states  sim- 
ply refused  to  follow  the  law.  Georgia 
withheld  funds  from  districts  that  inte- 
grated. In  Virginia  some  white  schools 
shut  their  doors  entirely.  Other  states 
required  black  children  to  meet  onerous 
standards  to  attend  white  schools.  As  a 
result,  nine  years  after  Brown,  just  1%  of 
black  students  in  the  South  went  to 
school  with  even  a  single  white  child. 

By  the  late  1960s  judges  began 
responding  with  sweeping  student  reas- 
signment and  busing  plans.  And  rather 
than  limit  these  plans  to  states  that  had 
operated  explicitly  separate  school  sys- 
tems, the  courts  and  executive  branch 
extended  them  to  northern  districts  that 
had  never  had  legal  segregation.  The 
result  was  fierce  controversy  but  also  a 
temporary  surge  in  integration.  Between 
1968  and  1972  the  share  of  black  students 
attending  mostly  white  schools  rose  from 
23%  to  36%. 

Yet  it  wasn't  long  before  this  trend 
stopped.  The  reason:  white  flight,  to  both 
the  suburbs  and  private  schools.  A  1973 
desegregation  plan  in  Memphis  led  to  a 
single-year  loss  of  35%  of  the  district's 
whites.  Add  such  flight  to  the  movement 
of  middle-class  whites  to  the  suburbs  for 
other  reasons — more  space,  newer  hous- 
ing stock — and  desegregation  today  is  no 
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greater  than  it  was  35  years  ago.  In  1968 
the  average  black  student  attended  a 
school  that  was  32%  white;  by  2000  it 
stood  at  31%. 

But  the  averages  actually  overstate  the 
degree  of  integration.  Consider:  If  two 
black  children  each  go  to  a  city  school 
that's  1%  white  and  one  black  child  goes 
to  a  suburban  school  that's  97%  white, 
the  three  children  on  average  are  attend- 
ing schools  that  are  33%  white.  A  look  at 
city-by-city  numbers  gives  a  clearer,  even 
less  encouraging  view  of  what's  hap- 
pened. Between  1967  and  2000  white 
enrollment  dropped  from  63%  to  8%  in 
Dallas,  73%  to  15%  in  Boston,  and  73% 
to  19%  in  Milwaukee. 

Moreover,  even  in  cities  and  suburbs 
where  there  has  been  some  real  integra- 
tion, such  as  Wilmington,  Del.,  it  doesn't 
seem  to  have  made  much  difference  in 
educational  achievement.  David  Armor,  a 
professor  at  George  Mason  University 
and  frequent  consultant  (for  defendant 
school  systems)  in  desegregation  cases, 
finds  that  black  students  in  segregated 
schools  learn  about  as  much  as  blacks  in 
integrated  schools.  "It  is  quite  clear  that 
the  racial  composition  of  student  bodies, 
by  itself,  has  no  significant  effect  on  black 
achievement,  nor  has  it  reduced  the 
black-white  gap  to  a  significant  degree," 
he  concluded  in  a  2002  essay 

One  reason  for  this  limited  effect  may 
be  that  schools  don't  really  play  such  a  big 
role  in  creating  that  gap.  If  the  gap  were 
due  mostly  to  schools,  the  difference  in 
scores  would  be  very  small  when  kids  first 
start  school  and  grow  much  larger  over 
time.  But  that's  not  the  case.  For  reading, 
the  black-white  gap  stays  about  the  same 
from  1st  to  12th  grade,  while  for  math  it 
grows  only  a  little. 

Of  course,  the  fact  that  schools  aren't 
creating  these  gaps  doesn't  mean  that 
innovative  schools  like  KIPP  can't  do 
plenty  to  narrow  or  eliminate  them.  But 
is  more  money — the  focus  of  the  current 
crop  of  suits — the  answer?  "It  is  possi- 
ble," says  Harvard's  Thernstrom,  "that 
to  do  something  really  significant  to 
improve  education  will  cost  more.  But  it 
does  not  follow  that  simply  spending  a 
lot  more  blindly  will  accomplish  any- 
thing at  all."  F 
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No  Shortcuts 

KIPP  DC  students  spend  twice  as  many  hours 
on  the  basics,  and  it  shows. 

KIPP  DC:  KEY  ACADEMY,  A  MIDDLE  SCHOOL  IN  A  POOR  NEIGHBORHOC 
southeast  Washington  D.C.,  is  no  model  of  racial  integration.  Last  y 
didn't  have  a  single  white  student.  This  year  it  has  one.  But  the  absen 
white  pupils  certainly  doesn't  hamper  the  progress  of  its  overwhelm 
black,  low-income  students  and  isn't  something  the  staff  and  students  w 
seem  to  have  the  time  to  worry  about. 

They're  too  busy  working  long  hours  on  the  basics.  At  KIPP  DC  students  attend 
from  8  to  5  Monday  through  Thursday,  and  until  3:30  on  Friday.  They  also  att( 
half  day  on  Saturday  and  an  extra  month  in  the  summer.  In  all  they  spend  two-t 
longer  in  class  than  the  D.C.  average.  They  also  leave  school  with  two  hours  of  h( 
work  to  complete  each  evening  and  their  teachers'  cell  phone  numbers.  There  ai 
excuses  for  not  understanding  the  assignment. 

The  long  hours  and  staff  dedication  pay  off.  The  average  fifth  grader  enter 
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school  here  with  the  test  scores 
of  an  average  third  grader.  But 
in  less  than  a  year  most  have 
caught  up  to  grade  level  and 
within  two  years  most  test  ahead 
of  their  grade.  Such  improve- 
ment is  almost  unheard  of — 
except  at  other  KIPP  academies 
around  the  nation.  KIPP  Acad- 
emy New  York,  for  example,  has 
been  the  number  one  public 
middle  school  in  the  Bronx  in 
reading,  math  and  attendance 
every  year  since  1998. 

KIPP  was  launched  in  Hous- 
ton in  1994  by  Michael  Feinberg 
and  David  Levin,  two  young  dreamers 
who  had  spent  two  years  working  in  the 
Teach  for  America  program.  It  has  been 
expanding  rapidly  since  2002  with  the 
help  of  $25  million  from  Gap  founders 
Doris  and  Donald  Fisher  to  train  new 
principals.  Right  now  KIPP  focuses  solely 
on  grades  5  to  8,  with  32  public  charter 
and  contract  schools  in  26  cities.  But  it 
has  plans  in  the  works  for  a  high  school 
and  a  preschool  program,  too. 

What  makes  KIPP  work?  "The  pre- 
mise is  that  there  are  no  shortcuts,"  says 
Feinberg.  "There's  no  quick,  easy,  magi- 
cal way  that  we  can  give  kids  all  these 
academic,  intellectual  and  character 
skills,"  he  says. 

During  the  week,  kids  at  KIPP  DC  put 
in  seven  hours  a  day  on  reading  and  writ- 
ing, math,  social  studies  and  science. 
That's  twice  as  much  as  at  a  typical  D.C. 
public  middle  school.  KIPP  saves  most  of 
the  extras  for  Saturdays,  when  every  stu- 
dent learns  to  play  an  instrument  in  the 
orchestra  and  can  choose  from  such 
activities  as  soccer,  ballet  and  chess. 

The  facilities  are  unimpressive.  KIPP 
DC  spent  its  first  year  operating  out  of  a 
church  basement,  and  it  now  occupies  the 
second  floor  of  an  old  commercial  build- 
ing that's  been  converted  into  a  school. 
While  KIPP  cherrypicks  teachers — only 
those  dedicated  enough  for  the  long 
day — it  doesn't  take  only  the  best  stu- 
dents. Entrance  is  by  lottery.  And  once 
kids  are  in,  KIPP  doesn't  just  kick  them 
out  if  they  have  trouble  fitting  in  or  doing 
the  work,  hi  three  years  its  D.C.  school 
has  expelled  just  one  student. 


KIPP  DC:  school  from  8  to  5  and  two  hours  of  homework. 


Parents  play  an  essential  role  here. 
Before  a  new  student  ever  sets  foot  in 
KIPP  DC,  two  staff  members  visit  the 
child's  house  to  meet  with  the  family  and 
lay  out  expectations:  on-time  arrival  at 
school  each  morning;  homework  finished 
every  night;  and  a  visit  by  a  parent  to  the 
school  any  time  a  problem  arises.  Subur- 
ban parents  often  gripe  that  their  kids  get 
too  much  homework,  but  it's  typically  a 
lot  less  than  at  KIPP,  where  students,  par- 
ents and  teachers  all  sign  an  agreement 
spelling  out  expectations. 

Lisa  Thomas,  whose  11 -year-old, 
Hope,  entered  KIPP  DC  in  2001,  couldn't 
be  more  pleased.  In  two  years  Hope  went 
fi:om  a  floundering  C  student  to  honor- 
roll  perennial.  Worried  one  Saturday  that 
her  daughter  might  be  getting  burned 
out,  she  offered  her  the  option  of  staying 
home.  Hope  wouldn't  hear  of  it.  "Under 
no  circumstances  does  she  want  to  miss  a 
day  from  school,"  says  Thomas.  "Ever 
since  KIPP,  she  talks  about  college.  She 
talks  about  grade  point  averages.  She  talks 
about  her  transcripts.  And  she  already 
knows  where  she  wants  to  go  to  school. 
She  wants  to  go  to  Princeton." 

That's  no  accident.  Feinberg  and 
Levin  are  intent  on  preparing  students  for 
college — both  academically  and  in  their 
aspirations.  College  pennants  line  KIPP 
DC's  hallways.  Each  classroom  is  named 
for  the  homeroom  teacher's  college. 

As  part  of  what  Feinberg  describes  as 
KIPP's  "whatever  it  takes"  philosophy,  the 
school  uses  both  bribes  and  punishment 
to  motivate  students.  Each  week  students 
get  "paychecks"  they  can  spend  at  the 


school  store.  The  amount  t 
get  depends  on  how  hard  t 
work  and  how  well  they  behj 
Those  earning  enough  "dolli 
over  the  year  get  a  trip  to  Dis 
World  or  another  fun  desti 
tion.  Along  the  way  they  t 
college  campuses. 

For  discipline  KIPP  DC 
"the  bench."  A  student  wh 
benched  stays  in  class,  but  c; 
talk  to  other  kids  and  is  sea 
separately.  Typically  two  or  tl 
kids  in  a  class  are  benched  at 
time,  since  lots  of  infraction 
including  unfinished  homew 
and  talking  back — can  get  a  student  si 
lined.  Compared  with  the  barely  o 
trolled  chaos  in  some  middle  schc 
(inner  city  and  suburban),  students 
quietly  and  focus  when  the  teacher 
tures,  moving  their  gaze  when 
teacher  moves — KIPP  calls  it  "trackir 
But  they  become  spirited  when  it's  t 
for  a  responsive  drill  in  math  or  spell; 
Candidates  for  a  principal's  job  n 
first  complete  a  year  of  intense  train: 
including  two  months  of  classes  at 
Haas  School  of  Business  at  the  Univer 
of  California,  Berkeley  and  two  "resid 
cies"  at  KIPP  or  other  top  public  schc 
Once  in  their  schools,  they  have  unu; 
freedom  to  deal  with  problems  and 
new  ideas.  "If  we  need  to  hire  a  teache 
fire  a  teacher,  we  can  do  that,"  says  K 
DC  principal  Susan  SchaefiQer.  "We're 
caught  up  in  some  of  the  union  iss 
that  the  public  schools  are  dealing  wit 
KIPP  DC's  mostly  young  teachers  g 
salary  about  equal  to  what  they  wo 
make  in  a  unionized  public  school,  j: 
15%  to  20%  extra  for  the  added  ho 
they  put  in.  They  also  get  cell  phones,  I 
tops  and  the  chance  to  make  a  differei 
Schaeffler  recalls  that  when  she  tried 
her  own  as  a  D.C.  public  school  teache 
keep  her  kids  in  class  until  4:30,  parent 
students  in  other  classes  wanted  the  sa 
extra  instruction;  eventually  her  princi 
had  to  ask  her  to  stop.  She  says,  "I  had 
energy,  I  had  the  wherewithal  and 
motivation  to  take,  in  my  opinion, 
class  to  the  next  level.  But  the  systlj! 
wasn't  supporting  it.  It  was  as  though  f 
all  had  to  agree  to  be  mediocre."     —  I 
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1.  Automatic  overview  of  operation. 

2.  Automatic  shipping  of  sale. 

3.  Automatic  identity  verification.' 

4.  Automatic  updating  of  inventory. 

5.  Automatic  tracking  of  delivery. 


MIDDLE  W A  R  E  makes  the  on  demand  world  on  demand. 
And  middleware  is  powerful  IBM  software  likeTivolif  DB2®  and 
WebSphere®  Open,  behind-the-glass  technology  that  can 
automate  it  all  -  IBM,  Microsoftf  Oracle.  Problems  are  foreseen 
and  solved  before  they  occur.  IT  resources  are  directed  to 
core  business  needs.  Costs  are  reduced.  It's  automation. 
On  demand.  And  it  makes  your  customers  happy  Very  happy 
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The  Right  tn  Firfi 


The  Right  to  Fire 

The  "at-will"  doctrine  is  good  for  the  economy. 
It's  also  good  for  the  New  York  Times. 


BY  DAN  SELIGMAN 


MANY  FOLKS  ARE  SHOCKED 
to  discover  that  the  U.S.  still 
has  laws  allowing  employ- 
ers to  fire  workers  arbitrar- 
ily. And  they  get  shocked  all 
over  again  if  you  try  to  tell  them  the  laws 
are  good  for  the  country  and  need  to  be 
preserved. 

It's  true:  Workers  can  be  canned  for 
no  good  reason  at  all.  Or  even  for  a  bad 
reason,  as  in  the  case  that  seemed  to  dis- 
turb CNN's  Aaron  Brown  a  few  weeks 
ago.  He  was  presiding  over  a  segment, 
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presented  as  utterly  incredible,  about  a 
worker  in  Idaho  named  Michael 
Edmondson.  It  seems  that  Edmondson, 
an  exemplary  22-year  veteran  at  Bennett 
Lumber  Products,  had  been  summarily 
fired  simply  for  attending  public  meet- 
ings about  forest- management  proposals 
that  could  affect  the  company — even 


though  he  had  never  spoken  up  at 
meetings,  or  discussed  his  views  at  wc 
and  in  any  case  was  just  an  ordin; 
employee,  not  a  manager.  The  Ida 
Supreme  Court  upheld  the  firing,  a 
CNN  had  some  difficulty  explaining  h 
this  could  be.  Anchorman  Brown  mu 
bled  something  about  how  Idaho  wa 
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Michael  Edmondson  was  summarily  fired 
for  attending  some  public  meetings. 
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The  Right  tn  Firfi 


state  in  which  companies  were  free  to  fire 
"at  will." 

This  formulation  was  somewhat  mis- 
leading because  every  state  but  one  recog- 
nizes at-will  employment  law.  (The 
exception  is  Montana,  where  the  law 
states  that  discharge  must  be  for  "just 
cause.")  It  is  true,  however,  that  at-will 
principles  have  been  watered  down  over 
the  years.  Traceable  back  to  English  com- 
mon law,  they  were  first  articulated  by 
American  judges  in  the  late  19th  century 
and  for  quite  a  while  left  employers  with 
basically  unquestioned  authority  to  kick 
out  workers  on  a  whim  or  for  any  reason. 
Federal  legislation  changed  matters 
somewhat.  New  Deal  labor  laws  in  the 
1930s  barred  certain  firings  linked  to 
union  activity  Civil  rights  laws,  begin- 
ning in  the  1960s,  barred  firings  moti- 
vated by  the  worker's  race,  color,  sex, 
national  origin,  use  of  the  Spanish  lan- 
guage, age,  disability  and  (in  some  juris- 
dictions) sexual  orientation.  Last  year's 
Sarbanes-Oxley  corporate  governance 
legislation  created  statutory  protection 
for  whistle-blowers. 

The  statutory  exceptions  have  been 
supplemented  with  a  fair  amount  of 
judicial  activism.  The  U.S.  Supreme 
Court  has  warmed  up  to  workers'  claims 
based  on  personal  liberty.  State  courts 
often  discover  a  right  of  employees  to  be 
protected  from  firings  that  would  offend 
"public  policy."  Such  a  rule  might,  for 
example,  forbid  the  retaliatory  firing  of 
a  worker  who  gives  court  testimony 
unfavorable  to  the  employer.  According 
to  a  recent  list  of  exceptions  published  in 
Management  Research  News,  43  states 
were  recognizing  some  public-policy 
exceptions  to  at-will  employment. 

Much  more  subversive,  given  the 
slipperiness  of  the  underlying  concept, 
is  the  so-called  "good  faith  and  fair  deal- 
ing" exception.  In  other  words,  the  com- 
pany can  be  sued  by  the  firee  if  its 
behavior  manifests  bad  faith  and  sharp 
dealing.  Thus  far  11  states,  including 
California,  Delaware  and  Massachu.setts, 
have  embraced  this  exception,  v/hich  is 
applicable  to  an  infinity  of  situations. 
Firing  a  longtime  employee  with  a  drink- 
ing problem  could  be  dicey  if  he  could 
argue  th  it  he  was  being  deprived  of,  say, 


stock  options  not  yet  vested. 

Also  pulHng  out  props  from  under  the 
at-will  doctrine  have  been  assorted  judicial 
rulings  positing  an  "implied  contract"  be- 
tween workers  and  bosses,  a  doctrine  now 
adhered  to  in  38  states.  The  contract  is  otten 
said  to  reside  in  the  ubiquitous  handbooks 
given  to  new  employees  at  sizable  compa- 
nies. Employment  lawyers  now  invariably 
counsel  corporate  clients  to  make  sure  that 
(a)  the  handbook  states  firmly  and  in  a  dis- 
tinctive typeface  that  employees  can  be  fired 
at  any  time,  and  (b)  the  new  employee  signs 
a  statement  indicating  that  he  or  she  has 
read  the  handbook  and  understands  these 
rules.  It  sounds  invincible,  but  it  doesn't  al- 
ways work.  Several  recent  decisions  in 
South  Carolina  state  courts  held  that  em- 
ployers who  had  done  all  the  above  still  had 
to  go  to  trial  on  discharge  cases  because 
some  procedures  mentioned  in  the  hand- 
book (e.g.,  about  warnings  and  discipline 
for  failing  employees)  had  not  been  imple- 
mented properly. 


the  past  two  decades  the  U.S.  has  1 
substantially  more  economic  grov 
than  Japan,  Germany,  France,  Italy,  Si 
den  or  the  U.K. 

So  it  is  appropriate  to  take  comf 
from  the  at-will  cases  that  employers  i 
in  court,  even  when  the  firing  seem; 
have  been  unfair.  In  any  event,  ^t-^ 
partisans  in  New  York  had  something 
cheer  about  earlier  this  year  when 
state's  court  of  appeals  held  in  favor  ( 
prominent  local  employer.  A  century ; 
decisions  by  New  York's  prestigious  jij 
ciary  did  a  lot  to  estabHsh  the  at-will  d 
trine  as  national  law,  and  even  today,  i 
state  that  in  most  dimensions  is  cert 
ably  liberal,  the  courts  are  still  gener; 
ruling  for  the  employers. 

The  case  in  question  concerned 
employee  of  the  New  York  Times.  T 
was  a  doctor  on  its  medical  staff  wh 
main  job  was  to  examine  employ 
claiming  work-related  illness  or  injui 
and  demanding  workers'  compen 


The  U.S.  has  a  more  dynamic  economy 
than  countries  (Japan,  Germany)  that 
protect  workers  against  firing. 


Employment  at  will,  in  short,  is  a  doc- 
trine in  danger  of  being  nibbled  to  death, 
says  Michael  P.  Zweig  of  the  Loeb  &  Loeb 
law  firm  in  New  York.  Some  legal  schol- 
ars would  be  delighted  if  it  were.  A  couple 
of  years  ago  Clyde  W.  Summers,  professor 
of  law  at  the  University  of  Pennsylvania, 
served  up  a  long  article  in  the  Journal  of 
Labor  &  Employment  Law  sarcastically 
characterizing  at-will  employment  as  "the 
divine  right  of  employers"  and  heavily 
hinting  that  the  U.S.  move  toward  the 
European  and  Japanese  model,  wherein 
workers  have  considerable  statutory  pro- 
tection against  dismissals. 

Possibly  because  the  answer  would 
undermine  his  proposal,  professor  Sum- 
mers did  not  go  on  to  ask  which 
arrangement  is  more  likely  to  be  associ- 
ated with  dynamic  economies.  Employ- 
ers are  not  always  right,  but  they  are 
guaranteed  to  do  better  than  regulators 
and  judges  in  deciding  which  employees 
will  be  the  most  productive.  And  over 


tion.  It  appears  that  Dr.  Sheila  Horn  a 
fired  after  she  declined  to  turn  o' 
workers'  medical  records  to  Tir 
lawyers  and  personnel  officials.  Cit; 
medical  ethics  and  the  privacy  of 
records,  she  said  she  could  not  rele 
them  without  each  patient's  perm 
sion.  She  also  stated  in  her  compla 
that  the  company  had  repeatedly  pr 
sured  her  to  minimize  claims  by  tell 
workers  that  their  medical  proble 
were  not  work-related.  An  interest: 
thought  experiment  is  imagining  wh; 
New  York  Times  editorial  would  h; 
made  of  this  saga.  Alas,  we  will  ne 
know.  The  court  of  appeals  threw 
the  claim  for  damages.  It  observed  t' 
any  medical  work  that  Dr.  Horn  did  \ 
"in  the  service  of  the  corpor 
employer,  not  the  practice  of  medicin 
It  said  the  state  did  not  need  anotl 
exception  to  the  at-will  doctrine. 

So  the  prospects  for  a  dynamic  ec( 
omy  are  not  entirely  gone. 
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Color  Filter,  for  more  accurate  color  and  finer  gradations. 
All  of  which  results  in  legendary  Canon  image  quality. 
You  even  get  manual  audio  control.  So,  shoot  like  a 


professional.  But  remember,  you're  not  in  it  for  the  money. 


www.canondv.com 


Canon 

KNOW  HOW 


I 


William  Pult 
keeps  an  eye  or 
his  customers 


After  50  years  in  the  construction  business  a  foreman   :r„r,a  ™f  ^o™  ^Z:k 
finds  his  way  onto  The  Forbes  400  |  by  josephine  lee  3.3%  of  the  market.  Puite  Hom » 

stock  has  been  going  up  as  fast  as  J 

KNOW  YOUR  CUSTOMER.  WILLIAM  PULTE  FOUND  THAT      stud  waUs,  from  $20  in  the  spring  of  2000  to  a  recent  $75.  Tl 
out  the  hard  way  after  building  one  of  his  first  custom      founder's  1 7%  stake  is  now  worth  $795  million, 
homes  in  Detroit  a  half-century  ago.  Despite  including  Anybody  can  swing  a  hammer.  Pulte's  genius  has  been    ^ 

new  features  like  a  fireplace  and  a  den,  the  young      decipher  the  psychology  of  consumers'  home-buying  decisio  jj' 
builder  struggled  to  find  a  buyer.  "1  designed  die  house      in  nearly  every  market  segment.  Most  of  the  big  home  builds 


without  a  basement,"  Pulte  recalls.  "To  build  a  house  in  Detroit 
without  a  basement,  you  must  have  rocks  in  your  head." 

These  days  Pulte,  7  i ,  has  no  trouble  selling  his  homes.  His 
Bloomficld  Hills,  Mich.-based  Pulte  Homes  built  29,000  of  them 
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cater  to  four  consumer  categories:  first-time  buyers,  first  mov 
ups,  second  move-ups  and  retirees.  Taking  a  cue  from  Willia 
Durant,  the  famous  Detroiter  who  built  General  Motors,  PuJ 
serves  1 1  consumer  segments.  He  differentiates  the  needs  of 
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Announcing  an  incredibly  compact,  folding  PDA  phone. 
The  amazing,  new  Samsung  1500. 


i600 
Smartphone 


1700 
Pocket  PC  Phone 


fSFJ   Windovre 
'*#  '.  Mobile- 


ore  information  visit  www.samsungusa.com/wireless 


The  Samsung  family  of  PDA  phones. 
That's  DigitAII  ingenuity. 

We  started  with  a  sleek,  flip  phone  design.  Then  we  added  a  vivid 
65,000-color  touch  screen  display,  a  fully  functional  digital  organizer 
and  easy  Internet  access.  Then  we  created  a  whole  line  of  incredibly 
compact  PDA  phones  in  both  Palm  OS"*  and  Windows  Mobile'-based 
operating  systems.  So  whether  you're  checking  email  or  calling  the 
office,  these  little  handhelds  give  you  the  best  of  both  all  in  one. 
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ibiie  phones  have  been  rated  number  one  in  brand  loyalty  by  consumers  two  years  in  a  row.  according  to  Brand  Keys,  a  leading 
authority  on  brand  loyalty.  ©2003  Samsung  Telecommunications  America,  L.P.  Samsung  is  a  registered  trademark  of  Samsung 

-  nerica,  Inc.  and  its  related  entities.  The  Palm  Powered  logo  and  Palm  OS  are  registered  bademarks  of  PalmSource,  Inc.,  a  subsidiary 
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Pulte 


Building  for  Dollars 

Shares  of  the  nation's  big  home  builders  have  been  on  the  rise. 
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S&P  Homebuifding 
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family  with  children  under  the  age  of  12  (they  would 
be  more  interested  in  neighborhoods  with  good 
school  districts)  from  those  of  the  family  with  kids  in 
college.  Similarly,  with  retirees,  Pulte  segments  out 
active  luxury  buyers  who  want  garage  bays  for  their 
golf  carts  from  seniors  more  likely  to  carry  their  clubs 
on  public  courses. 

Home  plans  are  designed  around  simple  quaUty- 
of-life  decisions  that  all  homeowners  make,  from 


Pulte  By  the  Numbers 


Average  home  price. 
Number  of  days  to  build  a  home. 
Bathtubs  installed  last  year 
Number  of  homes  built  every  hour. 


munities  within  25  miles  of  major  cities  like  Philadi 
phia.  New  York  and  Chicago.  Pulte  Homes'  smaE 
communities — fewer  than  1,000  lots,  compared  wi 
10,000  in  "some  retirement  developments — typica 
offer  none  of  the  traditional  high-cost  amenities  Ij 
golf  courses.  Rather,  Pulte  has  been  banking  on  t 
fact  that  its  urban-rooted  retirees  can  simply  dri 
themselves  to  nearby  cities  for  entertainment.  Pu 
says  this  strategy  not  only  lowered  the  company's 
velopment  costs— golf  courses  are  expensive — ^but 
created  a  lucrative  new  market  segment. 

When  he's  not  obsessing  over  consumer  pr, 
files,  Pulte  focuses  on  delivering  faster  producti( 
times.  The  ultimate  in  factory  construction  is  ti  - 
huge  module  consisting  of  several  rooms  or  hal; 
house,  awkwardly  shipped  on  wide-load  trucks., 
the  other  end  of  the  spectrum  is  the  small-tin 
builder  who  nails  one  two-by-four  at  a  time.  Pu) 
inhabits  an  efficient  middle  ground  between  t 
two  extremes.  In  Virginia  the  company  built  a  fa 
tory  that  serves  construction  sites  within  200  mi 
of  it;  here  it  casts  pieces  of  the  concrete  found 
tions  and  prefabs  walls,  interior  and  exterior  f 
assembly  on  site.  "When  I  started  in  this  busine 
there  was  no  such  thing  as  a  kitchen  cabinet  bu 
in  a  factory,"  Pulte  recalls.  "Now  there  are,  and  th 
are  of  higher  quality." 

The  company's  rece 
growth  spurt  underscores!  )G 
larger  trend  in  the  hom: 
building  business.  A  flurry 
consolidation  has  created  i\\] 
iiber-class  of  big  builders  li 
Pulte.  Miami-based  Lenn 
has  made  11  home-buildii 
acquisitions  in  the  past 


young  families  willing  to  endure  a  90-minute  com- 
mute in  exchange  for  a  bigger  home  to  young  newlyweds  months.  But  the  biggest  deal  was  Pulte  Homes'  $1.7  billi( 
who  shop  for  ftirnishings  at  Ikea.  Pulte's  research  tabulates  how  acquisition  of  Del  Webb  in  July  2001.  The  ten  largest  hon 
well  each  market  is  being  served,  enabling  him  to  identify  over-  builders  now  control  20%  of  the  market  for  new  home  co 
looked  or  underserved  customers.  By  zeroing  in  on  markets  struction,  compared  with  just  10%  a  decade  ago.  In  Denver  f 
where  demand  exceeds  supply,  Pulte  can  command  higher      giants  have  an  80%  market  share. 

prices  and  log  in  higher  "sales  pace,"  industry  jargon  for  The  consolidation  trend  is  far  from  played  out.  "In  the  n« 

turnover  of  inventory.  five  years,  the  bigger  builders  are  going  to  dominate  at  tl 

Example:  After  identifying  a  strong  demand  from  young,      expense  of  the  smaller  players,"  predicts  Margaret  Whelan 

professional  first-time  homeowners  for  stylish,  maintenance-      housing  analyst  at  UBS.  Whelan  estimates  that  the  ten  big  buiUe 

will  control  as  much  as  40%  of  the  market  by  2010. 

All  of  which,  along  with  low  mortgage  rates,  has  been  gre 

for  home-builder  stocks.  A  $1,000  investment  in  the  S&P  Sup 

Composite  Homebuilding  index  in  1995  would  be  wor 

$5,000  today. 

With  interest  rates  still  near  historic  lows,  the  home-buildi 

boom  appears  far  from  over.  You  can  count  on  Pulte  to  be  the 

keeping  tabs  on  consumers'  tastes. 

"If  you  keep  an  eye  on  who  the  customer  is  and  what  th 

want,  it  is  not  hard  to  see  your  company  grow,"  says  Pulte. 


'iv!i 
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free  housing,  Pulte  quickly  pounced  at  die  opportunity.  In  a  San 
Francisco  suburb  he  converted  an  old  fruit-processing  plant  into 
159  row  houses  and  lofts.  The  result:  Some  hopeful  buyers 
camped  out  Friday  night  for  a  Saturday  morning  sale.  Since 
June,  when  41  units  were  made  available,  30  have  sold. 

For  years  home  builders  have  focused  almost  exclusively  on 
building  massive  retirement  communities  in  Sun  Belt  locations 
like  Florida,  Arizona  and  Nevada.  But  Pulte's  research  showed  diat 
retired  grandmas  and  grandpas  wanted  to  be  closer  to  their  fam- 
ilies and  friends.  The  company  began  building  six  retirement  com- 
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DanyonState 

Embraces  Bioscience, 
Technology  &  Long-Term 

Development  by Steve Gregory 


er  this  fall,  world-renowned  genomics 
archer  Dr.  Jeffrey  Trent  looked  out  his 
)enix  office  window  and  surveyed  the 
hole  in  the  ground.  It  was  certainly  no 
nd  Canyon,  just  a  run-of-the-nnill, 
vly  excavated  construction  site.  But  to 
^X,  that  hole  was  nearly  as  awesome 
^rizona's  natural  wonder  to  the  north. 


The  structural  foundation  for  a  new  cutting-edge  research 
facility  that  hopes  to  cure  sonne  of  the  globe's  deadliest 
diseases,  that  hole  has  conne  to  symbolize  for  Trent,  and 
economic  development  experts  across  the  state,  a  canyon 
of  potential  for  Arizona  to  carve  out  a  formidable  mark  in 
the  field  of  biomedicine  and  life  science. 

Work  began  in  >July  on  a  $46  million,  state-of-the-art  facility 
that  upon  completion  next  year  will  house  the  Translational 
Genomics  Research  Institute  (TGen),  which  Trent  oversees 
as  president  and  scientific  director,  and  which  seeks  to  use 
information   deciphered  from  the   human  genome  to  single 


THE  DIAL  CORPORATION 


ADVERTISEMENT        2 


Thanks  to  a  committed,  talented 
workforce  and  built  on  a  strong 
foundation  of  popular  consumer 
products.  The  Dial  Corporation 
(NYSE:  DL)  has  a  financially  strong 
business  in  Arizona.  Dial's  well- 
known  brands  —  Dial®  personal 
cleansing  products,  Purex®  laundry 
detergents,  Renuzit®  air  fresheners 
and  Armour®  food  products  —  rank 
first  or  second  in  their  categories. 
And  thanks  to  a  cascade  of  new 
ideas,  we  continue  to  evolve  and  grow. 

Behind  every  Dial  product,  you'll 
find  a  long  line  of  proud  Dial  employ- 
ees— 2,300  worldwide— who  do 
their  jobs  well.  It  all  starts  for  this 
$1 .3  billion  company  in  our  Scottsdale, 
Arizona,  World  Headquarters  and 
Dial  Center  for  Innovation. 

The  same  attributes  that  make 
the  Valley  of  the  Sun  the  setting  for 
dozens  of  \'  -'-'r  --ass  resorts  make 
it  a  great  pla^c  ■>)  i!ve  for  employees 
who  work  at  P-  '  i  •i>;da!e  loca- 
tions. Dial  is  pr.  ,  inember 
of  the  Arizona  busii,  'inunity. 


DIAL 


,K  0 1 AL  CORPORATION 


out  the  causes  of  such  maladies  as 
Parkinson's  disease,  melanoma,  gastric 
cancer,  diabetes,  prostate  cancer  and 
Alzheimer's  disease. 

"We've  worked  really  hard,"  Trent  says. 
"This  institute  is  being  built  literally  to 
accelerate  research  in  the  biomedical 
field.  TGen  is  absolutely  part  of  the  first 
steps  in  developing  a  critical  mass  in 
knowledge-based  and  discovery-based 
research  in  Arizona."  Until  last  November, 
Trent  was  scientific  director  for  the 
National  Human  Genome  Research 
Institute  in  Bethesda,  Maryland,  which 
earlier  this  year  successfully  identified 
the  complete  sequence  of  genes  respon- 
sible for  every  aspect  of  human  physical 
development.  Trent's  role  at  the  institute, 
part  of  the  National  Institutes  of  Health 
(NIH),  was  to  take  information  generated 
by  the  genome  project  and  apply  it  to 
human  health. 

TGen  is  just  one  component  in  a 
growing  infrastructure  of  bioscience 
research  and  development  facilities 
that  stretches  from  the  wooded  slopes 
of  Flagstaff  through  the  desert  climes 
of  Phoenix  andTempe  and  down  to  the 
cactus-dotted  hills  of  Tucson.  This  net- 
work of  laboratories,  clinics,  diagnostic 
services,  medical  device  firms,  and 
treatment  centers  is  the  brainchild  of  a 
group  of  visionary  Arizonans  from  both 
the  public  and  private  sectors  that  has 
worked  tirelessly  to  spawn  a  self-sus- 
taining biomedical  industry  —  an 
industry  that  may  one  day  make  can- 
cer as  treatable  as  an  ulcer  while  at  the 
same  time  propelling  the  Grand 
Canyon  State  to  greater  heights  as  one 
of  its  leading  economic  engines. 

The  effort  has  been  an  enduring  point  of 
pride  among  its  supporters  because  it  rep- 


resents a  rare  collaboration  among  pr 
business,  state  and  local  government 
the  state's  three  public  universities,  v 
have  pledged  to  work  in  conjunction 
TGen  to  create  a  world-class  bioscii 
research  corridor  in  Arizona, 

"TGen  represents  everything  that 
special  about  Arizona,"  says  Govel 
Janet  Napolitano.  "It  is  a  collabon| 
effort  between  the  public,  private, 
profit  and  educational  sectors.  It  n 
sents  cutting-edge  research  that  cro 
traditional  boundaries.  It  was  cre£ 
entirely  from  scratch,  in  less  than  a 
The  collaborative,  can-do  attitude 
characterizes  TGen  is,  to  me,  v 
Arizona  is  all  about." 

Officials  hope  that  discoverie; 
TGen  and  new  bioscience  rese 
facilities  at  the  state's  universities 


declaim  your  inner  child.  Take  a  big  stick  and  whack  somethintf 


i/ant  to  know  where  this  is?  Visit  orizonaguide.corn. 


Play  is  particularly  satisfying  in  a  place 
where  outdoor  recreation  is  as  mucti  an 
art  form  as  a  way  of  life.  Wfiy  not  indulge 
your  kid-self?  Enjoy  working  and  playing 
in  the  Grand  Canyon  State,  For  your  free 
travel  packet  including  a  Calendar  of  Events 
and  Official  State  Visitor's  Mop,  contact  ttie 
Arizona  Office  of  Tourism  at  866-770-3391 , 
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Jack  Swonson 

Senior  Vice  President 

USAA  Chairman, 

Greater  Phoenix  Economic  Council 

The  Greater  Phoenix  Economic 
Council  is  an  economic  development 
partnership  representing  the  public 
and  private  sectors,  utilities  and  high- 
er education  institutions.  Since  its 
inception  in  1 989,  GPEC  has  built  its 
reputation  one  project  at  a  time,  help- 
ing more  than  330  companies  move 
to  or  expand  in  the  region. 

Their  professionalism  is  something 
USAA  experienced  firsthand.  When 
USAA  was  looking  for  a  site  for  its 
expansion,  GPEC  provided  the  custom 
research  we  needed  to  make  an 
informed  decision.  They  also  main- 
tained a  high  level  of  confidentiality— 
an  important  issue  for  companies. 

Additionally.  GPEC's  services  didn't 
stop  when  we  moved  into  Greater 
Phoenix.  Their  professional  staff 
helped  us  get  established  as  a  new 
business  and  employer  in  the  region. 
GPEC  did  such  a  good  job  for  USAA 
that  1  enthusiastically  said  "yes"  when 
asked  to  serve  as  this  year's  chairman 
of  the  boaa!  of  directors. 

So  if  your  company  is  looking  for  a 
new  local  ■       move,  let 

GPEC   show  you  a!i   that  Greater 
Phoenix  has  to  of  for 

To  learn  more  about  th*:?  Gvcater 
Phoenix  Economic  Council, 
visit  www.gpec.org  or  ci\!t  ".:, 
at  602-256-7700. 


Greater  Phoenbc  f 


be  used  to  spin  off  a  host  of  new  start- 
up companies,  which  will  tal<e  those 
discoveries  and  create  commercial 
applications  such  as  disease  screen- 
ing devices,  diagnostic  services  and 
treatment  therapies. 

"Arizona  is  a  strong  proponent  of  the 
industry  cluster  process,"  says  Bruce 
Wright,  associate  vice  president  of  eco- 
nomic development  for  the  University  of 
Anzona  in  Tucson.  "We're  going  to  be 
going  out  and  trying  to  attract  companies 
that  want  to  be  close  to  that.  I  see  us 
spinning  out  a  whole  series  of  compa- 
nies from  TGen  and  the  three  state  uni- 
versities. Traditionally,  our  biotech  busi- 
nesses have  been  predominantly  med- 
ical instruments  and  instrumentation. 
But  I  see  us  moving  more  into  applica- 
tions coming  out  of  cancer  research  and 
bioengineering.  What  we're  trying  to  do 
is  really  understand  what  our  research 


strengths  are  and  build  both  the 
ness    infrastructure    as    well    as 
research  infrastructure  to  support  ti 
kinds  of  companies." 

State  officials  are  campaigninj 
change  Arizona's  constitution  to  m<i 
easier  for  the  state's  universities  to' 
fledgling  companies  that  want  to 
mercialize  research  discoveries 
allowing  universities  to  receive 
pensation  in  ways  other  than  le 
mandated  licensing  fees  and  royal 
which  can  often  stymie  the  growj 
cash-strapped  start-ups. 

Arizona's  biotechnology  initiative 
one  effort  in  a  larger  economic  dev! 
ment  strategy  being  aggressively 
sued  by  state  officials  in  which  just  c\ 
every  agency  from  the  Comn'i 
Department  to  the  Office  of  Touris' 
working  to  retool  its  mission  to  help 
on  Arizona's  rapidly  diversifying  econ 
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Arizona  State 
University 


"Join  us 

as  we  transform 

a  great  university 

into  one  that  is 

positi\'elv  world  class. 

We're  building  a 

*New  American  University' 

to  serve  Metropolitan  Phoenix 

the  nation's  emerging 

urban  region." 

Michael  m.  crow 


^'■■. 


ASU   PRESIDENT 


www.asu.eoii 


<&  2003  Anzoca  Board  of  Regents       Barret*  phoro  bv  dc-.)  Arn-,,.. 


Top  CEOs  support 
Arizona  State  University 

William  Polk  Carey 

"/  have  no  doubt  that 
_    ^     the  W.P.  Carey  School, 
with  its  superbfaculty 
and  resources,  will 
I  become  a  source  of 

economic  arowth, 

William  Polk  Carey,  " 

Chairman.  success  and  prosperity 

W.  p.  Carey  &  Co.  LLC  „       ^    .  ,, 

$50  million  gift  to  Jor  Anzona. 


William  Polk  Carey, 

Chairman, 

W.  P  Carey  &  Co.  LLC 

$50  million  gift  to 
endow  the 
W.  P.  Carey 
School  of  Business 


Ira  a.  Fulton 


Ira  A.  Fulton,  CEO, 
Fulton  Homes, 

$50  million  gift  to 
endow  the 
Ira  A.  Fulton 
School  of  Engineering 


"You  can  \  have  a  great 
city  without  a  great 
school  of  engineering. 
This  gift  will  enable 
AS  U  to  grow  into  one 
of  the  highest  ranked, 
most  visible  schools 
oj engineering  in 
the  world" 


Craig  &  Barbara  Barrett 

^  "Great  universities, 

like  Arizona  State, 
spawn  new  concepts, 
new  products, 
,  new  ideas  and 


Gralig'Barrett,  CEO, 
Intel  Corporation 

$12  rhilliorigiftto 
endow  the 

Craig  &  Barbara  Barrett 
tHonors  College 


attract  the  best 
and  brightest 
in  students 
andfaculty!' 


THE  UNIVERSITY  OF  ARIZONA 
HEALTH  SCIENCES  CENTER 
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Creating  Powerful 
Partnerships  With  Industry 

■  Arizona's  only  academic 
health  center 

■  Home  of  the  University  of 
Arizona  Colleges  of  Medicine, 
Nursing,  Pharmacy  and  the 
Mel  and  Enid  Zuckerman 
Arizona  College  of  Public  Health 
in  Tucson  and  Phoenix 

■  Recipient  of  more  than  $107  million 
in  research  grants  and  contracts 

■  Leading  the  way  in  drug  discovery 
and  technology  transfer 

■  Making  strides  in  innovative  thera- 
pies and  biomedical  engineering 

a  Creating  opportunities  for  economic 
development  in  Arizona 

Find  out  how  your  business  can 

partner  with  one  of  the  nation's 

leading  research  universities.  Please 

call  (520)  621-4608,  or 

visit  us  oil  the  Web: 

http://ww',v.aJisc.ar;zona.edu 


The  University  of 

ArIZv   4A 

Health  Sciences  Cenier 


As  Sally  Spray,  who  heads  the  state's 
international  trade  program,  proclaims, 
"Arizona  rocks!"  And  certainly  now,  given 
the  coordinated  efforts  not  just  to  rebound 
from  the  nation's  economic  downturn  but 
also  to  lay  the  foundation  for  rapid,  sus- 
tainable growth  in  the  future,  Arizona  is 
moving  and  shaking  to  the  beat  of  its 
own  innovative  economic  drum. 

"There  are  forces  for  change  here  to 
move  Arizona  to  the  next  stage  in  its 
development,"  says  Paul  Ringer,  senior 
vice  president  and  chief  performance 
officer  for  the  Greater  Phoenix  Eco- 
nomic Council.  "Arizona  is  no  longer  just 
a  small  place  in  the  Southwest.  We're  a 
major  player." 

A  large  part  of  the  effort  to  make 
Arizona  shine  in  the  big  leagues  has  been 
the  foresight  of  voters,  university  offi- 
cials, government  leaders  and  business 
people  who  have  begun  to  put  aside 
short-term  considerations  in  favor  of 
long-term  economic  development  goals. 
As  a  critical  component  of  Arizona's  long- 
term  economic  viability,  education  was 
the  most  vital  area  to  be  addressed. 

"I  am  focused  on  education  because 
it  is  the  foundation  for  a  sophisticated 
economy,"  says  Arizona  Governor  Janet 
Napolitano.  "Improving  our  education 
system  provides  individual  opportunity 
but  it  also  makes  economic  develop- 
ment possible.  The  educational  system 
is  the  tie  that  binds  together  individual 
success  with  societal  success." 

In  2000,  Arizona  voters  approved 
Proposition  301,  a  sales  tax  of  six-tenths 
of  1  %  over  20  years  to  go  to  K-12  edu- 
cation, community  colleges  and  univer- 


sities. The  focus  of  the  K-12  compor 
of  the  funds  is  on  classroom  imprc 
ments,  while  the  money  for  universi 
creates,  for  the  first  time,  a  state  poc 
research  dollars  for  the  state's  tfl 
public  institutions  of  higher  learning: 
University  of  Arizona,  Arizona  S 
University  and  Northern  Arizona  Universi 

"The   great  thing   about   Proposi*^ 
301  is  that  it  creates  a  voter-manda 
20-year  funding  stream  for  both 
and  higher  education,"  said  Gail  How 
the  policy  advisor  for  economic  deve 
ment    for    Governor    Napolitano 

"I  am  focused  on 
education  because 
it  is  ttie  foundation 
for  a  sopliisticated 
economy." 

—  Janet  Napolita 

Goveri 

State  of  Ariz( 

shows  how  much  foresight  the  pec 
of  Arizona  have  shown  in  supporl 
education  as  the  foundation  for  our  6 
nomic  future." 

For  the  universities,  the  proposil 
represents  a  healthy  research  pool,  e 
mated  at  about  $45  million  a  year  to 
and  growing  over  a  20-year  period. 
in  which  fields  of  research  would 
money  be  best  spent?  In  March  2C 
the  Flinn  Foundation,  a  nonprofit  endi 
ment  based  in  Phoenix  that  supp( 
the  advancement  of  biosciences 
Arizona,  set  out  to  answer  that  quesll 
by  commissioning  a  study  to  deterffl 


Tucson.  Arizona 


Tucson 


Mars  to  Microbes. 

"he  University  of  Arizona  leads  in 
innovation  and  discovery. 

•  Unmatched  planetary  and  space  sciences 
programs  propelled  NASA  to  select  the 
University  of  Arizona  to  lead  the  2007  Mars 
science  mission. 

! 

•  The  renowned  Arizona  Health  Sciences 
Center  pioneers  innovative  work  in  patient 
care,  telemedicine,  biomedical  science, 
biotechnology  and  drug  development. 

•  Our  nationally  recognized  programs  - 
in  optics,  MIS,  agriculture,  astronomy 

and  others  -  conduct  premier  industry  and 
federally-funded  research  worldwide  and 
produce  some  of  the  nation's  best-prepared 
graduates. 

ibolly,  the  University  of  Arizona  continues 
to  lead  in  the  creation  of  successful  business 
partnerships.  We  offer  customized  executive 
education,  internships,  placement  programs, 
faculty  consultation  and  collaborative 
research  relationships. 

To  learn  how  your  business  con  benefit  from 
partnership  with  one  of  America's  leading 
reseorch  universities,  coll  the  Office  of 
Corporate  Relations  at  (5'20)  621-4608  or 
visit  us  at  www.arizona.edu. 


ALLIED  WASTE 
INDUSTRIES,  INC. 


ADVERTISEMENT 


Thomas  H.Van  Weelden, 
CEO  &  Chairman  of  the  Board 


Allied  Waste  Industries,  Inc.  (AW: 
NYSE)  relocated  to  Arizona  in  1993 
with  $100  million  in  annual  revenue. 
As  a  leader  in  the  solid  waste  indus- 
try, Allied  has  become  Arizona's  sec- 
ond-largest public  company  and  the 
second-largest  non-hazardous  solid 
waste  management  company  in  the 
United  States.  Today,  with  revenues 
of  $5.5  billion  and  assets  of  nearly 
$14  billion,  we  serve  approximately 
10  million  residential,  commercial 
and  industrial  customers  in  118 
major  markets  within  39  states. 

Regardless  of  our  size,  we  will 
always  be  a  local  business.  Our 
experienced  managers  know  their 
business,  they  are  active  in  their 
communities,  and  they  are  proud  of 
the  service  they  provide.  We  help 
them  succeed  by  providing  company- 
wide  resources  including  technical 
support,  best;  practices,  direction  in 
regulated  areas  and  the  benefits  of 
econon;i-is  uf  scale 

To  learn  more  abouf  AlSied  Waste, 
please  visit  us  at  alHed'.vaste.com  or 
call  our  Investor  Relations  group  at 
480-627-2785. 
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the  state's  areas  of  bioscience  strength 
and  which  of  those  areas  would  be' the 
best  candidates  to  spawn  new  bio- 
science-related  businesses  and  indus- 
tries. In  a  novel  move,  the  state's  three 
universities  were  examined  as  a  whole 
to  determine  which  research  strengths 
they  shared.  The  study  was  conducted 
by  Battelle  Memorial  Institute,  a  non- 
profit research  and  development  organ- 
ization in  Columbus,  Ohio. 

Among  the  factors  the  study  looked 
at  was  the  number  of  times  faculty 
members  at  the  three  universities 
were  cited  by  their  peers  in  scholarly 
journals,  says  Walt  Plosila,  who  over- 
saw the  study  for  Battelle.  Frequent 
citations  indicate  that  those  faculty 
members  are  among  the  top  researchers 
in  their  fields,  Plosila  says. 

The  study  also  looked  at  which  fields 
of  research  received  coveted  peer- 
reviewed  research  grants,  like  those 
funded  through  the  National  Institutes 
of  Health.  Those  grants,  Plosila  says, 
are  typically  given  to  programs  deemed 
the  most  cutting-edge  and  most  wor- 
thy of  continued  funding. 

At  the  end  of  the  study,  Battelle 
found  that  Arizona  had  particularly 
strong  research  bases  in  the  neuro- 
sciences,  bioengineering  and  cancer. 
"The  study  told  us  that  Arizona's  uni- 
versity research  base  is  stronger  than 
some  people,  particularly  people  out- 
side the  state,  may  know  about," 
Plosila  says.  "It  also  told  us  that  this 
research  base  is  primed  to  work  in  col- 
laboration with  private  companies  to 
build  products  and  services.  The  peo- 


ple of  Arizona  now  basically  ha 

roadmap  of  where  their  research  ( 

petencies  and   niches  are,  and 

can   start  building   partnerships 

the  private  sector." 

The  study,  however,  also  conclii 

that  Arizona  lacked  adequate  rese 

I 
facilities  to  maximize  those  streng- 

"Arizona  simply  lacked  the  capaci 

take  advantage  of  its  brainpower," 

Rob  Melnick,  associate  vice  presi-, 

for  economic  affairs  at  Arizona  S 
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"The  point  is  you're 
not  even  in  the  gan 
if  you  don't  have 
decent  infrastructu| 
and  the  legislature 
and  Governor  unde 
stood  that."  I 

—  Rob  Mein! 

Associate  Vice  Presiden 

Economic  Afff 

Arizona  State  Unive  "^ 


iid 


University  (ASU)  in  Tempe.  "Here 
were  with  a  lot  of  scientists  and  a  I 
talent,  and  we  were  in  a  positio 
recruit  more,  but  we  didn't  have 
labs,  the  facilities  and  the  offices." 
Earlier  this  year,  officials  from 
three  universities  along  with  mem 
of  Governor  Janet  Napolitano's  ad 
istration  took  the  need  for  r 
research  facilities  to  the  state  lee 
ture,  which,  despite  struggling  to  p. 
record  budget  deficit,  had  the  visic 
pass  a  research  infrastructure  bill 
sets  aside  $440  million  to  build  t 
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!d  research  facilities. 

e  point  is,  you're  not  even  in  the 

if  you  don't  have  decent  infra- 
jre,  and  the  legislature  and  gover- 
nderstood  that,"  Melnick  says, 
vithstanding  the  budget  deficit 
im,  you  need  to  invest  to  get  out 
!  morass  and  get  ahead.  One  of 
3st  ways  to  do  that  is  to  invest  in 
nd  research  and  development  to 
J  the  kinds  of  jobs  that  conne  from 

money  will  put  the  infrastructure 

ed  in  play  and  build  a  return  on 
ment  that  will  be  substantially 
ir  than  the  funds  the  state  put  up. 
leory  is  that  the  commercialization 
research  generated  from  this 
ment  fund  comes  back  to  the 
by  creating  whole  new  industries 
usinesses" 

nick  says  ASU  plans  to  use  its  por- 
f  the  research  infrastructure  funds 
ct  facilities  for  its  fledgling  Arizona 
sign  Institute,  which  will  focus 
ch  in  the  fields  of  biotechnology, 
echnology  and  information  tech- 
y.  ASU  also  sought  the  help  of  an 
enced  hand  in  the  private  sector 
de  the  institute  and  hired  as  its 
or  .George  Poste,  a  former  presi- 
for  research  and  development  at 
Kline  Beecham  who  was  instru- 

I   in   shepherding   29  drugs  and 
les  to  market. 

ng  with  its  new  Biodesign 
Jte,  ASU  also  has  launched  a  new 
ology  transfer  program  that 
ck  says  will  greatly  facilitate  the 
ss  of  turning  research  discoveries 
ommercial  applications  and  prod- 


ucts. Taking  the  reins  of  the  program, 
dubbed  Arizona  Technology  Enterprises, 
is  another  recent  arrival  to  the  Tempe 
campus,  Peter  Slate,  the  former  director 
of  global  technology  outlicensing  with 
Baxter  International  Inc.,  a  Chicago- 
based  biomedical  company. 

"Universities  have  been  historically 
terrible  at  technology  transfer,"  Melnick 
says.  "They  have  been  lumbering  bureau- 
cracies that  sat  by  desks  waiting  for  sci- 
entists to  show  up  at  their  door  with  dis- 
coveries, and  then  if  everyone  is  willing 
to  be  extraordinarily  patient,  they  might 
bring  them  to  market.  Well,  we  tossed 
out  our  traditional  technology  transfer 
function  about  eight  months  ago,  and 
now  we've  got  something  that's  better, 
cheaper,  lighter,  faster  and  more  busi- 
nesslike for  transferring  ASU  technology 
to  the  private  sector. 

"We  are  currently  in  the  process  of 
very  aggressively  mining  the  university's 
research  portfolio,  proactively  looking  for 
scientists  and  connecting  them  with  the 
entrepreneurs  and  venture  capitalists  to 
bring  their  products  to  market." 

For  its  part,  the  University  of  Arizona 
(UA)  plans  to  use  much  of  the  money 
provided  through  the  Research 
Infrastructure  Bill  to  construct  a  new 
facility  for  its  Institute  for  Biomedical 
Science  and  Biotechnology,  which  will 
bring  together  in  a  single  location 
researchers  from  its  colleges  of  sci- 
ence, medicine  and  pharmacy,  among 
others.  The  focus  of  the  institute,  says 
Bruce  Wright,  the  university's  associate 
vice  president  for  economic  develop- 
ment, will  oe  to  use  new  tools  provided 


by  molecular  life  science  technology  to 
make  advances  in  medicine,  agriculture, 
engineering  and  the  natural  sciences. 

UA  has  Arizona's  only  medical  school, 
and  Wright  says  biomedical  discoveries 
that  arise  at  the  institute  can  be  clinically 
tested  at  the  university's  medical  center. 
"The  university  stands  to  benefit  from 
the  clinical  application  of  these  break- 
throughs," he  says.  "We  expect  to  be 
able  to  bring  many  of  them  to  market." 

UA  is  no  stranger  at  transferring  new 
technologies  developed  by  university 
researchers  to  the  private  sector.  In  the 
1990s,  Wright  says,  many  of  the  uni- 
versity's advancements  in  the  field  of 
optics  were  commercialized  by  private 
start-ups  assisted  by  his  office,  which 
provides  incubator  and  economic 
development  services  and  facility 
space  in  a  1 ,345-acre  science  and  tech- 


Arizona  State 
University 


In  2002-03: 

• 

The  W.  P.  Carey  School  of  Busines.s  and 

the  Ira  A.  Fulton  School  of  Engineering 

each  received  a  $  50  milhon  dollar 

endowment 

• 

Initiated  an  expansion 
program  to  add  almost  1  million 
square  feet  of  new  research  space 


Established  the  Arizona  Biodesign 
*'  Institute  ^^ith  eight  centers  of  research 


Ranked  6th  among  public  schools 

for  the  number  ot'iicslimen 

National  Merit  Sc  holars 


fy  Achiewd  tlouble  the  national  average 
for  tlie  nimibcr  of  Fuibriobi 
|(o\\  sliip.';  v\  oil  i '■;.'  stui:K_:nt  scfi   1  'r ,- 
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Designs  for  the  Institute  for 
Biomedical  Science  and 
Biotechnology  at  the  Universi 
F  Arizona  in  Tuscon 


._-i.:«^, 
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nology  park.  Today  Tucson  is  one  the 
country's  most  pronninent  centers  for 
optical  technologies. 
UA,    like   its   two  sister   institutions, 

B^  :''.|?? 
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must,  by  law,  exact  upfront  licensing 
fees  and  royalties  from  technology  it 
spins  off  to  private  companies.  But  it  is 
forbidden   by  the   state's   constitution 

WELLS  FARGO 

Helping  Arizona  businesses 
grow  is  what  Wells  Fargo  has  been 
doing  since  1858.  We  combine 
world-class  financial  resources  with 
experienced  Business  and  Com- 
mercial Banking  teams  who  get 
to  know  our  customers,  under- 
stand their  businesses,  and  make 
local  decisions  based  on  a  clear 
undersranding  of  their  needs. 
Contact  a  v^/elis  Fargo  Business 
or  Commercial  Banker  today 
and  discov.  iie  #l 

small  business 

nation  —  and  righ.L  nere  :a  Muurx^ 
Call  602-378-119! 


WE 
FARGO 


from  holding  equity  shares  in  compa- 
nies that  commercialize  its  technolo- 
gies. That,  however,  may  soon  change. 

In  September,  Governor  Napolitano 
signed  a  bill  that  will  let  voters  decide  on 
the  2004  ballot  whether  the  state's  con- 
stitution should  be  amended  to  allow 
public  universities  to  hold  equity  in  pri- 
vate companies  in  exchange  for  the 
right  to  market  their  technology. 
Proponents  of  the  amendment  say  the 
current  system  of  licensing  fees  and 
royalties  place  undue  burdens  on  cash- 
poor  start-ups. 

Wright  is  among  those  who  hope 
voters  pass  the  referendum.  "If  it 
passes,  it'll  be  a  big  breakthrough  for 
us  because  it'll  fundamentally  change 
how  we  relate  to  these  new  start-up 
companies,"  he  says.  "Along  with 
being  able  to  hold  equity,  we  will  also 
be  able  to  provide  direct  assistance  to 
start  up  these  companies,  and  the 
equity  then  becomes  the  return  we 


\[ 
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:  for  that  investment."  h' 

Melnick,  Wright's  counterpart  at '  ^ 
also  supports  the  amendment.  "]'' 
our  new  high-powered  tech  trai^ 
function  that's  very  businesslike'"" 
a  change  in  the  constitution  to'^f 
equity,  that  incentivizes  the  hecHj^ 
of  everybody  to  get  this  stu 
market,"  he  says. 

First,  however,  that  "stuff"  nee(| 
be  developed  in  the  research  lab 

With  his  clout  as  one  of  the  world.r 
genomics  researchers,  Trent  has 
able  to  handpick  18  top-notch  res. 
teams  with  more  than  100  renownef 
entists  within  the  past  year.  Onc^'i 
fully  operational,  TGen  expects  to  h 
total   of   30   investigative   teams  fsis 
upward  of  300  researchers,  techni 
and  support  staff. 

Trent  says  TGen  draws  much  {'< 
strength  from  a  number  of  whcil'o 
calls  "unique  affiliations."  Fore 
among  them  is  the  institute's  reh 
ship  with  Arizona's  three  public  ui 
sities,  whose  presidents  all  si 
TGen's  board  of  directors.  The  uni' 
ties  also  have  provided  faculty  r 
bers  and  salary  lines  to  help  buili 
institute's  formidable  brain  trust,     f  ci 
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e  idea  that  Arizona  has  proposed 
d  this  was  a  real  attractor  for  me 
3ve  the  NIH  and  come  here  — 

this    model    that   this    institute 

sit  in  between  the  three  state 
rsities  and  work  with  them  on 
initiatives  and  joint  recruitment," 

says.   "It's  also  exciting  to  be 

0  partner  with  existing  research 
utes  like  Barrow  Neurological 
ute  as  well  as  some  really  terrific 
care  organizations,  including 
layo  Clinic  in  Scottsdale.  This  ini- 
really  received  remarkable 
/i/ide   support   and   was   literally 

p  as  a  cooperative  effort  to 
B  and  link  this  research  institute 
;se  existing  health  and  research 

tions  around  the  state " 
It  says  he  also  is  particularly  grate- 
the  city  of  Phoenix,  which  anted  up 
46  million  needed  to  build  TGen's 
lome.  The  new  facility,  to  be  called 
hoenix  Bioscience  Center,  will  also 

an  NIH  research  lab  and  the  head- 
jrs  for  the  International  Genomics 

rtium,  which  will  apply  genomics 
sis  to  human  tumor  samples  and 
e  a  publicly  accessible  database 
ng  the  results. 

Dok  out  my  window  at  the  hole  in 
round  where  the  footprint  of  the 
institute  is  going  to  be,"  Trent 
"The  city  of  Phoenix  envisioned  a 

dical  campus  here  to  foster  eco- 
and  knowledge-based  efforts 
d  the  downtown  area,  and  it's 
Tiing  a  reality." 

nt  predicts  the  effort  will  be  a  boon 
;  city's  economy  by  attracting  new 


businesses  to  the  area.  "What  we're 
seeing  is  significant  interest  in  the 
potential  for  companies  to  move  here 
and  associate  with  these  types  of  ven- 
tures," he  says.  "I  think  the  industry  is 
going  to  explode.  In  my  mind,  there's  no 
doubt  about  it" 

He  thinks  that  among  the  largest  new 
industries  to  spin  off  from  the  bio- 
science initiative  are  technical  support 
services  to  assist  the  clinical  trials 
needed  before  any  new  discoveries  can 
be  brought  to  market.  "Phoenix  is  the 
fifth-largest  city  in  the  U.S.,  and  with  its 
medical  infrastructure,  it  will  be  a  good 
place  to  do  clinical  studies  for  drug  com- 
panies and  pharmaceutical  companies.  I 
think  we're  going  to  be  almost  like  a 
clinical  services  center." 

Dick  Love,  TGen's  chief  operating 
officer,  also  sees  a  sharp  growth  in  the 
medical  products  industry.  "I  think  the 
things  that  are  the  nearest  term  are 
businesses  that  make  diagnostic  prod- 
ucts," says  Love,  who  prior  to  joining 
TGen  had  spent  the  past  20  years 
launching  and  developing  two  suc- 
cessful biotech  companies.  "On  the 
services  side,  the  interest  that  we're 
hearing  about  is  in  the  reference  lab- 


type  businesses  that  do  testing  and 
the  contract  research  organizations 
that  do  drug  development." 

Among  the  diagnostic  products  Love 
sees  spinning  off  from  TGen's  research  is 
equipment  used  in  the  screening  of  blood 
samples  to  look  for  genes  that  predispose 
a  patient  to  a  particular  disease.  Currently, 
clinicians  must  analyze  cell  secretions  and 
surface  materials  and  don't  yet  have  the 

THE  UNIVERSITY  OF 

ARIZONA  SCIENCE  & 

TECHNOLOGY  PARK 


The  University  of  Arizona  Science 
and  Technology  Park  provides  R&D 
facilities,  wet  and  dry  laboratories, 
and  prime  office  space  for  emerging 
global  technology  companies. 

Now  leasing.  Call  520-626-2817 
or  visit  www.uatechpark.org. 


The  Universitt'  of  .Arizona, 

Science  andTechnology  Park 
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capability  to  peer  inside  the  gene  machin- 
ery itself.  "We  see  those  kinds  of  diag- 
nostic products  conning  sooner  rather 
than  later,"  he  says. 

Love  is  also  pleased  with  the  region's 
patient  care  facilities  and  looks  forward  to 
the  role  they'll  play  in  developing  TGen's 
biotechnological  advances.  "Phoenix  and 
Tucson  have  outstanding  clinical  outlets," 
says  Love,  who  moved  to  Arizona  in 
February.  "You  couple  those  with  a  cen- 
ter of  excellence  in  genomics  like  TGen 
and  the  science  at  the  universities,  and 
you've  got  something  pretty  unusual. 
That's  what  attracted  me  here.  When  I 
looked  at  all  those  features,  I  said,  'Boy, 
this  is  really  special.'" 

TGen  has  already  gone  international  in 
scope,  signing  an  agreement  this  sum- 
mer   with    the    national    institute    of 

ARIZONA  OFFICE  OF  TOURISM 


Arizona  is  a  land  defined  by  its 
wild  beauty  and  simple  openness. 
By  world-class  resorts,  culture  and 
heritage,  dining  and  golf.  Amaze 
Yourself,  Explore  Arizona. 

Receive  a  free  Official  State 
Visitor's  Guide,  which  includes  a 
Calendar  of  Events  and  Official 
State  Visitor's  Map.  Call  toll-free 
866-770-5391  cr  visiff  ^vww.ari 
zonaguide.     , 
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genomic  medicine  in  Mexico  to  collabo- 
rate on  research  into  gastric  cancer  and 
diabetes.  To  show  her  support  of  the  ini- 
tiative, Governor  Napolitano  traveled  to 
Mexico  City  for  the  signing. 

Such  cross-border  exchanges  have 
been  part  of  Arizona's  social  and  eco- 
nomic fabric  for  decades,  and  officials  at 
the  state's  Department  of  Commerce  are 
looking  to  boost  those  ties  even  further. 

During  the  first  half  of  this  year, 
Arizona's  trade  with  Mexico  totaled 
$1.3  billion,  most  of  that  in  the  form  of 
electric  componentry  shipped  to 
Mexican  maquiladora  factories  for 
assembly  into  consumer  products 
bound  for  U.S.  markets. 

Department  Director  Gil  Jimenez  says 
Arizona  is  looking  to  push  beyond  the 
borderlands  and  enter  markets  in  the 
Mexican  interior  such  as  Monterrey  and 
Mexico  City,  both  targets  of  recent 
trade  missions  by  state  officials  and 
Arizona  business  leaders.  His  depart- 
ment also  is  trying  to  diversify  the 
state's  export  offerings  beyond  electron- 
ics to  include  paper  and  packaging  prod- 
ucts, aviation  parts  and  plastics.  "We 
are  trying  to  market  the  state  more 
aggressively  and  use  as  many  resources 
as  we  have  to  make  Arizona  an  impor- 
tant portal  to  the  south,"  Jimenez  says. 

Arizona's  proximity  to  Mexico  is  a  key 
enticement  for  companies  from  Canada 
and  Europe  currently  being  courted  by 
UA's  office  of  economic  development  to 
open  operations  in  the  Tucson  area, 
Wright  says.  "They're  interested  in 
accessing  Mexico  both  as  a  market  and 
a  place  to  manufacture  their  products," 


he  says.  "Many  of  our  own  eme 
high-tech  companies  moving  out  of 
and  into  production  are  also  lookir 
Mexico  to  produce  their  products."  i 
Another  of  Arizona's  most  impo, 
industries  is  tourism,  and  these  ( 
officials  in  the  state  agency  devote, 
increasing  visitor  numbers  are  looki 
their  responsibility  as  more  than 
marketing  the  state's  natural  beauty 
golf  courses.  Margie  Emmermann, 
directs  the  state's   Office  of  Tou 
says  her  charge  is  also  to  work  witi 

"The  city  of  Phoenix 
envisioned  a  biomed 
ical  campus  here 
to  foster  economic 
and  knowiedge-base 
efforts  around  the 
downtown  area,  and 
it's  becoming  a  realii 

—  Dr.  Jeffery  Tr 
President  &  Scientific  Dire( 

T( 

Arizona  tourism  industry  to  help  1^ 
stay  ahead  of  global  competition  ar 
top  of  visitor  trends.  Tourism's  re 
the  economic  health  of  the  state  1: 
only  to  generate  spending  and  ta> 
enue,  but  also  to  create  an  enha 
quality  of  life  that  encourages  peof 
move  to  or,  better  yet,  to  locate 
businesses  in  Arizona. 

"The  importance  of  tourism  isn'' 
to  bring  visitors  in,"  Emmermann 
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about  all  the  amenities  and 
les  the  visitor  industry  provides 
set  the  stage  for  what  makes 
la  attractive  for  economic  devel- 
nt.  People  will  want  to  do  busi- 
here  if  we  take  steps  to  make 
want  to  come  here  and  stay." 
e  than  27  million  people  visit  the 
I  Canyon  State  each  year,  generat- 
16  billion  in  spending,  $1  billion  in 
venue  and  450,000  jobs.  "We're  a 
destination  to  attract  visitors,"  she 
and  a  lot  of  that  is  because  of  the 
:ment  that  has  been  made  to  get 
to  come."  A  number  of  new  spas, 
s  and  conference  facilities  are  set 
en  within  the  next  several  months, 
hoenix  recently  spent  $600  million 
ing  up  the  offerings  in  its  down- 
Civic  Plaza,  which  include  a  new 
tmance  venue  for  the  Phoenix 
ihony.  "We  are  becoming  very 
etitive  in  attracting  high-end  visi- 
iA'ho  often  are  the  same  people 
ig  major  business  decisions." 
n  in  the  midst  of  economic  down- 
Arizona  has  still  been  one  of  the 
:er  spots  on  the  nation's  economic 
cape.  Last  year,  Arizona  was  ninth 
ig  ajl  states  in  terms  of  job  growth, 
he  state  has  been  first  or  second 
ms  of  population  growth  rates  for 
of  the  past  nine  years. 
IIS  is  a  state  that's  growing  up 
e  our  eyes,"  says  Ringer  of  the 
er  Phoenix  Economic  Council.  "As 
iness  platform,  Arizona  is  now  on 
vith  other  major  cities  around  the 
try  in  terms  of  critical  mass. 
use   we're   such   a   new   market. 


we're  attracting  people  both  with  our 
economy  and  our  quality  of  life." 

Yet  as  the  population  grows, 
Arizonans  are  keen  to  preserve  their 
quality  of  life  and  are  in  the  beginning 
stages  of  creating  a  new  industry  to 
see  to  that.  Along  with  biosciences, 
Arizona's  public  universities  also  were 
found  to  have  a  strong  research  base  in 
sustainable  technologies,  or  processes 
designed  to  minimize  their  impact  on 
finite  and  overtaxed  resources  such  as 
water  and  electricity.  Intel  Corp.,  for 
example,  is  one  of  a  number  of  compa- 
nies that  has  opened  sustainability 
units  in  Arizona  to  take  advantage  of 
this  research  base.  From  rapidly  grow- 
ing urban  environments  to  the  innova- 
tive use  of  small-diameter  trees 
thinned  from  the  vast  forests  of  the 
northern  part  of  the  state,  Arizona  is 
becoming  a  leader  in  environmentally 
benign  industry. 

"Arizona  is  such  a  good  place  for  it 
because  we  are  growing  so  fast,"  says 
Gail  Howard  of  the  Governor's  Office. 
"We  are  a  great  model  for  manageable 
growth  because  we  live  in  such  a  sensi- 
tive environment.  We  think  sustainable 
technology  is  an  area  in  which  we  can 


really  make  a  difference  because  we're 
such  a  good  test  bed  for  those  kinds  of 
activities.  As  the  world  population 
grows,  sustainable  systems  become 
more  important.  This  may  be  what  cata- 
pults this  state  into  the  middle  of  a  truly 
global  industry." 

Maybe  it  wasn't  just  a  fluke  of  nature 
that  brought  the  Grand  Canyon  to 
Arizona.  After  all,  the  state  needs  some  - 
place  to  put  all  that  potential  and  vision.B 


WEB  ADDRESS  DIRECTORY 


Allied  Waste  Industries,  Inc. 

ww/w.alliedwaste.com 


Arizona  State  University 

www.asu.edu 

Arizona  Office  of  Tourism 

www.arizonaguide.com 

The  Dial  Corporation 

www.dialcorp.com 

Greater  Phoenix  Economic  Council 

www.gpec.org 

The  University  of  Arizona 

www.arizona.edu 

The  University  of  Arizona  Health 
Sciences  Center 

www.AHSC.arizona.edu 

Wells  Fargo 

www.wellsfargo.com 
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IN  THE  QUIET  COUNTRYSIDE  JUST  OUTSIDE  VAN- 
couver,  B.C.  an  ambitious  young  entrepreneur  sur- 
veys a  blindingly  bright  room  filled  with  lovely 
plants — dozens  of  stalks  of  high-power  marijuana. 
Almost  ready  for  harvest,  they  hold  threadlike,  resin- 
frosted  pot  flowers,  rust-and-white  "buds"  thicken- 
ing in  a  base  of  green-and-purple  leaves.  The  room 
reeks  of  citrus  and  menthol,  a  drug- rich  musk  lingering  on  fin- 
gertips and  clothes. 

"There's  no  way  I  won't  make  a  million  dollars,"  says  the 
entrepreneur,  David  (one-name  sources  throughout  this  story 
are  pseudonymous).  He  runs  several  other  sites  like  this  one, 
reaping  upwards  of  $80,000  in  a  ten- week  cycle.  Says  he:  "Even 
if  they  bust  me  for  one,  I'm  covered." 

So,  it  seems,  is  much  of  Canada — covered  with  thousands 
of  small,  high-tech  marijuana  "grows,"  as  the  indoor  farms  are 
known.  Small-time  marijuana  growing  is  already  a  big  busi- 
ness in  Canada.  It  is  likely  to  get  bigger,  despite  all  the  efforts  of 
the  antidrug  crowd  in  Washington,  D.C.  On  Oct.  14  the  U.S. 
Supreme  Court,  by  refusing  to  disturb  an  appeals  court  ruling, 
gave  its  stamp  of  approval  to  doctors  who  want  to  recommend 
weed  to  ease  their  patients'  pain  or  nausea.  In  the  U.S.  nine 
states  have  enacted  laws  permitting  marijuana  use  by  people 
with  cancer,  AIDS  and  other  wasting  diseases.  The  Canadians 
are  even  more  cannabis-tolerant;  although  they  have  not  legal- 
ized the  drug,  they  are  loath  to  stomp  out  the  growers.  This 
illicit  industry  has  emerged  as  Canada's  most  valuable  agricul- 
tural product — bigger  than  wheat,  cattle  or  timber. 

Canadian  dope,  boosted  by  custom  nutrients,  high- 
intensity  metal  halide  lights  and  20  years  of  breeding,  is  five 
times  as  potent  as  what  America  smoked  in  the  1970s.  With 
prices  reaching  $2,700  a  pound  wholesale,  the  trade  takes  in 
somewhere  between  $4  billion  (in  U.S.  dollars)  nationwide  and 
$7  billion  just  in  the  province  of  British  Columbia,  depending 
on  which  side  of  the  law  you  believe. 

In  the  U.S.  the  never-ending  war  on  drugs  endures,  to 
modest  discernible  effect.  In  a  largely  symbolic  act  the  U.S.  Jus- 
tice Department  has  just  imprisoned  an  icon  of  the  pot-happy 
1970s— Tommy  Chong  of  the  old  Cheech  &  Chong  comedy 
team— for  selling  bongs  on  the  Internet  (see  box,  p.  154).  But 
in  Canada  the  trade  in  pot,  or  cannabis  (as  many  Canadians 
call  it),  is  an  almost  welcome  offset  at  a  time  when  British 
Columbia's  economy  is  in  the  doldrums. 

Tourism  here  is  down,  and  thousands  of  jobs  got  axed 
when  the  U.S.  slapped  tariffs  on  exports  of  softwood  and  then 
banned  Canadian  beef  after  an  outbreak  of  mad  cow  disease. 
The  marijuana  business,  by  contrast,  is  thriving,  not  least 
because  Canada  shares  a  thinly  guarded  5,000-mile  border 
with  the  U.S.,  a  big  market.  Ultimately  much  of  the  revenue 
flows  into  the  coffers  of  hundreds  of  legitimate  businesses  sell- 
ing supplies,  electricity  and  everviliiiv'  r  k,  m  the  growers  and 
smugglers. 

And  who  are  these  growers?  Not  a  small  coterie  of  drug 
lords  who  could  be  decimated  with  j  few  well- targeted  prose- 
cutions, but  an  army  of  ordinary  folk-.  "',  t  .^-w  ;it  least  a  hun- 
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dred  [of  them],  20  years  old  to  70,"  says  Robert  Smith,  who 
isn't  part  of  the  trade  but  indirectly  profits  from  it  at  the  fiirni- 
ture  store  he  owns  in  Grand  Forks,  B.C.,  110  miles  north  of 
Spokane,  Wash.  "Of  the  money  coming  through  my  door,  15% 
to  20%  comes  from  cannabis — we'd  be  on  welfare  without  it." 

Mexico  remains  the  biggest  supplier  of  foreign  pot  for  U.S. 
consumers,  growing  valleys  of  lower-grade  grass  and  sending  it 
north;  some  500  tons  of  pot  were  seized  at  the  Mexican  border 
in  2001,  more  than  100  times  the  volume  confiscated  at  the 
Canadian  boundary.  California  is  a  prodigious  supplier,  as  well. 
But  Canada's  industry  is  notable  for  its  dispersion.  The  scattered 
and  all  but  undetectable  production  may  well  herald  a  modus 
operandi  for  other  regions. 

Small  growers  like  David  bring  in  $900  a  pound  at  the  low 
end,  with  net  margins  of  55%  to  90%,  depending  on  quality, 
depreciation  and  labor  costs.  They  produce  half  a  pound  to  30 
pounds  every  ten  weeks,  selling  their  product  to  local  users  or 
peddling  it  to  "accumulators,"  who  then  smuggle  it  over  the  bor- 
der or  seO  it  up  the  chain  to  larger  brokers.  Accumulators  and 
brokers  typically  add  $80  a  pound  to  the  cost,  as  do  the  high-vol- 
ume smugglers  who  buy  from  them.  Smugglers  returning  money 
to  Canada  for  other  dealers  skim  a  2%  laundering  fee. 

"The  first  time  somebody  gives  you  a  bag  of  money  so  heavy 
that  you  can't  lift  it,  it's  surreal.  Pretty  soon,  it's  just  dirty  paper," 
says  Jeff,  who  recently  retired  from  smuggling  up  to  a  ton  of 
weed  a  week. 

Jeff  started  out  a  few  years  ago  by  growing  just  8  pounds  of 
pot  with  his  friends.  Within  a  year  they  were  brokering  hun- 
dreds of  pounds  from  other  small  growers  to  someone  with 
connections  to  large  U.S.  distributors.  When  that  person's  buyer 
retired,  Jeff  paid  him  $250,000  for  the  buyer's  client  list.  "Sounds 
astronomical,"  he  says,  "but  at  the  time  it  looked  free." 

Once  in  the  U.S.  the  bud  usually  stays  on  the  West  Coast.  In 
Seattle  a  pound  of  top-quality  pot  sells  for  $4,000,  and  by  the 
time  it  hits  Los  Angeles  it  runs  up  to  $6,000.  High-grade 
cannabis  then  sells  at  smaller  weights,  eventually  burning  up  at 
$600  to  $800  an  ounce. 

Back  in  British  Columbia  the  business  of  pot  encompasses 
wholesaling  different  strains  of  seeds  for  95  cents  to  $1.90  apiece, 
the  prices  depending,  among  other  things,  on  how  well  a  strain's 
buds  rank  at  annual  (and  very  public)  "breeders'  cup"  competi- 
tions in  Amsterdam  and  Vancouver.  Plants  can  also  be  propa- 
gated from  cuttings,  sold  for  $3  to  $10  each,  wholesale. 

This  is  a  job-creating  industry.  Trimming  the  dried  flowers 


Cannabitg 

THE  ESTIMATED  VALUE  OF 

Canada's  marijuana  pro- 
duction—up to  $7  billion- 
exceeds  its  farm  receipts  of 
both  cattle  ($5.63  billion) 
and  wheat  ($1.73  billion),  or 
the  $4.3  billion  taken  in  by 
forestry  and  logging.  Only  oil 
and  gas  extraction,  worth 
$15.8  billion,  is  worth  more. 
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to  maximize  look  and  taste  of  the  top  product  pays' abc 
$15  an  hour  for  a  skilled  laborer;  it  takes  ten  hours  for  an  ex{ 
rienced  trimmer  to  turn  out  a  pound  of  buds.  Consultants  i 
$40  an  hour  for  helping  junior  growers. 

Marijuana  underwrites  other  businesses,  too.  Vancomi 
tour  guides  brag-of  quality  "B.C.  bud,"  and  "smokeasies"  m 
the  Canadian  border  cater  to  Canadian  and  U.S.  custome 
Local  authorities  wink  at  the  offense.  The  owners  of  the 
smokeshops  resemble  camp  followers  of  a  particularly  tou 


Ei 


CANADA'S  LEGAL 

farm  operators 
have  net  margins 
of  5.5%.  An  econ- 
omist in  Vancou- 
ver's Simon 
Fraser  University 
ivvers  have  a  72%  annual 
.liter  discounting  for  costs, 
'  ■  ■■■osts. 


•xcept  for  a  few  hundred  medical  users,  who  are  permiti 

to  grow  for  personal  use,  and  some  firms  like  Prairie  PI; 

•  Systems,  a  Saskatoon,  Sask.  firm  with  a  $4.3  million  cc 
tract  to  grow  for  the  Canadian  government,  cultivators  of  we 
in  Canada  are  operating  outside  the  law.  You  wouldn't  know 
though,  from  a  trip  to  Advanced  Nutrients'  fertilizer  factory. 

"We've  got  86  different  products,  eight  labs,  65  employe 
and  we'll  gross  $12  million  (Canadian)  this  year,  $20  million 
2004,"  says  Michael  Straumietis,  who  with  partners  Rob 
Higgins  and  Eugene  Yordanov  owns  this  firm.  "I'd  say  85% 
this  is  related  to  the  marijuana  industry.  We  hope  it's  all 
medical,  but  we  can't  control  that."  The  Advanced  factory, 
miles  outside  of  Vancouver,  can  produce  up  to  1.5  million  lit 
of  nutrients  a  month.  Products  like  Or  Hornby's  Big  Bud  a 


■WBA 


. 


teful  Dead  tour.  Customers  include  clean-cut  men  in  golf 

ts,  grannies  and  women  cradling  babies. 

Advice  magazines  offer  tips  on  growing;  lighting  shops 

spread  across  the  country  to  serve  novice  farmers;  and 

Llizer  companies  target  their  marketing  to  pot  growers  (see 

).  In  the  wake  of  a  federal  crackdown  on  makers  of  mari- 

la  pipes  in  the  U.S.,  those  businesses  are  relocating  north 

he  border. 

In  the  Kootenay  mountains  of  B.C.,  Gary  Berg\'all  sold 


lights  from  a  15-by- 15-foot  space  in  1996.  Now  he  employs  28 
people  and  runs  a  factory  that  ships,  each  week,  hghting  sys- 
tems as  well  as  two  tractor-trailers  full  of  air  filters.  Could  the 
activated  charcoal  filters  be  useful  for  absorbing  the  telltale 
odor  of  certain  plants?  Maybe.  The  lights?  Bergvall  is  circum- 
spect. They  are  used  "for  a  special  purpose,  whatever  that  may 
be,"  he  says. 

Marc  Emery  started  a  mail-order  marijuana-seed  business  in 
Vancouver  in  1994,  moving  100,000  seeds  a  year  at  an  average 


sipro  [as  in  "sinsemilla "]  are  distributed  to  some  380  stores 
he  U.S.  and  Canada,  plus  another  260  in  Australia. 
By  supplying  medical  patients  with  their  products  for  free 
d  shipping  Voodoo  Juice  to  the  University  of  Mississippi, 
3re  scientists  grow  marijuana  for  the  U.S.  government),  they 
e  generated  testimonials  and  "studies"  showing  their  prod- 
s  produce  bigger,  stronger  pot  plants  than  the  competition. 

Look  at  this— 2.13  pounds  per  light!"  says  Yordanov,  bran- 
ling  a  paper.  "We  beat  them  in  THC  [tetrahydrocannabinol], 

A  pound  per  light  used  to  be  good— we'll  do  3." 
For  the  beginner,  there  is  a  $375  kit  of  seven  nutrient  boxes, 
:  for  each  week  of  a  quick  grow.  "Totally  idiot-proof,"  says 
aumietis,  a  43-year-old  American  who  fled  to  Canada  from  a 
se-dismissed  marijuana  charge.  "We've  revolutionized  mar- 


keting and  packaging." 

The  trio  began  business  in  1996  with  a  hydroponic  shop, 
later  moving  into  lighting  and  electrical  supplies.  In  2001  they 
were  charged  by  Canadian  authorities  with  conspiracy  to  export 
and  conspiracy  to  traffic  in  cannabis,  stemming  from  a  200- 
pound  smuggling  bust  in  Washington  State.  Last  March  the 
Canadian  government  halted  prosecution,  for  reasons 
unknown,  but  could  start  again. 

The  three  deny  the  charges  but  also  figure  increasing  liber- 
alization of  the  law  in  Canada  makes  the  nutrients  more  of  a 
promising  line,  anyway.  "There's  more  money  in  this  than  in 
grovi/ing,"  Straumietis  says.  "In  five  to  seven  years  we  could 
gross  $100  million.  If  cannabis  is  legal[ized],  we'll  probably 
charge  less,  make  it  up  on  volume."  —Q.H. 
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$3.75  each.  Today  the  tax-paying  entrepreneur  sells  350,000 
seeds  a  year,  even  though  he  has  more  than  20  Canadian  com- 
petitors (plus  rivals  in  Holland,  Spain  and  the  U.K.).  Selling 
seeds  in  Canada  is  Ulegal,  but  just  about  no  one  is  busted  for  it. 

Web  sites  from  Vancouver  to  Montreal  sell  pot  to  medical 
patients  in  Canada;  one  site  requires  only  a  doctor's  letter  testi- 
fying you  have  one  of  192  afflictions  (including  writer's  cramp 
and  hiccups).  Barbara  St.  Jean,  a  financial  planner,  got  a  pot  pre- 
scription to  treat  pain  associated  with  lupus.  She  and  her  hus- 
band, Brian  Taylor,  a  former  mayor  of  Grand  Forks  who  later 
ran  for  national  office  on  the  Canadian  Marijuana  Party  ticket, 
have  taught  college  courses  on  how  to  grow  cannabis  indoors. 
St.  Jean  once  gave  a  speech  to  some  40  city  planners  from  across 
B.C.,  extoUing  the  potential  benefits  of  cannabis  to  their  local 
economies. 

All  of  this  action  owes  much  to  the  U.S.  and  an  inflow  of 
draft-dodging  pot  smokers  during  the  Vietnam  War.  The  mari- 
juana growers  among  them  introduced  sinsemilla  (Spanish  for 
"without  seeds"),  the  unpoUinated  female  plant,  which  is  far 
more  potent  than  its  male  counterpart.  In  the  1980s  refugees 
from  a  northern  California  war  on  pot  also  headed  to  B.C.,  just 
as  1,000-watt  lights  made  possible  year-round  production  of 
top-grade  strains.  Locals  learned  to  grow  for  their  climate. 

The  market  is  now  mature  enough  for  precise  segmentation. 
Dealers  grade  buds  like  bonds,  starting  at  BB,  worth  just  $800  a 
pound  because  of  its  chemical  taste  and  black  ash  when  burnt. 
A-quality  cannabis  tends  to  be  well-grown  outdoor  product,  at 
$1,300  because  of  its  somewhat  loose  buds.  AAA,  the  type  David 
grows  and  Jeff  smuggled,  is  characterized  by  tight  clusters  of  flow- 
ers, a  pleasant  smell  of  eucalyptus  and  enough  drug- rich  resin  to 
coat  the  sides  of  a  plastic  bag.  Even  on  a  carefully  grown  plant 
only  50%  of  the  buds  are  the  right  size  and  shape  for  AAA.  The 
best  stuff  has  odd  varietal  names — Mango  and  Blueberry  for  the 
fruity-smelling  strains,  and  F— ing  Incredible  and  Romulan  (a 
nod  to  the  warriors  with  dented  heads  on  Star  Trek),  a  testimony 
to  the  euphoric,  incapacitating  effects. 

Producing  the  seeds  of  such  strains  is  up  to  guys  like  Daniel, 
a  third-year  apprentice  breeder  along  western  B.C.'s  coast.  He 
helps  produce  about  60  varieties,  starting  with  a  dark  green  bud 
called  "Mighty  Mite,"  a  plant  for  urban  window  boxes  that 
grows  to  the  size  and  shape  of  a  corn  dog.  At  the  other  end  are 
14-foot-high  monsters  that  reflect  their  origins  in  the  Brazilian 
jungle. 

Daniel's  newest  creation  is  a  straight-stemmed  plant  that 
stands  8  feet  high  and  has  thick,  well-spaced  clumps  of  flowers. 
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"This  is  a  good  prairie  strain,"  says  the  Alberta  native, 
could  harvest  it  with  a  combine  or  a  sunflower  cutter.  I'd  Irk 
produce  seeds  in  50-pound  bags."  Like  many  people  in 
Canadian  cannabis  trade,  he  expects  marijuana  cultivation 
be  fuUy  legal  before  long. 

For  Daniel,  thieves,  not  the  the  pohce,  are  the  big  worry.  I 
with  good  reason:  The  Royal  Canadian  Mounted  Police,  wl 
opposes  many  of  Canada's  pro-pot  steps,  concedes  that  in  I 
only  one-fifth  of  marijuana  busts  result  in  incarceration  and 
average  sentence  is  only  four  months.  "Maybe  the  police 
take  these  plants,"  Daniel  says,  nodding  to  a  packed  greenhoi 
"Maybe  they'll  even  take  me  downtown,  maybe  arrest  i 
Maybe.  But  we  have  clones  and  copies  of  every  one  of  our  pl< 
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"CANVAS"  IS  DERIVED  FROM 

the  word  "cannabis."  Many 
of  the  great  paintings  are 
on  marijuana  fibers. 


MARIJUANA  HAS  BEEN  CULTIVATED  FOR  ITS 

fiber  since  at  least  8000  B.C.  and  used  as 
a  drug  since  about  2000  B.C.  In  Europe  It 
was  cultivated  for  rope,  paper  and 
cloth  for  centuries,  with  no 
broad  understanding  of  the 
plant's  psychoactive 
propeiHes  until  the  19th 
century,  after  Napoleon 
Bonaparte  invaded  Egypt. 
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HENRY  VIII,  AND 

^     many  New 

World  gover- 
nors, mandated  the 
growing  of  hemp  (mari- 
juana) for  rope.  Many 
farmers  resisted  be- 
cause the  crop  paid 
poorly  and  smelled  bad 
as  It  was  curing. 


THC  IS  CONCEN- 

trated  in  mari- 
juana's trichome 
which  are  tiny 
stalked  glands  v 
a  stem  and  a  ba 
like  tip,  clustere 
around  the  flowi 
of  an  unfertilizei 
female  plant 
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iVe  got  inventory  covered.  You've  got 
>ping  covered.  What  about  surprises? 

tions  are  everywhere.  Insight  is  not.  Making  irnportant  decisions  is  your  job. 
ering  the  insight  to  help  you  make  smarterdedsions  is  ours,  With  business     , 
cations  from  supply  chain  management, to  manufacturing,  we  have  the 
ience  and  resources  to  help  you  succeed  in  a  business  world  where  the  only  thing 
in,  is  uncertainty.  To  learn  more,  visit  micrOsc>ft.com/BusinessSdlutions/lnsight 
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in  three  more  locations." 

With  seeds  or  clones  an  indoor  grower  can  spend  just  $1,600 
to  set  up  a  9-square-foot  indoor  plot  capable  of  hosting  72  small 
plants  that  produce  3  '/z  pounds  of  mixed-quality  buds  in  seven 
weeks.  A  well-wired  operation  with  20  lights  costs  $20,000  to  set 
up.  Most  growers  stop  at  10  lights  lest  they  attract  attention  with 
a  steep  electricity  bill. 

A  good  rule  of  thumb  in  figuring  yield  is  1  to  1  '/i  pounds  of 
bud  per  light.  By  using  cuttings  and  closely  regulating  how 
much  Ught  the  plants  get,  indoor  gardeners  crush  a  normal  five- 
month  growing  cycle  into  ten  weeks.  Like  high-end  winemakers, 
these  producers  obsess  about  methods,  singing  the  virtues  of 


Hounding 
Canadian 
smugglers: 
They  come  on 
foot  or  by  car, 
trucl<,  plane 
and  kayak. 


organic  gardening,  hydroponics  (soilless  agriculture),  even  aero- 
ponics  (with  nutrient  misted  on  the  plants).  Some  pot  farmers 
pump  carbon  dioxide  into  the  room.  Growing  AAA  is  labor 
intensive:  The  plants  need  daily  watering,  spraying  and  cutting 
back,  producing  a  trash  bag  fiill  of  unwanted  leaves  each  week 
for  a  small  grow. 

David,  the  western  B.C.  grower  who  dreams  of  making  a 
million,  has  hired  caretakers  to  oversee  three  additional  rooms 
of  20  lights  each;  the  employees  include  a  retired  mining  execu- 
tive and  a  middle-aged  American  fugitive,  he  says.  They  get  25% 
of  the  crop,  and  David  splits  the  rest  with  his  financier,  a  retired 
grower/smuggler.  His  landlords  get  an  extra  $1,500  a  month  on 
top  of  the  rent,  and  he  pays  for  repairs  from  any  water  or  soO 
damage  when  production  ceases.  He  lives  in  a  neat  house  on  a 
quiet  cul-de-sac,  rigged  with  radio-controlled  motion  detec- 
tors. Full  of  kids,  dogs  and  golf  clubs,  it  is  prosperous  and 

ACCORDING  TO  A  1998 

study  by  the  Institute  of 
Medicine,  marijuana  addicts 
9%  of  its  users.  Alcohol  addicts 
15%  of  users,  heroin.  23%  of  users 
and  tobacco,  32%  of  users. 
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unremarkable,  except  for  details  like  the  beat-up  crac 
box  brimming  with  the  household  pot  stash  and  the  note  on  ^ 
ft-idge  that  reads:  "Gretchen  called:  Probation!"  It  seems  akn 
like  a  game,  until  Anrie,  his  wife,  voices  the  underlying  stressj 

"When  someone  goes  down,  we  all  feel  really  bad,  but 
can't  get  too  close  to  someone  who's  involved  with  the  law," 
says  as  she  prepares  the  kids'  breakfast.  "You  try  to  keep  th 
away  fi-om  it  as  much  as  possible."  A  helicopter  cuts  through 
morning  fog,  and  she  tenses  momentarily.  "You  do  a  lot  of  yc 
you  try  to  pretend  it  isn't  real." 

Prepared  product  is  packed  in  half-pound  lots.  Forty  bag 
into  a  typical  carry-on  suitcase.  Small-scale  marijuana  sm 

glers,  or  "rabbits," 
dope  to  the  U.S  in 
rides,     marathon     jc 
three-hour  kayak  trips 
floating  hollowed-out 
on  the  tide.  The  Mount 
with  a  patrol  fleet  of  j 
four  boats,  are  not  a 
worry  on  the  water. 

"You  can  get 
pounds  into  a  backpa 
and  you  get  big  legs  n 
ning  over  the  mountai 
says  Paul  de  Felice, 
owner  of  the  Holy  Smi 
smokeasy  in  the  east 
B.C.  town  of  Nelson, 
seen  them  so  nervous  they  vomit  before  they  take  off — bi 
never  see  them  stop." 

As  in  all  business,  it  is  important  to  manage  risk.  Jeff  wo 
first  try  a  smuggling  method  with  50  pounds;  if  it  worked, 
would  try  100,  then  300.  He  moved  pot  in  the  fiberglass  hull 
yachts  and  in  the  false  floors  of  long  horse  trailers.  "No  bor 
agent  wants  to  unload  aU  those  horses,  shovel  out  that  manu 
he  says. 

One  method:  Drag  a  shipment  underwater  behind  a  fi 
ing  boat.  A  zinc  strip  fastens  a  buoy  and  a  length  of  line  to 
package.  If  the  boat  is  stopped,  the  crew  cuts  loose  the  sh 
ment,  which  sinks,  buoy  and  all.  The  zinc  dissolves  in  the  s 
water  within  12  to  18  hours,  and  the  buoy  surfaces  with  its  1 
tied  to  the  pot,  letting  Jeff  recover  the  dope.  Another  metl 
involves  bisecting  a  propane  truck,  inserting  500  pound; 
bud  below  a  false  floor  and  setting  the  gas  pressure  in 


ONE  MARIJUANA 

cigarette  deposits 
four  to  five  times 
more  tar  in  the 
lungs  than  a  tobacco 
cigarette.  Thus, 
smoking  three  or  four 
joints  is  like  smoking 
up  10  a  pack  of 
cigarettes. 


MARIJUANA  WAS  EFFECTIVELY  OUTLAW 
in  the  U.S.  with  the  passage  of  the  IS 
Marijuana  Tax  Act.  There  are  now  an 
estimated  500,000  marijuana  arresi 
in  the  U.S.  each  year. 
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truck  to  read  as  if  it  were  full. 

Eventually  "you  use  a  lot  of  planes,"  he  says.  "They're  faster, 
they  give  you  more  control  and  you  get  better  prices  if  you  can 
deliver  40  miles  over  the  border,  past  the  hot  zone."  Pilots  fly 
low,  hugging  mountains  on  the  lee  side  of  fire  towers. 

Jeff  has  retired  in  the  face  of  exhaustion,  a  fear  of  snitches 
in  the  network  and  rumors  that  the  U.S.  government  has 
planted  an  agent  in  the  system,  who  over  time  is  rising  high 


That's  Not  Funny,  Man 

The  marijuana  business  was  generally  good  to  Thomas 
Chong,  one-half  of  the  Cheech  &  Chong  comedy  duo, 
until  Feb.  24.  On  that  day  the  comedian,  best  known 
for  portraying  stoned  losers  in  movies  like  Nice  Dreams  and 
Up  in  Smoke,  was  nabbed  in  a  nationwide  sweep  of  mer- 
chants of  pot  pipes,  bongs  and  other  drug  paraphernalia. 
Those  products,  along  with  small  scales,  tiny  spoons 
and  powder  used  in  diluting  cocaine,  are  prohibited  by  a 
little-enforced  1986  federal  law.  Chong,  a  naturalized  Cana- 
dian, was  one  of  55  people  charged  as  part  of  Pipe  Dreams, 
a  nine-month  undercover  investigation  of  paraphernalia 
J  vendors.  On  Sept.  II  Chong  landed  nine  months  in  jail,  one 
of  only  two  Pipe  Dreams  jail  terms  handed  out  so  far. 

They  mistook  my  character  for  me,"  says  Chong.  Dur- 
ing his  sentencing  hearing,  the  prosecutors,  seeking  a  hefty 
V  sentence,  noted  that  he  was  in  the  process  of  making 
I  another  Cneech  &.  Chong  movie.  "I  just  reflect  society,  the 
^-  same  v;ay  Dean  Martin  reflected  drinkers." 

Not  so,  says  Wary  Beth  Buchanan,  U.S.  attorney  for  the 
^  Western  District  of  Pennsylvania,  who  instigated  Pipe 
Dreams.  "We  prosecute  people  for  the  deterrent  effect," 
she  says.  "Thomas  Chong  was  operating  an  illegal  busi- 
ness, and  he  demonstrated  a  lack  of  respect  for  the  law." 
Buchanan,  who  says  there  is  "a  multibillion-dollar"  trade  in 
drug  paraphernalia  on  the  internet,  offered  her  92  peers 
around  the  country  involvement  in  Pipe  Dreams,  but  only 
five  others  took  action. 

Chong  plans  to  use  his  jail  time  to  work  on  new  mater- 
ial. "This  is  career-enhancing,"  he  says.  "Still.  I  wish  my 
character  was  going  to  jail,  instead  of  me."  —Q.H. 
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enough  to  decapitate  a  big  smuggling  operation.'  Wl 
asked  how  many  people  in  the  big  operations  really  leave,  he 
ever,  he  says,  "Maybe  5%.  I've  got  pilots  I  made  milhonai 
and  they  still  fly."  • 

Jeffs  fear  of  a  mole  may  be  well  grounded,  for  the  Moun 
hope  to  strike  a"blow  to  Canada's  cannabis  business  with  a  str 
of  big,  high-profile  busts  over  the  next  several  years.  But  the 
business,  with  a  structure  less  like  typical  crime  rings  and  clc 
to  that  of  the  Internet — lots  of  littie  nodes  (in  this  case,  prod 
ers)  feeding  a  loosely  organized  hierarchy — ^v«ll  be  difficul' 
shut  down. 

The  Mounties  are  not  happy  about  legal  marijuana  for  m 
ical  patients — they  say  the  drug  needs  more  study  before  i 
dispensed — but  they  worry  more  about  the  effect  of 
marijuana-rich  gangs  on  the  Canadian  economy.  It  is  not ; 
the  possible  violence  (U.S.  guns  have  been  traded  for  Canad 
pot),  but  the  business  considerations.  "There  are  many  milli. 
of  dollars  here,  wrecking  the  legitimate  business,"  says  R; 
Souccar,  director  general  of  drugs  and  organized  crime  enfoi 
ment  for  the  Mounties.  The  contraband  dealers  launder  mo 
through  unprofitable  concerns,  which  then  charge  artifici. 
low  prices  for  legit  goods. 

Police  also  worry  about  the  hazards  of  poor  electrical  wiri 
hazardous  molds  and  excessive  chemical  use  at  grow  house 
and  a  public  too  blase  about  the  dangers  of  drug  use.  "Par 
the  problem  is  a  laissez-faire  attitude  on  the  part  of  the  publ 
says  Charlie  Doucette,  a  Mountie  in  charge  of  drug  enforcem 
in  Vancouver.  "We  don't  have  an  appetite  in  Canada  to  say  '1 
isn't  right.'" 

Some  poUce  think  the  battle  may  well  be  over.  RoUie  Woe 
head  of  vice  and  narcotics  enforcement  for  the  Vancouver  po 
department,  noticed  indoor  growers  throwing  out  unwan 
leaves  and  dirt  at  a  site  the  city  uses  for  refuse  collection.  He  t 
the  staff  there  to  note  the  license  plate  numbers  of  every  si 
farmer  but  called  off  his  plan  a  few  months  later.  "There  w 
hundreds  [of  cars].  No  way  we  could  track  them  all."  At  i 
point  he  supports  legalization,  if  only  so  he  can  concentrate 
Vancouver's  growing  crack  problem. 

"If  it  wasn't  for  pressure  from  the  U.S.,  we'd  just  regu 
this,"  says  Woods,  who  has  all  of  six  agents  pursuing  the 
trade.  Investing  millions  more  in  a  crackdown  may  be  of  li 
consequence,  he  adds.  "You  could  give  me  a  hundred  peo; 
and  it  wouldn't  make  a  difference." 


Cannahits 

THE  MOST  RIGOROUS  SCIENTIFIC  EVIDENCE 

of  medical  benefits  from  marijuana  use 
centers  on  ameliorating  the  negative 
effects  of  cancer  chemotherapy,  appetite 
loss  associated  with  AIDS,  and  to  a 
lesser  extent,  pain  management, 
multiple  sclerosis  and  glaucoma.  As  a 
medicine  It  Is  considered  limited  by  the 
side  effect  of  Intoxication. 


POT  SEEDS  ARE 

nutritious  and 
are  often  used 
in  bird  food. 


Sources:  Statistics  Canada.  Professor  Stephen  Easton:  The  Science  of  Marijuana"  by 
LeslieL.  Iverson,  Oxford  University  Press.  2000:  The  Big  Book  of  Buds' by  Ed  Rosenthal 
Quick  American  Archives.  2001. 
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THE  MOST  UNPOPULAR  GIFT  MY  WIFE  EVER  RECEFVTD 
came  from  me  on  Christmas  Eve  of  2001.  She 
unwrapped  the  package,  cracked  open  the  styHsh 
clamshell  box  and  frowned  at  the  debut  model  of  the 
iPod,  Apple's  magnificent  music  player.  It  was  the  size 
of  a  pack  of  cigarettes,  gleaming  in  white  and  polished  stainless  steel 
and  ready  to  swallow  hundreds  of  songs. 

"This  isn't  for  me,"  she  said,  sliding  the  whole  mess  over  to  my 

id  of  the  coffee  table.  "This  is  for  you."  She  was  right.  So  after  a  few 

tepid  protestations  I  took  custody  of  the  unloved  player  and  turned  it 

into  a  high-tech  talisman  of  my  inner  life.  The  iPod  renewed  my  love  of 

music  and  answered  a  priinal  need:  It  made  me  feel  cool. 

Today's  handheld  cameras,  phones,  music  players  and  organizers 

ick  power  into  tiny  cheap  space  and  offer  features  so  similar  it  can  be 

hard  to  distinguish  a  Neo  from  a  Treo.  So  the  deciding  factor  comes  down 

to  something  more  intangible — it's  a  matter  of  how  the  gadget  makes  us  feel 

about  ourselves. 

Apple  gets  this  more  than  any  other  manufacturer  of  computer  ware,  and 

its  designers,  with  their  requisite  piercings,  tattoos  and  all-black-all-the-time 

wardrobe,  go  to  extraordinary  lengths  to  make  the  iPod  something  special.  Even 

the  power  supply — reduced  elsewhere  to  a  generic  afterthought  of  black  plastic — is  a 

thing  of  beauty,  its  white,  smooth -sculpted  edges  concealing  hidden  notches  that  pop 

open  to  reveal  functional  parts. 

The  iPod's  fanciest  feature:^  navigational  spinning  wheel  that  no  longer  spins.  Just  2.4 

inches  across,  it  lets  you  scroll  up  and  down  a  list  of  songs  or  turn  the  volume  louder  or  softer. 

The  first  model  used  a  spinning  dial  that  clicked  as  it  revolved.  Later  models  went  virtual,  letting 

you  navigate  simply  by  skating  a  torefinger  over  a  stationary  wheel  (but  it  still  responded  with  the 

same  comforting  click-chck-click). 

Sometimes  slick  design  can  go  too  far;  for  those  of  us  with  control  issues,  it  would  be  nice  if  the  iPod 
sported  an  on/off  button.  But  underneath  its  creamy  white  and  clear  plastic  skin,  the  iPod  purrs  with  power. 
The  top-of-the-line  model,  which  can  be  found  for  $500,  holds  40  billion  bytes,  enough  for  10,000  songs, 
parking  lamentations  by  the  Strokes,  tl le  Vines  and  dozens  of  other  groups  onto  a  spinning  metal  disk  the  size 
of  a  quarter.  The  original  from  tvi'o  years  ago  cost  $400  and  could  hold  only  a  thousand  songs.  The  sound 
output  could  have  been  escalated.  It  v.ould  have  been  nice  to  have  had  a  little  more  eardrum-threatening 
juice  for  a  rock  anthem  like  the  Preterule;  ^'  i  980  hit  "Precious". 

The  iPod  is  a  handy  little  thing,  ietting  you  travel  wuh  a  prodigious  collection  of  music  without  having 
to  endure  the  disarray  of  a  stack  ofCTv.  But  utility  isn't  the  point;  the  real  point  is  to  ascend  into  Apple's  ele- 
gant world.  Like  drivers  of  vintage  Ci'r^;  ites  who  stop  ::[  the  same  traffic  light  and  give  each  other  a  smug 
thumbs-up,  iPod  users  on  the  Nev\'  Y-r  \  k  subway  eye  one  another  approvmgly,  spotting  the  distinctive  white 
and  tangle-prone  earphones  tl-jat  mail;  anotlier  member  ot  the  club.  Our  faces  share  the  same  beatific  look. 


as  we  get  lost  in  sound,  gleefu'is'  ew- 


tCCJlDO 


of!;y  (^'M  act:  lally  delivers. 


-Dennis  Kneale 
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PowerShot  S400 


THERE  ARE  LIGHTER,  MORE  FUNCTION- 
rich  and  better-reviewed  ultracompact 
digital  cameras  than  the  Canon  Power- 
Shot  S400,  but  something  about  this 
one  gets  everything  just  right.  With  7.8  ounces  of  heft  to  it, 
the  S400  is  easy  to  hold  and  reassuring  in  the  hand.  Canon 
clad  it  in  this  sexy  new  material  called  Cerabrite,  half- 
ceramic  and  half-metal,  that  stays  cool,  doesn't  scratch  and 
doesn't  show  fingerprints.  You  can  shoot  a  movie  up  to 
three  minutes  long  with  audio  and  play  it  back  right  away, 
and  the  LCD  is  so  crisp  and  bright  that  you  can  gather  a 
couple  of  people  to  watch  and  nobody  will  complain  that 
they're  watching  a  1.5-inch  screen. 

But  the  whole  point  is  taking  pictures.  If  you  want  to 
become  a  better  photographer,  the  only  way  is  through 
repetition.  Switching  to  digital  clears  the  way.  With  a  good- 
size  memory  card  inside  (I  advise  at  least  256  megabytes), 
you  can  snap,  snap,  snap  and  never  worry  about  cost  of 
printing  until  you've  got  one  worth  keeping.  If  you're  a 
mediocre  shooter,  like  me,  that's  less  often  than  you'd  like. 
But  you  can't  take  pictures  if  you  don't  have  the  camera 
with  you.  The  S400  is  so  small,  a  business  card  across  and 
two  fingers  high,  I  don't  think  twice  about  grabbing  it 
before  leaving  home. 

Hassles  come  and  go.  Like  all  digital 
point-and-shoots,  the  shutter  release  has 
a  slight  delay  so  I've  learned  to  tell  my 
two  boys  to  smile  after  the  button  is 
all  the  way  down.  And  I  recendy  lost 
the  last  bunch  of  photos  from  a  trip 
'.  ■•  So-iiij  Sfreet  Seaport  as  the  cam- 
era V.    -  ifansferring  them  to  my 
laptop.      :.  ,v  '  nniv  if  !  should 
blanK  ^  K  iuyself. 

ihw  the  ''  miliion  pixels  the  S400 
swallows  up  are  astounding  for  a  camera 
this  cute.  I  walked  i-rouiid  the  Lincoln 
Memorial  last  week  thinking,  "Yup,  mine  is  smaller 
than  that  guy's.  His,  too.  And  her;,,"  Now  there's  something 
to  brag  about.  —Bruce  Upbin 
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Wouldn^;tf 'be  fun'to  win  a  free  camera?  Visitour  website  and 
see  a  d^ino  of  our  2.5"  DayFine'  backlit  LCD,  learn  about  the 


3  or  4  Megapixel  Models  Available 


sharp  optics  and  other  things  that  make  this:,such  a  cool  little 
camera,  ahd  enter  to  win  one.  kyocera.cam/ISv      . 
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Available  at  these  stores  and  other  fine  photo  specialty  retailers 
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NOT  ALL  HARD-CORE  VIDEOGAMERS  ARE  KIDS.  THE  PEOPLE  BEHIND  MICROSOFT'S 
Xbox  figured  that  one  out.  Start  with  its  controller.  My  original  Xbox  controller  was 
huge  by  videogame  standards  (Microsoft  has  since  replaced  it  with  a  slightly  smaller 
one).  That  might  have  firustrated  a  boy,  but  a  6-footer  will  find  it  a  natural  fit,  especially 
when  compared  with  the  tiny  controllers  of  the  Sony  PlayStation  2  and  Nintendo  GameCube.  The  9-foot-long 
cord  fi-om  the  controller  to  the  machine  itself  also  means  the  adult  player  doesn't  have  to  sit  directly  in  ft-ont  of  the 
television  like  a  kid. 

Ml  three  game  machines  roost  in  my  house:  Xbox,  PlayStation  2  and  Nintendo's  GameCube.  Work  and  parent- 
\'e  made  it  more  difficult  to  play  as  often  as  I  used  to,  but  give  me  a  spare  two-hour  block  of  time  on  a  week- 
Xbox  is  the  one  that  gets  turned  on. 

jck,  like  some  evil  shoebox,  the  machine  weighs  a  Brobdingnagian  8  pounds,  not  only  heavier  than 
-"'■  ■--=:  hut  probably  most  vCRs  and  DVD  players  as  well.  Its  intimidating  exterior  hides  an  8-giga- 
ig  the  need  for  those  pesky  little  memory  cartridges  that  are  among  the  many  secondary 
.  that  nickel-and-dime  PlayStation  owners.  You  can  copy  music  CDs  onto  the  hard  drive 
to  select  games.  While  zipping  around  Central  Park  in  the  game  Project  Gotham 
i  ('.L.  Smooth's  "T.R.O.Y."  or  other  highlights  of  my  hip-hop  CD  collection. 
and  that's  where  the  Xbox  shines.  Games  load  faster  than  they  do  on  the  PS2. 
heer  number  of  available  games,  many  of  the  original  Xbox  titles  are  already 
•'  !se,  tlie  monumental  game  knowTi  as  Halo,  which  pits  a  Marine  named  Mas- 
;tie  Covenant.  Halo  appealed  to  me  and  my  grown-up  friends  because  of  its 
'  ro  drive  a  leep  while  another  guy  can  sit  in  the  passenger  seat  and  wail  on 
.  !.!  playing  together  to  accomplish  a  goal,  no  matter  how  mindless  or 
>  d  on  Pac-Man.  — Kemp  Powers 
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@youremail.com 


ail  wherever  for  just  $30  a  month. 

all  price  to  pay  to  get  out  of  the  office. 

can  afford  to  stay  in  touch  wherever  you  go.  The  new  color  GlackBerry  7230  from  T-Mobile  is  all  you  need 
sss  e-mail,  phone  calls,  and  Internet  access  both  here  and  overseas.  In  fact,  it's  everything  you  need  to  set 
anywhere.  To  find  out  more,  call  1-800-TM06iLE,  or  go  to  t-mobile.com/business.  Business  customers. 
>6-4U-86i2.  Also  available  through  select  retail  outlets. 

ucing  the  new  color  BlackBerry  7230~  from  T-Mobile. 
fted  wireless  e-mail  for  just  $30  a  month. 


i  .t:i^^;:v^^  ■■r^  s?EH:*-^;.'^^K-'-^'s^- 


Restrictions  apply.  See  retail  brochure  for  details.  The  BlackBerry  and  RIM  families  of  related  marks,  images  and  symbols  are  the  exclusive 
properties  of  and  trademarks  or  registered  trademarks  of  Research  In  Motion  Limited  -  used  by  permission.  T-Mobile  is  a  registered 
KpEnnY        trademark  of  Deutsche  Telekom  AG.  Get  More  and  Get  More  from  Life  are  registered  trademarks  of  T-Mobile  USA,  Inc.  ©  2003. 
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Get  more  from  life' 
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The  hardest 
thing 

about  getting 
wireless. . . 


■••^ 


MOBiLE 
TECHNOLOGY 
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IBM  recommends  Microsoft  Windows  XP  Professional  for  Business. 


nting  a  wireless  network  is  an  excellent  way  to  increase  your  employees' efficiency  and  productivity  But  it 
Dusly  backfire  if  they  can't  even  get  online.  So  what  can  you  do?  Give  them  PCs  that  are  designed  to  really 
slessly.  Select  IBM  ThinkPad  PCs  are  equipped  with  Intel'  Centrino'"  Mobile  Technology  that  keeps  your 
es  online  when  they're  working  wirelessly.  And  Access  Connections  software  automatically  switches 
connections  for  your  employees  -  which  can  increase  productivity  per  user  by  up  to  20%!  That  means 
'idlock  -  and  much  more  time  for  IT  to  focus  on  your  business  strategy  Learn  more  at  ibm.com/pc/think 

Think  mobility      ThinkCentre™ 

ThinkPad* 

ThinkVision™ 
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is  getting 
wireless. 


GADGETS  WE 


Wi-Fi  Router 


-•r, 


-•.•!^ 


MAYBE  IT'S  A  GIRL  THING.  I VE  WRITTEN  ABOUT  TECHNOLOGY  FOR  ALMOST  MY  ENTIRE 
adult  life,  and  I  love  knowing  how  it  works,  but  I  won't  kowtow  to  it  or  go  through 
unnatural  contortions  to  induce  it  to  perform  some  task  That  is  what's  so  great  about 
our  SMC  wireless  router. 

This  is  technology  that  accommodates  our  family — not  the  other  way  around.  We  got  the  router  18  months  ago 

to  broadcast,  using  the  Wi-Fi  standard,  our  speedy  Internet  connection  throughout  the  house,  which  is  brimming 

With  processing  power:  two  laptops  and  two  desktops.  Before  wireless  entered  our  lives,  the  desktops  were  in  separate 

V  lonely  as  abandoned  shrines.  To  go  online  we  would  venture  in  and  shut  the  door  to  perform  the  ancient  ini- 

When  we  got  it  right,  the  machine  would  answer  with  sharp  hisses  and  beeps. 

has  finally  set  us  free.  Now  we  read  tomorrow's  newspapers  in  the  evening  before  bed.  We  browse  for 
^  ;;o  vVmazon.com  reviews.  We  drag  the  laptop  in  the  living  room  and  do  e-mail  from  there  or, 
s  snuggling  next  to  us,  we  troll  for  dinosaur  or  Pok^mon  pictures  and  pruit  up  our  own  col- 
.  v'd  the  old-fashioned  way,  with  crayons). 

•r  so!newhere  in  our  house  is  always  online.  Flip  on  the  screen  and  the  Internet  is  already 

-  ^"  stead  of  backing  up  data  to  an  external  hard  drive,  a  chore  as  popular  in  our  home 

out  disk  space  on  each  machine  and  opened  it  to  the  other  computers  on  the  home 

without  cords. 

•urse.  The  router  once  went  cold,  and  I  spent  two  weeks  trying  to  pinpoint  why 
'  tliat  1  give  up.  Call  in  the  consultants,  they  said.  I  did.  It  wasn't  the  router  afte^ 
■■  'onnec  ted  to  the  router.  Maybe,  one  day,  Maytag  will  build  computers. 

— Elizabeth  Corcorar, 
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Last  flu  season,  ITT  Industries 

touched  45,000,000  lives. 

With  hardly  a  peep. 


Dispensing  everything  from  flu 
vaccine  to  cancer  medication, 
engineered  solutions  from  Pure-Flo 
handle  vast  quantities  of  serum. 
They  fill  vial  upon  vial  with 
unflagging  precision  and  utter  lack 


ITT  believes  technology  should  be 
invisible.  Y^u  get  medicine,  and  relief 
follows.  We  perfect  the  how;  you 
focus  on  the  how  soon. 

That's  the  way  life  should  work. 


ITT  Industries 


eered  for  life 


GADGETS  WE  LOVE 


TiVo 


TIVO  IS  BOTH  A  WONDERFUL— AND  WON 
drously  frustrating — product. 
Anyone  who  owns  one 
adores  it,  usually  to 
the  point  of  obsession.  A  recent  cross-country 
move  required  putting  my  stuff  into  storage  for 
a  couple  of  months.  I  packed  TiVo  separately.  I 
wasn't  trusting  it  to  movers,  and  it  wasn't 
spending  even  a  week  without  me. 

The  frustrating  part  is  this:  People  without 
TiVo  think  our  obsession  is  silly.  New  owners 
make  it  worse  by  accosting  the  uninitiated  with 
a  half-hour  sales  pitch.  We  old  owners  don't 
bother.  We  know  the  pitch  won't  work. 

TiVo  offers  the  ability  to  radically  alter  an  experi- 
ence that  people  already  enjoy:  watching  television.  It 
scans  all  the  shows  from  cable,  satellite  or  broadcast  and 
records  ones  you  want  on  a  hard  drive  you  can  access 
whenever  you  please.  But  after  a  standard  TiVo  proselytiza- 
tion,  here's  what  most  people  come  away  with:  "All  I  have  to 
do  is  what — shell  out  $250  up  front,  install  and  master 
another  piece  of  electronics,  and  agree  to  pay  another 
$150  a  year  indefinitely?"  This  is  typically  the  point  at 
which  the  conversation  ends,  with  both  parties  firmly 
convinced  of  the  other's  idiocy. 

But  if  they  only  could  understand.  Once  mastered,  you 
no  longer  care  what's  on  TV.  Instead  you  choose  from  what's 
on  TiVo,  which  inevitably  is  an  array  of  a  dozen-plus  shows 
v-u!  really  like.  The  old  way  of  watching  TV  is  fraught  with  has- 
■  i's  and  compromises  we  didn't  even  realize  existed.  Here's  what 
'        Thanks  to  TiVo:  I  do  not  rush  home  to  catch  Curb  Your 
'  do  not  say  to  myself,  "Damn,  I  forgot  to  watch 
'Oh,  I  forgot  diat  Alias  will  be  on  TiVo."  And 
'  wake  up  at  three  in  the  morning — "There's 
ght  now."  There's  always  something  on  TiVo. 
h  commercials — except  for  that  Gap  ad  with  the 
T.  'September"  in  it.  Instead,  I  zip  30  seconds 
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ViVo-less  is  about  to  get  a  lot  easier.  Cable 

similar  features  into  their  set-top  boxes. 

v)r  $5  to  $10  a  month,  cancel  anytime,  no 

irdle  I  think  my  sales  pitch  can  clear. 

n  the  joys  of  pausing  live  TV?  Let  me 

— Scott  Woolley 


IT'S  JUST  2y8''  WIDE,  YET  IT'S  BIG  ENOUGH 
TO  RAISE  THE  BAR  FOR  THE  ENTIRE  INDUSTRY. 


Traction 


Articulation 


Ground  Clearance        IVIaneuverability 


Water  Fording 


^m^ 


<  «  e  «  »  «  4 


THE  JEER  TRAIL  RATED" SYSTEM.  A  SERIES  OF  FIVE  GRUELING  TESTS  WITH 
ONE  OBJECTIVE:  TO  MAKE  SURE  ALL  JEEP  4x4s  THAT  WEAR  THE  TRAIL  RATED  BADGE 
ARE  PROVEN  CAPABLE  ON  THE  TOUGHEST  TERRAIN  ON  EARTH.  AFTER  ALL,  WE  F  ;: 
KNOWN  FOR  BUILDING  4x4s  WITH  LEGENDARY  CAPABILITY,  FUN,  AND  SECURITY  ^  D 
WHO  BETTER  TO  RAISE  THE  BAR  THAN  THE  ONES  WHO  SET  IT  IN  THE  FIRST  -    ACE. 

PLEASE  CALL  1-800-925-JEER  IF  IT'S  NOT  TRAIL  RATED,  IT'S  NOT  A  JEEP  4x4. 


•    «««»«    4 


ONLY  IN  A 


JEEP.COM 


Jeep  and  Trail  Rated  are  trademarks  of  DaimlerChrysler  Corporation. 
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Spare  Botteries 


I  REVIEW  A  LOT  OF  STUFF,  WHICH  INEVITABLY  GOES  BACK  TO  THE  MANUFACTURERS 
when  I'm  through  testing  it.  But  now  and  then  I  try  something  so  compelling  I  just 
have  to  buy  it.  Three  objects  I  have  splurged  on:  my  little  Sony  camcorder,  my  Sony 
notebook  and  my  Olympus  digital  voice  recorder. 

But  without  power  these  gizmos  are  about  as  useful  as  a  doorstop.  So  my 
favorite  gadget  is  the  spare  battery. 

True,  more  products  now  come  with  rechargeable  batteries  that  can't  be 
removed.  True,  today's  batteries  tend  to  last  longer  than  ever.  But  the  rationale  for  spares  is  a 
corollary  of  Murphy's  Law:  Batteries  run  down  precisely  when  you  need  them  most. 

When  my  neighborhood's  electric  grid  went  dark  last  year  for  much  of  a  deadline  day,  I  sim- 
ply grabbed  the  notebook  from  my  briefcase,  swapped  in  the  spare  and  kept  on  typing.  When  I 
tote  the  voice  recorder  to  meetings,  a  couple  of  AAAs  ride  along.  My  camcorder  never  leaves  the 
house  without  a  spare,  since  its  "smart"  batteries  tend  to  claim  they  have  many  minutes  of  head- 
room left  just  seconds  before  they  go  dark. 

My  ancient  cell  phone's  gas  gauge  is  similarly  overoptimistic,  and  as  its  aging  battery  holds 
less  charge  than  ever,  the  extra-big  spare  keeps  me  connected.  On  the  road,  spares  can  even  pro- 
tect you  from  yourself,  as  in  when  you  arrive  at  the  hotel  late  and  frazzled  and  fall  asleep  before 
remembering  the  nightly  recharging  ritual  for  cell  phone  and  computer.  In  the  morning  those 
extra  little  buckets  of  juice  can  be  more  welcome  than  a  big  pot  of  coffee.        — Stephen  Manes 
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reducing  FREE  HIGH-SPEED  INTERNET  ACCESS  at  Courtyard. 


COURWARD 


Your  Marriott  Awaits^ 


Free  high-speed  Internet  access  is  now  available  at  most  of  our  540  locations. 
For  reservations,  call  1-800-321-221 1  or  visit  Courtyard.com. 


GADGETS  WE  LOVE 


3G  Phone 


ALL  THE  EXCITEMENT  HERE  IN  JAPAN  ABOUT  HIGH-SPEED,  THIRD-GENERATION  MOBILE  PHONES 

was  followed  by  service  delays,  glitchy  phones  and  big  disappointment.  So  big,  it  seems,  that  when 

1^1    I  went  to  the  wireless  carrier  KDDI  to  replace  my  old  mobile,  nobody  bothered  to  tell  me  my  new 

V    , :::  I    phone,  a  Sanyo  Global  Passport,  was  a  member  of  the  3G. 

'  Within  a  couple  of  weeks,  though,  it  became  indispensable.  The  marketing  geniuses  there  must 

have  gone  through  people's  handbags  and  attache  cases  to  see  how  many  things  they  could  replace 

vvitj-i  a  phone.  Not  only  can  I  use  it  to  check  my  Hotmail  account  and  surf  the  Internet,  but  the  mo- 

!  lie  also  functions  as  a  mirror,  a  flashlight,  a  camera,  a  video  recorder  and  a  music  player. 

iock  is  continually  updated  to  within  a  second's  accuracy,  so  I  no  longer  use  my  bedside  clock 
or  vvixsiwaidi.  Tlie  aJatm  on  the  phone  wakes  me  up  by  playing  a  downloaded  Beethoven  tune.  The  calendar  has 
the  sci^cciulc  foi  vjie  day.  On  the  commute  it  delivers  the  news  from  Reuters,  CNN  and  others.  If  I  have  an 
appointment  that  requires  me  to  wear  a  tie,  I  push  a  button  and  the  2-inch  color  LCD  screen  turns  into  a  mirror 
I  can  use  to  check.Ux-  knot. 

The  mobile  grabs  data  off  the  Web  about  three  times  as  fast  as  a  regular  dial-up  phone  connection,  plenty 
of  speed  for  e-i';*!;  v.:d  sending  photographs  or  videoclips.  You  can  snap  a  picture  or  take  a  videoclip  and 
c  mail  it  to  somcoiu  ;ust  by  pushing  five  buttons. 

1 1;   li    <  'f  fiinctio  ■;  c,;irs  on,  niure  than  i  will  ever  need,  use  or  want,  like  hundreds  of  video  and  board  games 
■'  ^'  >  '"'tt  I  sometimos  use  it  to  talk  to  people  across  town  or  the  world.  Isn't  that  quaint? 

— Benjamin  Fulford 
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a  cleaner,  greener  power  machine 


GE  H  System "  turbine  is  designed  to  produce 
J  power  for  more  people.  But,  for  every  unit  of  that 
r.  it  will  use  less  fuel  and  produce  fewer  greenhouse 
amissions  compared  to  other  large  gas  turbines, 
vonder,  in  the  power  industry,  it's  generating 
luch  excitement. 


gination  at  work 
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Zir 


I'M  A  M£SS.  HANnWTUTING,  ILLEGmtErGWICErDANGEROEKJiyx^OTTSllD.  APARTMENT,  DO> 
start.  My  calendar  and  address  book  are  well  kempt,  though.  Those  duties — ^What's  Hulk  Hogan  s 
phone  number?  Where  did  I  say  I'd  be  next  Tuesday? — ^have  been  farmed  out  to  my  Zire,  a  scrappy 
descendant  of  the  PahnPilot  family.  There  are  many  people — accounts  payable  derks,  editors,  siblings 
waiting  for  belated  birthday  presents — who  will  attest  that  this  still  doesn't  make  my  trains  run  on 
time.  But  it  does  keep  things  from  getting  worse. 
The  best  part  about  the  Zire  is  that,  in  addition  to  those  secretarial  responsibilities,  it  does  . . .  nothing. 
Compared  with  its  peers,  the  Zire's  lack  of  skills  is  extraordinary.  Disciplined,  even.  There's  no  color  screen,  no 
MP3  player,  no  camera.  It  doesn't  double  as  a  phone,  and  it  won't  fetch  my  e-mail.  I'm  working  with  a  mere 
2  megabytes  of  memory — standard  three  years  ago,  but  about  25%  of  the  average  for  a  PDA  these  days. 

Fine  with  me.  We  all  know  Swiss  Army  knives  are  used  mostly  as  bottle  openers.  The  Zire  can  open  a  lot  of  bot- 
tles: Two  megabytes  is  room  for  6,000  addresses.  At  last  check  the  Zire  had  802  entries  after  more  than  three  years  of 
my  dutifully  plugging  in  names  and  numbers  on  prior  Pahns.  And  more  than  several  of  those  contacts  are  either 
duplicates  or  outdated.  (Again,  the  Zire  doesn't  fix  your  hfe;  it  helps  you  keep  it  under  control.) 

The  Zire's  thrills  come  cheap.  My  last  PDA,  a  Pahn  V,  cost  $300  in  2000.  My  Zire  delivers  the  same  package  for 
$100,  plus  another  $20  for  a  decent  carrying  case.  The  clerk  at  Staples  reflexively  tried  to  seU  me  a  warranty  package, 
but  he's  missing  the  point.  This  is  a  disposable  good,  one  that  is  bound  to  be  replaced  in  a  year  or  so.  Since  this  sum- 
mer Palm  has  dropped  the  price  by  another  $20.  By  the  time  the  need  comes  up  for  the  next  one,  I'll  have  enough  cash 
left  over  to  buy  a  couple  of  decent  trash  cans,  too.  — Peter  Kafka 
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SAS  and  Forbes 

Partnering  in  Leadership 
For  more  information  go  to: 
www.sas.com/sasandforbes 


SAS,  the  leader  in  business  intelligence  software,  challenges. 


^ 


Predict  outcomes  with  confidence. 
Or  become  yesterday's  news. 


.'^    ^ 


ENTERPRISE  intelligence 


SUPPLIER  INTELUGENCE 


ANIZATIONAL  intelligence 


CUSTOMER  intelligence 


rELLIGENCE  architecture 


Why  do  forward-looking  companies,  including  94%  of  the  FORTUNE  Global  500*  rely  on 
SAS?  Because  our  software  provides  the  complete  vision  to  learn  from  the  past,  monitor  and 
communicate  the  present,  and  gain  insight  into  the  future.  SAS*  lets  you  predict  customer 
behavior  instead  of  just  reacting  to  it.  Anticipate  supplier  risk  instead  of  just  projecting 
spend.  And  foresee  change  rather  than  second-guessing  outcomes.  To  find  out  how  SAS  can 
help  you  control  costs,  drive  revenue  and  achieve  capital  efficiency,  visit  our  Web  site.  Or 
call  us  toll  free  1  866  270  5737. 

www.sas.com/predict 


The  Power  to  Know. 


€i 


5saa 


SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries.  ®  indicates  USA  registration. 
©  2003  SAS  Institute  Inc.  Ali  rights  restn/ed.  FORTUNE  is  a  registered  trademark  of  the  FORTUNE  Magazine  Division  of  Time  Inc.      241993US.0703 
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No.  20AL  Desk  Phone 


MY  WESTERN  ELECTRIC  CANDLESTICK  TELEPHONE  DOESN'T 
take,  send  or  store  snapshots.  You  can't  fetch  your  e-mail  with 
it  or  IM  your  friends  or  check  the  weather.  A  key  patent  for  it 
was  issued  in  1920 — as  it  happens,  at  just  the  same  time 
that  scientists  at  Bell  Labs  were  first  thinking  about  the  the- 
oretical underpinnings  of  digital  telephony,  but  half  a  cen- 
tury before  there  was  any  commercial  value  to  the  concept. 
Still,  the  dumb  old  phone  is  very,  very  good  at  one  simple 
task — ^letting  you  talk  to  someone  else. 
That's  about  all  you  can  do  with  it.  Since  it  weighs  3 
pounds,  14.5  ounces  and  is  tethered  to  a  70-inch-long  thread- 
wrapped  cord  plugged  into  the  wall,  it's  anything  but  mobile:  No 
multitasking  while  you're  on  this  sucker.  In  the  same  way  that  a 
manual  typewriter  encourages  you  to  choose  words  more  care- 
fully than  a  word-processing  program  vnth  a  delete  button,  this 
phone  concentrates  the  mind  on  talking.  Serious  talk,  that  is.  Pro- 
duced in  various  designs  fi-om  1904  into  the  1930s,  the  Candle- 
stick evokes  a  bygone  age  of  authority  and  self-importance — and 
guys  like  Teddy  Roosevelt  and  Jimmy  Cagney.  Slamming  the 
receiver  into  its  perch  can  be  very  satisfying. 

Listening,  though,  can  be  a  challenge;  what  comes  through 
the  earphone  on  this  baby  isn't  a  model  of  clarity.  Then  again,  it's 
no  worse  than  a  lot  of  wireless  phones,  which  lose  connection 
every  time  you  turn  your  head.  One  other  peculiarity.  Like  an  old 
dog  turning  a  jaundiced  eye  and  paw  to  a  recently  acquired 
puppy,  the  Candlestick  isn't  kind  to  newfangled  devices:  If  you're 
talking  on  this  great-granddaddy  and  someone  in  the  house 
picks  up  on  a  wireless,  you  get  an  annoying  click. 

It  took  me  weeks  of  hunting  on  Ebay  to  find  this  model — a 

No.  20AL  desk  phone  with  a  base,  tube  shaft  and  rotary  dial  in 

brass  and  a  receiver  and  transmitter  cup  in  black  lacquer.  I  paid 

$250 — on  faith.  I'm  a  little  hesitant  about  showing  up  on  the 

set  of  Antiques  Road  Show  with  the  thing  for  fear  of  being 

told  that  it's  a  Taiwanese  fake. 

When  I  unpacked  the  phone  from  yards  of  Bubble 
Wrap,  there  was  nothing  to  assemble,  no  batteries  to 
install  and  no  140-page  instruction  manual  to  plow 
through.  I  just  plugged  it  in  and ...  called  Mom. 

— Tom  Post 
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Turns  coa 
into  first-classl 


Fujitsu  recommends  Microsoft®  Windows® 
XP  Professional  for  Mobile  Computing. 


The  ultra-small,  full-featured  notebook  you  don't  have  to  make  room  for. 

More  lap  and  tray  table  room.  A  wide-screen  display  with  Dolby  stereo.  Enough  battery  life  for  a  full-length  double  feature. 
With  its  ultra-small  size  and  uttra-big  multimedia  capabilities,  the  award-winning  Fujitsu  LifeBook®  P5000  notebook  will  make 
_  any  trip  feel  like  an  upgrade.  A  "micro '  revolution  in  mobile  computing,  the  LifeBook  P5000;; 

I^^flSS^^^  notebook  features  Intel'  Centnno"  mobile  technology,  a  modular  bay  and  extended  battery  life 

^^jj2&^^^^^^  in  an  8"  x  10"  chassis  you  have  to  see  to  believe.  Watch  DVDs,  burn  CDs,  or  drive  powerful 

y^WWBPP^^r  mobile  applications — without  having  to  lug  around  an  extra  carry  on.  To  see  what  your  new 

■  ^^^^^^^  travel  companion  can  really  do,  call  1 .877.372.3473  or  visit  www.fujitsupc.com/firstclass, 
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THE     POSSIBILITIES     ARE     INFINITE 

©2003  Fu]rtsu  PC  Corporation.  All  ngrits  reser.«d.  Fu]itsu,  the  Fujrtsu  logo  and  UfeBook  are  registered  trademarks  of  Fujrtsu  bmrted.  Intel.  Intel  Centnno,  and  the  Intel  Centnno  logo  are  trademarks 
or  registered  trademarks  of  Iniel  Corporation  or  its  subsidianes  in  the  United  States  and  other  countries.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation. 
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Thousands  of  Possibilities  o 


edifast  wants  the  credibility  that  comes  from  having  doctors  as 
ilesmen  and  the  volume  that  comes  from  having  Amway-like  hustlers  as 
ilesmen.  Can  it  have  its  marketing  both  ways?  |  by  matthew  swibel 


DRINT  ADS  FOR  MEDIFAST  UNTIL  RECENTLY  FEATURED  IN- 
your-face  endorsements  from  Dick  Vitale.  The  former 
Detroit  Pistons  coach's  grating  come-on  for  the  weight- 
loss  products  company:  "Medifast's  awesome,  baby!" 
Medifast  was  anything  but  for  a  long  time.  Wlien  Bradley  T. 
icDonald  won  a  nasty  proxy  fight  for  the  troubled  company 


in  1998,  sales  of  its  low-calorie  bars  and  shakes  were  $15  million, 
a  fraction  of  the  $50  million  the  company  raked  in  at  its  peak  in 
1988.  Its  main  problem:  Medifast  was  reeling  from  a  credibility 
crisis,  an  occupational  hazard  in  the  diet  food  biz. 

Dieters  flocked  to  the  brand  after  Oprah  Winfrey  shed  67 
pounds  on  a  similar  "meal-replacement"  program  in  the  late  1980s. 
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>-.By  the  Numbers 


Tipping  the  Scales 

America's  battle  with  bulge  is  helping 
businesses  besides  Medifast  get  fat. 


Amount  of  fat  in 
Burger  King's  king-size  Double 
Whopper  with  cheese  value  meal. 

Capital  gains  on 
10,000  Medifast  shares  since 
January  2002. 


Capacity  of 
caskets  for  the  deceased  obese 


■ 


■  f^  "^ The  number  of 

American  adults  who  are  obese. 

t  Source's.  "Med/'fesf;  Goliath  Caskets:  American  Obesity 
mAssoclation. 

But  Winfrey  and  her  fans  abandoned  those 
diets  after  finding  that  losing  weight — and 
keeping  it  off'— required  a  lot  more  than 
quaffing  a  few  chocolate  protein  shakes. 
Their  disillusionment  prompted  another 
exodus:  Nearly  two-thirds  of  the  15,000 
physicians  who  once  distributed  Medifast, 
created  in  1 980,  had  dropped  its  limited  of- 
ferings by  19>;l  'I  still  keep  the  bankruptcy 
filing  we  prepared,"  says  MacDonald,  Med- 
ifast's  chief  executive,  pulling  it  from  a 
drawer  in  the  company's  Owings  Mills,  Md. 
headquarters. 

MacDonald,  56,  can't  help  gloating. 
The  fit  formc!  ;  ^  ine  is  muscling  Med- 
ifast into  fine  shape.  With  2002  sales  that 
more  than  douMe''  ■  \  recovery  to  $12 
million,  piinli^ 
smalj^but  fj 
$26  billion  ma 
proilijct^. 

Wiihin  montrj 
Donald  started  rd^. 
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Medifast  is  a 
,  player  in  the 
eal-replacement 
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additional  items  to  Medifast's  meal-re- 
placement lineup,  using  $700,000  in  annual 
cash  flow  that  became  available  when  he 
liquidated  an  herbal-products  subsidiary" 
that  was  sucking  the  parent  company  dry. 
The  new  offerings,  including  higher-priced 
soups  and  oatmeals,  were  followed  by  a  fa- 
vorable review  from  the  Johns  Hopkins 
Weight  Management  Center  The  positive 
plug,  its  first  in  a  decade,  boosted  Medifast's 
profile  among  doctors  who  make  money 
by  marking  up  the  Medifast  products  they 
sell.  It  also  reminded  dieters  of  the  brand's 
affiliation  with  health  professionals.  That 
connection  is  an  important  differentiator 
for  a  company  with  a  lot  of  skeptics — and 
rivals,  including  retail  heavyweights  Weight 
Watchers  and  Unilever's  SlimFast. 

Even  so,  MacDonald  believes  Medifast, 
so  named  for  its  lab-coat-clad  distributors, 
must  push  beyond  that  network  in  order 
to  grow.  In  2000  the  Medifast  chief  made 
the  company's  products  available  on  its 
Web  site  at  the  same  per- item  price  ($1.25 
to  $2)  many  doctors  charge  after  marking 
up  the  products  by  10%,  on  average.  With 
the  economy  and  the  stock  market  in  the 
dumps  two  years  later,  MacDonald  seized 
the  opportunity  to  recruit  people  who 
were  out  of  work  or  in  need  of  supple- 
mental income.  It  didn't  take  long  for 
Medifast  to  attract  a  small  but  growing 
army  of  motivated  foot  soldiers.  The  sell- 
ers— there  are  currently  800  active  ones, 
who  account  for  45%  of  Medifast's  sales — 
usually  keep  a  15%  cut 
from  the  products  they 
sell.  They  also  earn  money 
recruiting  more  salespeo- 
ple. Sometimes  the 
money  adds  up  to  more 
than  pocket  change. 
Shirley  Duchi,  33,  of 
Weed,  CaUf.,  is  a  stay-at- 
home  mom  who  expects 
to  earn  $60,000  this  year 
from  selling  $660,000 
worth  of  Medifast  prod- 
ucts part  time. 

Now,  finally,  Medifast 
is  getting  fat.  Its  2002  earnings  surged  to  $2.4 
million  from  $526,000,  thanks  to  wider 
margins  on  sales  from  the  Web  and  its 
Amway-Uke  sales  force  (82%)  than  on  prod- 
ucts sold  to  docs  (70%).  This  year  earnings 


Feed  the  Fever 


Can  the  Web  and  salesmen 
shill  better  than  doctors? 


'99  '  '00  '  '01  '  '02  '  '03 

Source:  FT  Interactive  Data  via  FactSet 
Research  Systems. 


are  expected  to  grow  37%,  partly  from  i 
offerings,  including  a  line  of  products  ca' 
Fit!  for  hefty  kids  age  10  to  16. 

But  Medifast's  troubles  aren't  o 
Shape  Up!,  a  retail  line  of  weight-j 
products  and  nutritional  suppleme 
was  just  launched  by  psychologist 
author  Dr.  Phil,  (Phil  McGraw).  M 
Donald  plans  to  fight  the  media  fiixturi 
more  than  doubling  Medifast's  curren 
budget  to  $10  million  in  2004,  or  220/ 
projected  sales.  TV  spots  are  coming, 
with  Vitale,  the  company's  celeb' 
spokesman,  were  recently  replaced  V 
more  sober  print  ads  in  Parade,  Natu\ 
Enquirer  and  AARP  Magazine  that  t 
Medifast's  clinical  popularity. 

That  may  be  in  jeopardy.  Medift' 
physician  salespeople  gripe  that  Vs 
Donald's  craving  for  rapid  growth  cc 
eat  into  their  sales.  They  also  say  1 
trumpeting  Medifast's  connectior 
health  professionals  is  irresponsible  w 
an  increasing  number  of  chubby  c 
tomers  buy  Medifast  from  people 
can't  offer  advice  about  losing  weight 
healthy  way.  Medifast  "can't  have  it  b 
ways,"  fumes  Arthur  Frank,  med 
director  of  George  Washington  Uni 
sity's  weight  management  progran 
Washington,  D.C. 

MacDonald  thinks  he  can.  The  M 
fast  chief,  whose  stake  in  the  compar 
worth  $24  million  now  that  shares  1 
rocketed  to  a  recent  $16  from  31  c» 
two  years  ago,  is  incr 
ing  the  team  of  reti 
nurses  who  answer  qi 
tions  for  Medifast's  ^ 
customers.  But  at 
same  time  he  has  ad 
disclaimers,  noting  th 
"health  adviser  is  no 
adequate  replacement 
a  qualified  physici; 
Says  MacDonald:  "I  d 
want  doctors  to  th 
we're  leaving  them." 
But  he's  not  aboi 
chuck  his  plans  to  exp 
Medifast's  sales  force  by  30%  a  y 
"Sure,  we've  lost  some  doctors  who  di 
believe  in  us,"  says  MacDonald. 
what  we've  ended  up  with  is  a  very  vi 
opportunity." 
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im.The  addition  of  business  customer  number  360,001  creates  a  crisis  for  the  Wall  of  Appreciation. 
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Entrepreneurs 


Death-Defying  Acts 

Can  you  take  on  the  biggest  software  company  on  the  planet— and  live? 


BY  ELIZABETH  CORCORAN 

IF  THE  FAMILY  IN  CAPE  FEAR  HAD  AN  ENTREPRENEURIAL 
counterpart  it  might  be  Bristol  Technology.  This  tiny  soft- 
ware outfit  in  Danbury,  Conn,  stood  up  to  Microsoft,  which 
came  right  back  at  it,  then  tacked  straight  into  the  high-tech 
tempest — and  somehow  managed  to  survive  it  all  and  find 
its  own  undiscovered  niche  in  enterprise  software. 

The  story  of  the  Blackwell  clan  starts  a  dozen  years  ago, 
when  Keith,  then  a  financial  analyst  at  Phibro  Energy,  quit  to 
start  a  company  with  his  wife,  Jean,  and  his  brother  Aaron  Ken- 
neth (Ken),  a  software  engineer.  Their  idea:  Exploit  Ken's  exper- 


tise to  create  tools  that  would  allow  programs  developed^ 
Microsoft's  nascent  Windows  NT  operating  system  to  run 
Unix  as  well.  Microsoft  executives  professed  to  be  upbeat  ab 
the  idea,  Keith  recalls.  The  Bristol  tools  would  reassure  appl 
tion  writers  about  the  market  potential  for  Windows-based  j 
grams.  That  would  help  expand  the  Hbrary  of  appUcations  tt 
with  Windows  NT  and  thus  give  this  new  operating  system  sc 
momentum. 

The  Blackwells  got  a  license  from  Microsoft,  ponied 
$100,000  of  their  own  and  set  up  shop,  naming  the  comp 


For  richer,  foi  poon  a  and  Jean  Blackwell  refused  to  let  Microsoft  crush  their  company  or  their  entrepreneurial  spirit 
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Spending  time  with 
your  company  helps  us 
understand  its  risks. 


Sure,  our  underwriters  are  a  little  hit. ..unique.  But  then,  so  is  your 
business.  At  Liberty  Mutual  our  underwriters  get  to  know  your  company  : 
firsthand.  We  learn  about  your  products,  your  day-to-day  opera^ 
speak  face-to-face  with  your  managers,  and  ask  the  questions  that' 
allow  us  to  see  beyond  just  the  facts  on  paper  This  kind  of  intimate 
knowledge  helps  us  Identify  the  risks  that  may  result  in  lawsuits  or 
damage  to  your  company's  reputation.  It  also  allows  us  to  recommend  ; 
coverage  at  a  price  that's  appropriate  for  you.  Because  if  there's  one  : 
thing  our  90  years  of  experience  has  taught  us,  if  s  that  unique  companies 
deserve  a  unique  approach  to  insurance.  Group  hug  anyone? 


For  more  information  go  to  www.libertymutual. com/business 


Liberty 
Mutual 

©  2003  Liberty  Mutual  Group 


Entrepreneurs 

after  Keith's  70-pound  Airedale,  Bristol. 
Ken  built  the  software,  Jean  sold  it  and 
Keith  ran  the  finances.  A  year  later  the 
company  was  booking  more  than 
$500,000  in  sales  and  showing  a  tiny 
profit.  Between  mid- 1992  and  mid- 1998 
Bristol  was  in  the  black  every  quarter.  By 
the  end  of  1997  the  $8.7  million  (sales) 
company  had  grown  to  almost  100 
employees  and  had  nearly  $4  million  cash 
in  the  bank.  The  BlackweUs  dreamed  of 
taking  the  company  pubHc. 

Microsoft  had  other  plans.  It  was  no 
longer  viewing  Bristol's  tools  as  a  way  to 
widen  the  appeal  of  Windows  NT.  Instead, 
from  Bristol's  vantage  point,  the  giant  was 
fretting  about  how  they  would  make  it  all 
the  easier  tor  big  corpora- 
tions to  choose  Unix  over 
Windows.    In    January 
1998  Keith  and  Ken  met 
with  Microsoft  managers, 
who  handed  them  a  sin- 
gle page  of  new  licensing 
terms:  access  to  only  a 
portion  of  Microsoft's 
source  code — for  five  times  the  price. 

The  following  week  Keith  began 
interviewing  lawyers.  "We  knew  a  suit  was 
a  devastating  step  for  the  business,  but  the 
whole  company  agreed  that  it  had  to  be 
done,"  Jean  recaUs.  "There  was  a  princi- 
ple involved,  too,"  insists  Keith.  "We 
thought  we  were  doing  what  was  right." 

In  August  1998  Bristol  sued  Microsoft, 
alleging  it  violated  federal  antitrust  laws  by 
unfairly  withholding  access  to  informa- 
tion, thereby  illegally  bolstering  a  monop- 
oly in  operating  systems.  The  suit  inflicted 
excruciating  pain — on  Bristol.  Distracted, 
it  let  its  sales  ^lip,  and  litigation  expenses, 
totaling  $8.5  million,  pushed  it  $8.8  mil- 
lion into  the  red  in  1999,  just  as  most  soft- 
ware companies  were  minting  money. 
Bristol's  newly  hired  vice  president  of  sales 
quit,  spurring  Jean  to  plunge  back  in, 
meeting  with  all  two  dozen  major 
accounts.  "It  made  the  difference  when  I 
showed  up  and  they  realized  that  we 
wouldn't  shut  the  doors,"  she  says. 

Especially  for  a  customer  like  Xilinx,  a 
San  Jose,  Calif,  rn-.' .  i  of  programmable 
logic  devices  that  : .  .  lells  software  for 
designing  microchiny  ilinx  was  follow- 
ing the  case  nervously,      tc  1996  it  had 


used  Bristol's  technology  to  move  its 
graphical  user- interface  for  Windows 
onto  Unix  and  other  operating  systems.  If 
Bristol  tanked,  XiUnx's  own  development" 
plans  could  be  derailed.  But  Bristol  had 
always  delivered  what  Xilinx  needed 
before,  recalls  Dennis  Rose,  a  senior  pro- 
gram manager  at  Xilinx.  And  Jean's  regu- 
lar updates  protected  Rose  from  nasty 
surprises.  "We  never  felt  like  we  were 
threatened  with  ignorance,"  Rose  says. 
Xilinx  stuck  with  Bristol — and  continues 
to  use  its  software. 

"Jean  saved  us  during  the  bad  times," 
Keith  recalls.  "And  Ken  was  saving  us 
from  the  future."  Meaning:  sketching  out 
new  products  that  did  not  depend  on 

When  the  jury  emerged,  Keith  felt 
his  stomach  drop.  "THEY'RE  NOT 
LOOKING  AT  US,"  he  whispered  to 
his  brother  Ken. "This  is  not  gQQd." 

Microsoft.  Employees  rallied.  One  of 
Bristol's  key  engineers  sent  Ken  an  e-mail 
that  he  still  treasures.  "'When  you  go  to 
bed  at  night,"  he  wrote,  "don't  worry 
about  me — I'm  here.'" 

Even  the  trial,  held  in  U.S.  district 
court  in  Bridgeport,  Conn.,  seemed  to  be 
leaning  Bristol's  way.  "Our  witnesses  had 
done  well,  Microsoft's  had  crumbled," 
Ken  recalls.  "We  had  good  body  language 
from  the  jury."  Deliberations  began  on  a 
Wednesday  in  mid- July  1999. 

Then  the  sky  fell.  That  evening  a  late- 
night  phone  call  woke  Keith.  "Is  the  jury 
foreman  supposed  to  be  calling  me?"  Ken 
asked.  The  juror  had  had  the  gall  to  look 
up  BlackweU  in  the  phone  book  and  call 
him  at  home  to  ask  a  technical  question 
about  Bristol's  software.  The  next  day  the 
judge  threw  the  off^ending  juror  off  the 
case.  The  following  Friday,  as  the  jury 
emerged,  Keith  felt  his  stomach  drop. 
"They're  not  looking  at  us,"  he  whispered 
to  Ken.  "This  is  not  good."  The  jury  ruled 
in  Microsoft's  favor  on  all  antitrust 
counts.  Bristol  prevailed  on  only  one: 
Microsoft,  the  jury  found,  had  violated 
Connecticut's  unfair  trade  practices  act. 
Riistol  was  awarded  damages  of  $1. 


"I  wasn't  sure  if  the  company  had 
died,"  Keith  says.  He  phoned  Jean,  wl 
taken  their  four  kids  out  of  town  f 
week's  vacation.  Together,  the  trio  a 
17  employees — a  fifth  of  Bristol's  t 
staff — to  lay  them  off. 

There  wasn't  time  to  lick  wou; 
because  the  BlackweUs  had  a  new  proi 
to  flog.  DataAlchemy  puUs  together  i 
market    information    from    diffe: 
sources  to  create  analytical  sales  prese' 
tions.  As  Bristol  hustled,  the  software 
a  healing  effect  on  the  company.  In j 
years  Bristol  was  racking  up  $4.7  mil 
in  sales  from  DataAlchemy.  Ken  rem 
bers  the  period  as  a  blur:  "I  can't  sa] 
ever  got  into  a  funk,"  he  says.  "We 
didn't  have  time  tc 
back  and  think  aboi 
We  were  just  too  bus 
Bristol  wasn't  q 
finished  in  court.  W 
than  a  year  after  the 
trial,  the  Connect 
district  court  judge 
had    heard    the 
ordered    Microsoft    to    pay    Bri 
$4.7  million  in  punitive  damages . 
legal  fees  for  violating  state  unfair  tJ 
practices.  The  two  companies  finally  ^ 
tied  the  dispute  for  an  undisclosed    v. 
in  February  2001. 

By  April  2001  Bristol's  next  big  i 
TransactionVision,  was  ready.  Tracl 
transactions  in  real  time  across  many 
ferent  systems,  much  as  FedEx  monii 
its  packages,  the  software  has  wor 
multiyear  contracts  with  customers 
the  National  Account  Service  Co.  LL 
processor  of  claims  for  several  1 
Cross/Blue  Shield  plans,  Nasco  uses 
software  to  measure  how  long  it  take 
computers  to  retrieve  data  on  claim, 
pinpoint  where  data  requests  go  awry 
to  assess  where  to  put  more  compu 
muscle  to  work.  Says  James  Veigei 
director  of  operations:  "It's  been  a  { 
send  for  monitoring  transactions." 

Bristol  is  finally  starting  to  feel 
love,  thanks  in  part  to  a  $9.1  mil 
round  of  venture  financing  earlier 
year.  Last  year's  revenues  hit  $7.5  mill 
Bristol  expects  to  be  profitable  again : 
year.  As  Jean  says,  "The  best  is  ye 
come." 
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GAME  PLAN 


[ANOTHER   REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  the  end,  the  team  with  the  most  runs,  not  home  runs,  wins.  That's 


been  our  game  plan  at  PSEG  for  one  hundred  years.   Our  corporate 


style  is  to  stick  to  what  we  know  best.  We  go  for  singles  and  doubles. 


Rather  than  sw^ing  for  the  fences.  Besides,  our  portfolio  of  businesses 


gives   us   a   balanced  lineup   of  performers,   including  a  New  Jersey 


utility,    a   Northeast   generating   company   and   other   energy   related 


businesses.   And   as   our   overall  earnings   record   suggests,   good 


things  happen  when  you  cover  all  the  bases. 
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MEET  THE  PEOPLE  YOU  NEED  TO  SUCCEED. 
GET  THE  KNOWLEDGE  YOU  NEED  TO  LEAD. 
IN  ONE  PLACE,  ON  ONE  DAY 

Women's  Leadership  Exchange  is  a  unique  business  conference  program 
created  by  successful  female  entrepreneurs  with  first-hand  insight  into  the  needs 
of  established  women-led  businesses.  Whether  you  want  to  grow  from  $1  million 
to  $5  million,  or  from  $10  million  to  $25  million,  WLE  offers  you  the  tools  and 
connections  you  need  to  make  your  business  boom.  An  investment  of  only  one  day 
can  change  the  course  of  your  business's  future.  For  more  information  call 
888.937.5800  or  vir.i!  us  at  www.womensleadershipexchange.coni  today. 
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Women's 
Leadershij 
Exchange 


Sign  up  for  the  WLE  Exchange  today, 
www.womensleaderahipexchange.coi 
Ifs  a  free  e-newsletter  created  to  gro 
your  business. 
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e  Frohnhoefer  has  already 
t/ed  hundreds  of  boats, 
w  he  wants  to  be  the 
A  of  the  ocean. 

DIRK  SMILLIE 

k  T  THE  HELM  OF  HIS  CHESAPEAKE 
I  Privateer,  Captain  Joseph  Frohn- 
^hoefer  shakes  off  Hngering  anxiety 
e  guns  his  engines  across  the  glisten- 
green  waters  off  Shelter  Island,  N.Y. 
ran  into  trouble  here  in  1998,  when 
ind  his  son  were  on  their  way  to  res- 
a  couple  whose  powerboat  had  hit 
ks  and  was  taking  on  water.  Twelve- 
t  waves,  whipped  up  by  a  windstorm, 


Floating  a  good  idea:  Last  year  Frohnhoefer's  company  answered  46,000  calls  for  help, 
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Where  tech  becomes  life 

Since  1995,  CNET  has  tested  every  important  new  tech  product  and  has 
written  thousands  of  comprehensive  reviews.  Building  on  this  tradition 
and  on  the  passion  our  users  have  for  technology,  CNET  Digital  Living 
raises  its  coverage  to  the  next  level  by  defining  how  tech  fits  into  and 
improves  our  everyday  lives.  Start  living  at  living.cnet.com. 
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eked  his  24-foot  craft  from  tvvo  di- 
ions,  blowing  out  his  windshields, 
tray-size  shards  of  glass  flew  like 
pnel,  cutting  his  arms  and  chest.  He 
his  son  struggled  to  keep  their  boat 
a  sinking,  eventually  regaining  con- 
.  When  they  finally  arrived  at  the 
e  of  distress,  an  astonished  woman 
ard  her  listing  powerboat  yelled, 
J  need  more  help  than  we  do!" 
Some  way  to  make  a  living.  Last  year 
Tow  Services  International,  Frohn- 
fer's  privately  held  company,  fielded 
00  distress  calls.  Anyone's  longitu- 
il  luck  can  suddenly  go  south:  Bat- 
rs  burn  up,  propellers  get  tangled  in 
ter  traps,  lightning  strikes  sailboat 
its.  Johnny  Carson  called  Sea  Tow 
r  a  mechanical  breakdown  immobi- 
i  his  yacht  off  southern  California, 
my  Buffett's  deckhand  sheepishly 
;d  after  running  out  of  gas. 
Until  the  early  1980s  they  would 
e  called  Uncle  Sam.  The  marine  as- 
ince  industry  took  off  in  1983  after 
igress  shifted  responsibility  for  non- 
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Offshore  Sales 

Boat  ownership  is  at  an  alltime  high. 
So  it  the  demand  for  rescue  services. 


■  fill 


Number  of  boats 
ted  in  the  U.S. 


Increase  in  retail  spending  on 
boating  over  the  last  decade. 

What  Americans 
spend  on  boating  goods  and  services 
each  year. 

Number  of  recreational 
boats  bought  annually  in  the  U.S. 

Sources:  National  Marine  Manufacturers  Association: 
U.S.  Coast  Guard. 


emergency  calls  from  the  U.S.  Coast 
Guard  to  the  private  sector.  Frohnhoe- 
fer,  then  a  high  school  shop  teacher  and 
part-time  bay  constable  on  Long  Island 
Sound,  saw  the  opportunity  and  drew  up 
a  business  plan,  handwritten  on  three 
pages.  He  took  out  a  $30,000  loan  and 


Entrepreneurs 

set  up  an  office  in  the  back  of  a  lighting 
store  in  Southold,  N.Y.  He  bought  a  Pri- 
vateer with  twin  150hp  engines  and  sank 
a  tow  post  into  the  stern.  For  the  next 
decade  he  had  a  contract  to  provide  tow- 
ing services  to  his  larger  rival,  BoatUS. 
But  the  arrangement  irked  him.  "We 
weren't  getting  any  larger,  and  at  the 
same  time  we  were  losing  our  identity," 
he  says.  Desperate  to  break  away,  he 
mortgaged  his  home  for  $180,000  and 
put  the  money  into  office  expansion  and 
new  phone  and  computer  systems.  He 
haunted  boat  shows,  bait  shops  and 
yacht  clubs  with  armloads  of  new  mem- 
bership kits  for  his  service.  He 
schmoozed  owners  of  big  marine  equip- 
ment outfits,  offering  them  a  10%  cut 
for  every  new  member  they  signed  up 
(industry  retailer  Boaters  World  brought 
in  10,000  or  so  last  year).  Frohnhoefer 
also  got  help  from  what  would  become  a 
small  direct-selling  fleet:  the  450  captains 
who  now  work  for  Sea  Tow  franchisees. 
All  this  has  helped  push  Sea  Tow's 
membership  to  150,000,  who  pay  an  an- 
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efficient  ways  to  transport  supplies,  manage 
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world.  We  offer  unparalleled  expertise  in  air  and 
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trade  solutions.  To  get  the  full  picture,  look  us  up  at 
menloworldwide.com.  (No  funny  glasses  required.) 
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SI  19  for  unlimited  towing,  fuel  and 
;ry-jump  calls  for  any  number  of 
s  registered  under  a  single  name, 
inhoefer  recently  rolled  out  two 
er-tiered  services:  SkipperCard 
5),  for  towing  coverage  on  any  vessel 
dholder  is  sailing  on;  and  Professional 
iner  ($365),  covering  commercial  ves- 
Last  year  his  company  netted  $2  mU- 
on  revenue  of  $17  million. 
The  franchisees  probably  don't  do  so 
.  A  typical  one  needs  two  boats  at 
000  apiece,  plus  $26,000  for  a  pair 
OOhp  engines.  Fuel  prices  are  rising 
insurance  costs  have  tripled  since 
.11.  One-time  franchise  fees  run 
00  to  $25,000,  depending  on  the  size 
location  of  the  territory — from 
die  ports  in  the  boondocks  to  ves- 
ich  regions  like  Florida's  Palm 
ch  and  Treasure  Coast.  Most  fran- 
ees — many  former  speedboat  racers, 
ermen  and  U.S.  Navy  vets — are  out 
,000  or  so  before  hauling  in  their 
membership  revenues,  split  80-20 
Frohnhoefer.  The  average  franchise 


owner  needs  750  members  to  break 
even.  Frohnhoefer  says  that  80%  already 
do  and  that  40%  of  his  franchisees  have 
3,000-plus  members. 

Frohnhoefer,  60,  will  need  to  pick  up 
steam  to  hit  his  target  of  400,000  mem- 
bers in  five  years.  Fiis  former  partner  is 


Entreprenfiurs 

tine,  Fla.  franchises,  buying  their  own 
boats  and  hiring  skippers.  Another  pos- 
sible draw:  the  introduction  of  a  service 
called  Sea  Smart,  a  one-button  emer- 
gency gizmo,  comparable  to  OnStar  for 
luxury  autos,  with  a  panic  button  that 
sends  a  signal  via  satellite  every  ten  sec- 


"The  marine  industry  THINKS  IT'S  A  BAD 

IDEA  to  suggest  to  customers  that  they 
might  break  down  and  need  helpZ' 


now  a  more  formidable  competitor:  In 
September  BoatUS  acquired  the  third 
player  in  this  game,  Vessel  Assist,  for  an 
estimated  $5  million,  and  now  has 
300,000  members.  Frohnhoefer's  biggest 
hope  lies  in  bundling  memberships  with 
boatmakers  like  Genmar  Holdings  and 
Grady-White  Boats,  which  this  year  will 
have  brought  in  12,000  new  customers. 
Private  investors  have  also  shown  inter- 
est. Two  retired  investment  bankers 
bought  the  Jacksonville  and  St.  Augus- 


onds  and  offers  real-time  tracking  of  the 
distressed  vessel  on  a  3-D  color  map  back 
at  Sea  Tow's  headquarters.  Sea  Smart 
customers  pay  $1,200  for  the  equipment, 
plus  $30  a  month. 

Getting  boatmakers  to  flog  Sea  Tow 
memberships  to  buyers  isn't  an  easy  sell. 
"The  marine  industry  is  ten  years  behind 
the  auto  business,"  says  Frohnhoefer. 
"They  think  it's  a  bad  idea  to  suggest  to 
customers  that  they  might  break  down 
and  need  help."  F 
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Are  we  headed  for  a  reprise  of  the 
late-90s  market  mania  that  ended 
so  horribly?  Not  anytime  soon,  says 
Vernon  Smith,  who  won  a  Nobel  for 
psyching  out  investor  behavior. 

BY  MICHAEL  MAIELLO 


A 


'\ 


\ 


ERNON  SMITH  MEASURES  HIS  LIFE  IN  BOOMS  AND 

busts.  He  was  born  on  New  Year's  Day  1927,  in  the 

heady  tunes  right  before  tlie  market  crash.  He  recalls 

a  Depression-era  childhood,  when  his  family  strug- 

Then  in  1987,  as  he  watched 

<tock  market  bubble  burst. 

and  the  work  that  would 

■i'"s:  He  showed,  by  simu- 

ho\    ,   .  Mes  are  cre- 

aud  tconomics  became  very 

"■''"''  "■'■-  -Jod  amid  the 


V- 

^«       fromaci... 

The  crash  turned  .. 
win  him  the  Nobel  Prlz^  '< 
lating  trading  behavior  -i  1 
ated.  This  union  of  psyclculo 
relevant  recently.  His  Nobc' 


rAi 


cruel  aftermath  of  the  ill-fated  tech  mania. 

Now  an  economics  professor  at  George  Mason  Universi 
Virginia,  Smith  is  watching  the  market  climb  again.  But  he'j 
watching  warily  because  he  doesn't  believe  that  another  era 
imminent.  By  his  reckoning,  the  memories  of  the  2000  del 
are  too  fresh  for  investors  to  spin  out  of  control  this  time, 
bubble  danger  comes  down  the  road  when  a  new  generatic 
investors  joins  the  market,"  Smith  says. 

Once  burned,  twice  shy,  investors  behave  in  predict  if 
ways.  Smith  discovered  through  his  trading  simulations.  CI  I 
ing  the  ebb  and  flow  of  trading  on  the  New  York  Stock  Exch 
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Once  burned,  investors  in  this 
rally  are  twice  shy,  Smith  feels. 


'  would  be  an  impossible  experiment,  so  Smith  set  up  his 
market  in  a  lab.  Using  the  discipline  he  founded,  called 
■nmental  economics,  he  lately  is  trying  to  figure  out  how 
to  trade  electrical  power  and  airport  landing  slots. 
\t  Purdue  University  and  the  University  of  Arizona,  Smith 
.ered  dozens  of  economics  grad  students  to  trade  a  secu- 
with  a  definite  fair  value,  usually  about  $3.  He  then  ran  a 
;s  of  trading  experiments,  some  lasting  just  a  few  min- 
and  some  lasting  an  entire  day,  where  his  subjects  could 
and  sell  the  phony  security.  Smith's  traders  had  an  ad- 
age over  their  Wall  Street  brethren  because  they  knew 
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Smith  doesn't  pick  stocks,  but  money  manager  John  Piccard, 
who  agrees  with  him,  says  hard  drives  and  home  products  will 
romp  in  an  ongoing  recovery. 
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'Operating  cash  flow  less  capital  expenditures.  NM:  Not  meaningful.  Source:  J.P.  Morgan  Fleming. 

what  the  security  was  actually  worth. 

Still,  momentum  took  hold  and  the  students  ran  the  price 
up  past  $3  and  then  kept  buying.  As  soon  as  enough  traders 
decided  to  stop  paying  a  premium  for  the  $3  security,  the  lab 
market  crashed.  When  Smith  ran  the  experiment  a  second  time 
with  the  same  group,  another  bubble  formed,  although  smaller. 
The  third  time  around,  the  investors  were  wiser  and  trading 
hovered  around  the  security's  value. 

Smith  repeated  his  experiments  numerous  times,  sometimes 
using  graduate  students  and  sometimes  using  finance  profes- 
sionals. The  financial  types,  he  noted,  made  bigger  bubbles. 
"You'd  ask  people  what  their  strategy  was  and  they'd  usually  say 
they  wanted  to  buy  below  fair  value  and  sell  above  it,"  Smith 
remembers.  "But  people  arc  myopic.  If  the  price  is  going  up, 
they  think  it  will  keep  going  up." 

Smith's  benign  take  on  today's  stock  market  is  a  comfort  to 
those  who  fear  that  a  new  spell  of  irrational  exuberance  is  upon 
us.  The  concern  is  understandable.  The  S&P  500  is  up  29%  over 
the  last  12  months  since  the  bear  market  hit  its  bottom.  That  has 
brought  the  price  of  the  index  to  30  times  trailing  earnings,  dou- 
ble the  historical  norm. 

Regardless,  Smith  points  out  that  market  double  dips  don't 
occur  in  rapid  sequence.  Indeed,  since  1926  the  space  between 
down  years  for  the  broad  market  has  always  been  at  least  two 
years,  and  usually  much  longer,  according  to  Ibbotson  Associ- 
ates data.  The  closest  sequence  in  the  recent  past  was  the  two 
positive  years  between  the  1973-74  bear  market  and  the  7% 
downturn  in  1977.  Next  came  three  up  years  before  the  5% 
slump  in  1981,  followed  by  eight  good  years  until  1990's  3% 
drop  and  then  nine  positive  years  until  the  2000-02  wipeout. 
And  while  the  current  market  P/E  is  surely  high  by  historical 
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standards,  at  least  it's  considerably  down  from  its  level  at  the  last 
bear  market's  apogee,  46. 

A  great  believer  in  the  long-term  wisdom  of  markets,  Smith 
is  a  self-styled  free  marketeer  whose  gray  ponytail,  Native  Amer- 
ican jewelry  and  cowboy  boots  show  an  independent  flair.  A  life- 
long iconoclast,  he  saw  beyond  the  cere- 
bral theories  of  classical  economics. 
Starting  out  on  the  left  like  his  activist 
parents,  he  cast  his  first  presidential  vote 
for  Socialist  Norman  Thomas  in  1948. 
His  views  changed  as  he  began  studying  another  Smith:  Adam. 

To  Professor  Smith,  bubbles  perform  a  great  service  for  cap- 
italism. "Every  bubble  is  driven  by  great  innovations,  and  they 
all  leave  behind  a  lot  of  long-term  value,"  he  says. 

In  1943,  when  he  was  16,  Smith  took  an  apprentice-level  job 
at  Boeing  in  Wichita.  The  $5.60  daily  salary  helped  pay  for  his 
electrical  engineering  degree  at  Caltech  and  also  made  him  take 
notice  of  the  area's  budding  light  airplane  manufacturing  busi- 
ness. He  discovered  the  creative  destruction  of  capitalism:  The 
boom-time  plethora  of  planemakers  eventually  consolidated  to 
three.  "Three  companies  picked  up  the  assets  of  all  the  rest  for 
next  to  nothing  and  buUt  an  international  industry,"  says  Smith. 
Half  the  light  airplanes  buOt  in  the  U.S.  are  still  made  in  Wichita. 

By  the  same  token,  Smith  says,  the  Internet  and  computers 
are  here  to  stay,  helping  drive  U.S.  productivity  gains.  And  the 


excesses  of  high-tech's  early  days  have  been  thankfully  dr^ 
out,  leaving  the  strong.  The  kind  of  companies  that  cause  1 
bles  were  removed  from  the  market. 

While  Smith  is  no  stock  picker,  we  asked  John  Piccard,  ni 
ager  of  $1.5  billion  in  private  and  institutional  accounts  foi 

"New  bubble  danger  comes  [with]  a^^ 
new  geaeratioii  of  investors." 

Morgan  Fleming,  to  do  the  honors  {see  table,  p.  191),  basei| 
his  own  thinking.  Piccard  likes  beaten-up  hard  drive  mani 
turers.  Much  of  the  recent  downturn  was  caused  by  consul 
and  companies  refusing  to  purchase  new  computing  power 
gorging  themselves  during  the  late  1990s.  Now,  most  des 
computers  are  four  to  five  years  old  and  are  ready  to  be  repk, 
Seagate  Technologies  is  a  Piccard  favorite. 

Outside  of  technology,  Piccard  likes  home  products  reta 
The  current  housing  boom  is  the  result  of  low  interest  rates, 
a  decent  economic  rebound  should  juice  it  more.  All  ti 
empty  rooms  need  to  be  decorated.  That's  where  the  kr, 
knacks  at  Pier  One  Imports  come  in. 

Certainly,  Smith  says,  we  need  an  improving  econorr 
sustain  an  improving  market.  He,  of  course,  expects  the  m< 
to  form  another  bubble  at  some  point — after  memories  faci 
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usiness  warrior  the  advanced  and  innovative  tools  to  I 
.attles.  Starting  with  the  newXJ-350,  one  of  the  smalk 
[2x9x7  in.)  lightest,  {4.0  lbs.)  brightest, (2200  lunne' 
and  widest  (2x  zoom)  in  the  business.  Let's  go  to  bat 


www.  casioprojectop.  com 


1 


SPECIAL  ADVERTISING  SECTION 


REINVENTING 

40NG  KONG 

a's  premier  business  center  —  the  world's  10th-ranl<ed  trading  economy 
)rimed  to  play  an  expanded  role  in  China's  growth. 


3 


riy  this  year,  Hong  Kong  was  struggling  to  overcome  the 
>  virus.  At  the  peak  of  the  outbreak,  air  passenger  traffic 
he  city  dropped  to  a  fifth  of  normal,  hotels  were  empty, 
nany  residents  wore  masks  on  the  street.  But  the  disease 
beaten  back  in  June.  With  China's  econ- 
roaring  —  despite  its  own  struggle  with 
Hong  Kong  is  reasserting  its  role  as 
ervices  platform  and  business  partner 
6  mainland. 

\/ith  China  becoming  the  world's  factory, 
3  Kong  is  the  key  marketplace  for  the  world  to  source  from 
sell  into  the  mainland,"  leading  businessman  Peter  Woo 
ng-ching,  chairman  of  the  Hong  Kong  Trade  Development 


Kong  has  repe; 

jst  to  changing  and  challenging  conditions." 

—  David  Eldon,  Chairman,  The  Hongkong  and 
Shanghai  Banking  Corporation 


icil,  says.  Despite  SARS  and  the  recent  economic  slowdown, 
3  Kong  has  demonstrated  strength  and  resilience.  In  the  first 
nonths  of  2003,  air  cargo  traffic  was  14%  higher  than  the 
e  period  last  year,  while  sea  cargo  was  up  7%.  Hong  Kong  is 
^/oHd's  top  freight  handler,  shipping  more  than  4.7  tons  by  air 
34  containers  by  sea  every  minute.  "That's  productivity  — 
we  never  stop  working  to  improve,"  Woo  says. 
r  David  Eldon,  chairman  of  The  Hongkong  and  Shanghai  Bank- 
lorporation.  Hong  Kong's  proximity  to  China  makes  the  city 
ileal  place  to  do  business.  While  more  than  a  fifth  of  the 
d's  population  lives  on  the  mainland,  it  accounts  for  less  than 
of  the  world's  GDP  As  China's  global  economic  presence 
ands.  Hong  Kong  will  contribute  to  and  benefit  from  that 
vth,  Eldon  says.  "Hong  Kong  is  home  to  a  significant  number 
lainland-savvy  business  people,  individuals  with  the  skills  and 
srience  that  foreign  companies  operating  in  China  need." 


Hong  Kong  is  much  more  than  a  gateway  to  China,  Eldon  adds. 
"Regionally  and  internationally,  Hong  Kong  plays  multiple  roles  as 
a  financial  center,  a  hub  for  logistics  and  a  global  manufacturing 
management  center."  It  is  continually  reinventing  itself,  Eldon  says. 


"With  China  becoming  the  world's  factory,  Hong 
Kong  is  the  key  marketplace  for  the  world  to 
source  from  and  sell  into  the  mainland." 

—  Peter  Woo  Kwong-ching,  Chairman, 
Hong  Kong  Trade  Development  Council 


"While  other  cities  are  trying  to  catch  up.  Hong  Kong  is  moving 
on.  It  has  repeatedly  demonstrated  its  ability  to  adjust  to  chang- 
ing and  challenging  conditions." 

To  boost  its  competitiveness.  Hong  Kong  is 
rapidly  expanding  its  role  in  mainland  markets, 
particularly  in  the  Pearl  River  Delta.  A  key  part 
of  this  strategy  is  the  Closer  Economic  Part- 
nership Arrangement  (CEPA),  an  agreement 
that  extends  market  liberalization  terms 
between  Hong  Kong  and  the  mainland  beyond  the  commitments 
China  made  to  join  the  World  Trade  Organization.  This  will  offer 
new  markets  throughout  China  for  Hong  Kong  service  industries 
and  domestic  exports.  "CEPA  will  build  on  Hong  Kong's  first- 
mover  advantage  and  create  substantial  opportunities  for  over- 
seas and  mainland  companies  to  partner  with  Hong  Kong  firms 
in  developing  business  on  the  mainland  and  abroad,"  Woo  says. 
Both  Woo  and  Eldon,  who  serve  as  Investment  Promotion 
Ambassadors  for  the  Hong  Kong  government,  believe  that  the 
city's  core  advantage  is  its  dynamism.  "Our  entrepreneurs  work 
hard,  work  smart  and  keep  the  profits  they  earn,  thanks  to  our  low 
tax  regime,"  explains  Woo.  "We  are  the  ultimate  sanctuary  for 
building  and  preserving  capital."  Eldon  marvels  at  Hong  Kong's 
constant  buzz.  Says  the  veteran  banker:  "This  is  an  energetic  city 
with  a  fascinating  past  and  an  even  more  exciting  future,  a  place 
that  I  intend  to  call  home  for  many  years  to  come."  H 


lest  Hong  Kong  is  the  Hong  Kong  SAR  goverrtment  <lepartment  set  up  in  July  2000  to  spearhead 
jng  Kong's  efforts  to  attract  foreign  diject  investrlrtent.  It  provides  free,  one-stop-shop  services 
to  potential  investors    Find  out  more  at  www.lnvestHK.gov.hk. 
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If  you  want  in  invest  in  mortgage  bonds  but  are  leery  of  their  wacky  ways,  a  good 
mutual  fund  ni.^kes  sense.  These  sport  good  risk-adjusted  returns  and  low  costs. 
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OTALAEUUUI Annual         Minimum 

5-year     {  Assets     expenses  initial 

?TL>       (annualized)    ($mil)     (per  $100)      investment 


Fidelity  Mortga.. 
Franklin  Strategic 


TCW  Galileo  Total  t 


'Performance  through  Sept 


Securities-Adv 

1.9% 

6.1% 

$156       $0.84 

$5,000 

1.5 

6.8 

319         0.30^ 

100,000 

3.0 

6.5 

1,231         0.63^ 

2,500 

2.0 

6.7 

419         0.25^ 

1,000 

.  ijonsoi 

7.0       1     172         0.44 

2,000 

Sources:  Forbes:  Upper.  Morningstar. 

JEFFREY  GUNDLACH  LIA 
mortgages,  a  vexing  corner 
the  bond-investing  world.  V 
ing  recently  because  mortgal 
backed  securities — backedi 
pools  of  individual  home  loans  that  si 
ply  the  income  stream  for  the  bond: 
can  be  called  away  when  falling  intei 
rates  entice  homeowners  to  refinance. 
Until  this  summer,  his  mortga 
oriented  TCW  Galileo  Total  Return  ft.: 
was  in  what  he  calls  "prepayment  hd 
with  around  30%  of  his  bonds  caUed. ' 
problem  now  is  that  prices  of  mortga 
backeds,  like  those  of  other  bonds,  h 
been  hurt  by  the  surge  in  interest  n 
since  June.  For  the  third  quarter,  his  k 
was  up  a  mere  0.2%,  markedly  off  fri 
the  portfolio's  total  returns  in  the  f  j 
(1.0%)  and  second  (1.2%)  periods. 

No  one  knows  whether  rates  will  c« 
tinue  to  escalate.  While  they  seem  to  h 
settled  now  at  a  sUghtly  higher  plane  tl 
last  spring,  they  are  still  relatively  low. ' 
30-year  fixed  mortgage,  for  instance,  r 
averages  6%,  a  good  bit  higher  than  ei 
June's  5.3%,  although  identical  to  the  ( 
tober  2002  rate.  Gundlach  is  expect 
gradually  rising  rates  for  the  next  12  tc 
months,  buoyed  by  a  recovering  econo: 
Just  as  the  weather  rules  crops,  inte 
rate  changes  rule  bonds.  Mortgage-bacb 
though,  are  less  responsive  to  falling  r; 
than  Treasury  bonds.  When  rates  go  do" 
you  are  supposed  to  see  a  brisk  price 
on  a  bond.  With  a  mortgage-backed  se 
rity,  you  get  only  a  limp  price  improvem^ 
That's  because  homeowners  refinance : 
you  involuntarily  get  some  of  your  prii 
pal  back  early.  This  principal  must  be  r< 
vested  at  lower  yields. 

The  unfortunate  tendency  of  mc 
gage  paper  to  have  a  limited  upsid 
called  "call  risk."  It  is  analogous  to 
risk  that  a  corporate  bond  will  be  ca 
in  early  if  rates  fall. 

At  least  you  are  paid  for  call  r 
Mortgage  bonds  yield  more  than  Ti 
surys:  A  15-year  Fannie  Mae  delivers 
percentage  points  above  a  5-year  Ti 
sury,  which  is  roughly  comparable 
effective  life  span.  Lower-quality  cor 
rates,  particularly  junk,  do  yield  m 
than  mortgage-backeds,  but  their  def; 
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rate  is  far  higher — 6%  for  corporate  junk 
compared  with  0%  for  investment-grade 
mortgage-backeds  and  1.2%  for  the 
junkiest  B-rated  mortgage  bonds.  With 
mortgage  securities,  Gundlach  says, 
there's  "no  wild  card  of  a  WorldCom." 

With  rising  rates,  refinancings  are  less 
of  a  problem.  But  that  doesn't  mean 
mortgage  holders  do  well  in  a  time  of  ris- 
ing rates.  On  the  contrary.  When  rates 
rise,  these  fixed-income  investments  fall 
in  value,  just  as  bonds  do.  And  here's  the 
nasty  thing  about  mortgages:  Their 
responses  to  rate  changes  are  anything 
but  symmetrical.  If  rates  fall,  they  rise  in 
price  just  a  little.  If  rates  rise,  they  fall  in 
price  a  lot.  This  heads-you-lose,  taOs-you- 
break-even  behavior  goes  by  the  name 
"negative  convexity." 

If  you  are  comfortable  with  the  strange 
mathematics  of  mortgage-backed  securi- 
ties, buy  direct.  You  can  get  Fannie  Maes, 
Freddie  Macs  and  Ginnie  Maes.  Because 
bid/ask  spreads  are  sometimes  hefty  (l% 
or  more),  buy  only  if  you  are  reasonably 
confident  you  can  hold  to  maturity. 

If  you  are  not  comfortable  with  the 
math,  or  if  you  want  liquidity,  or  if  you  don't 
want  to  tangle  with  repayments  of  principal 
showing  up  in  your  brokerage  account  at 
odd  intervals,  buy  a  fund  like  Gundlach's. 
His  expense  ratio:  0.4%  a  year.  It's  0.2%  for 
the  Vanguard  Ginnie  Mae  ftind. 

A  professional  manager  can  veer  off 
into  more  exotic  kinds  of  mortgage  paper, 
such  as  collateralized  mortgage  obliga- 
tions. These  are  pools  of  loans  that  are 
sliced  into  different  maturity  classes.  They 
yield  a  bit  less  than  regular  mortgage- 
backeds  but  are  (usually)  more  stable  and 
usually  sport  /VAA  ratings.  You  can  buy 
these  direct,  too,  but  please  remember  that 
brokers  sell  the  good  tranches  to  pros  like 
Gundlach  and  the  stinky  ones  to  retail  cus- 
tomers who  don't  know  any  better. 

Gundlach,  44,  is  a  former  rock  band 
drummer  and  Dartmouth  math  major. 
Looking  for  better  income  than  music 
provided,  he  joined  lYansamerica  as  a 
bond  analyst  in  \''^H?>  and  later  Trust  Co. 
of  the  West.  For  the  past  three  years  as  the 
manager  of  Galileo  Total  Return,  he  has 
succeeded  in  edpmi;  p,  '  the  guy  he  con- 
siders his  benchnutik,  V\  ■Hiam  Gross. 
Gross'  Pimco  Total  Return     •■  '      hoav- 
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What's  better  than  the  millions  you' 
technology?  The  fact  that  we'll  guarai 
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ier  concentration  of  Treasurys  and  corpo- 
rates,  has  averaged  an  annual  8.6%  return 
over  that  time,  to  Gundlach's  8.9%. 

We  have  assembled  a  list  of  no-load 
mortgage-backed  funds  that  have  both 
good  risk-adjusted  returns  and  low 
expenses  {see  table,  p.  194).  Our  fund  rat- 
ings reflect  the  behavior  of  funds  against 
their  peers,  with  separate  grades  for  bull 
markets  (when  rates  are  falling)  and  bear 
ones  (rates  rising).  The  Galileo  fund  gets  a 
B  for  up-market  performance  as  well  as  in 
down  markets.  The  other  four  on  our  list 
are  more  defensive:  C  in  up,  B  in  down. 

Gundlach  doesn't  let  interest  rate 
forecasts  cloud  his  thinking  and  is 
always  looking  for  odd  corners  of  the 
mortgage  world  to  reinvest  the  proceeds 
in  once  he  gets  the  principal  back.  "It 
rises  above  process  into  philosophy,"  he 
says  of  his  technique. 

In  his  search  for  the  best  mortgage 
bonds  for  his  portfolio,  Gundlach  avoids 
new-issue  30-year  bonds,  a  relatively  hot- 
money  investment  that  tends  to  be  sapped 
by  refinancings  quicker  than  other  bonds 
that  have  been  around  a  while,  backed  by 
more  complacent  mortgage  borrowers. 

So  he  has  been  buying  so-called 
hybrid  ARMs.  Those  adjustable  rate  mort- 
gages charge  borrowers  a  fixed  rate  for  the 
first,  say,  five  years,  after  which  interest 
fluctuates  with  the  market.  The  reset  pro- 
vision gives  the  investor  some  protection 
against  the  chance  that  rates  wOl  kick  up 
and  then  stay  high  for  the  loan's  duration. 

As  rates  began  climbing,  Gundlach 
has  bought  mortgage  bonds  issued  dur- 
ing the  market's  peak,  now  trading  at  85 
to  90  cents  on  the  dollar.  These  are  rela- 
tively immune  to  refinancing  risk. 

Another  way  to  participate  in  bull 
markets  is  to  buy  securities  backed  by 
mortgages  that  are  particularly  unlikely  to 
be  refinanced.  These  are  the  rare  variety 
where  borrowers  are  assessed  prepayment 
penalties  for  paying  off  the  balance. 
Remarkably,  yields  here  are  almost  as 
good  as  on  home  loans  without  penalties. 
What  homeowner  in  his  right  mind 
would  take  out  a  mortgage  like  that  with- 
out insisting  on  a  substantially  reduced 
rate?  It's  a  fair  bet  that  these  eager  bor- 
rowers don't  know  anything  about  nega- 
tive convexity.  F 
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STOCK 


Smart  Money 

You  can  piggyback  on  the  thinking  of  the  best  stock  pickers 
without  paying  their  fees  I  by  Christopher  helman 


PICK  YOUR  POISON:  ACTIVE  OR 
passive  money  management?  If 
you  favor  the  former,  you 
search  for  a  money  manager 
with  a  superior  record,  then 
typically  pay  1%  or  more  of  assets  annu- 
ally to  be  in  a  fund  run  by  that  manager. 
The  troubling  question  here  is  whether 
the  proven  genius  of  the  past  can  retain 
the  old  magic.  With  the  passive  approach 
you  throw  up  your  hands  and  simply  aim 
to  minimize  costs.  A  passive  index  fund 
can  be  had  for  0.2%  a  year. 

We  have  here  a  solution  to  the 
dilemma:  a  way  to  benefit  from  the  stock 
selection  of  great  managers  while  paying 
minimal  fees.  The  table  on  page  200  lists 
the  slocks  most  widely  held  by  the  best 
buy  >ld  fund  managers.  Create  a  do- 

it-yo.  :d  with  these  stocks.  You'll 

pay  SO:  ssions  and  other  trading 

costs  to  .  he  portfolio,  but  after 

that  the  niaimtenarK-','  costs  are  minimal. 

We  started  se.i -  .  ng  for  the  fa\'orite 
stocksoftht  "jrteM  ;..  nagcrs  by  dividing 
the  world  ol    inds  ■       'hree  broad  cate- 
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gories:  international;  domestic  large-cap; 
domestic  small-  and  midcap.  To  find  the 
best,  we  looked  for  funds  with  long  man- 
ager tenures  that  have  outperformed  their 
peer  groups  in  each  of  four  distinct  trail- 
ing periods — ten  years,  five  years,  three 
years  and  one  year. 

Next,  out  went  any  funds  that  trade 
a  lot.  No  use  aping  the  portfolio  of  an  active 
trader;  he  may  be  out  of  the  stocks  by  the 
time  the  holdings  are  published.  Also,  we 
want  a  long-term  orientation;  active 
traders,  especially  amateurs,  tend  to  get 
killed  on  transaction  costs. 

We  also  eliminated  a  few  funds  so  highly 
concentrated  in  just  a  handflil  of  stocks  that 
they  skewed  the  results.  In  the  end  there 
were  only  24  large-cap  hinds  left:  38  mid- 
and  small-cap  and  10  international. 

Unlike  the  usual  FORBES  fund  surveys, 
this  exercise  need  pay  no  attention  to  ex- 


penses or  loads,  since  you're  not  buyin 
fund,  just  stealing  the  ideas.  Neverthi 
we  did  end  up  with  many  of  our  H 
Roll  funds  (see  Mutual  Fund  G' 
Sept.  15),  which  have  lower  expenses 
better  performance  than  most  (like  Mc 
Power  Growth,  Dodge  &  Cox 
Thompson  Plumb  Growth),  as  w( 
Forbes  Best  Buy  funds,  which  are  t 
more  toward  low  costs. 

Each  fund  we  chose  was  weig 
equally,  then  run  through  Morning: 
"Stock  Intersection"  tool  (available  wi 
premium  membership  at  $110  per  > 
The  final  cut  was  for  the  biggest  hole 
by  the  widest  nimiber  of  ftmds. 

In  large-cap  land  Citigroup  has  attr 
the  most  assets  ( 1 .8%  of  the  large  fund 
gregate).  But  Citi  didn't  make  the  finj 
because  only  10  of  the  24  large-cap  f 
hold  it.  More  important  than  the  s 
amount  of  dollars  thrown  at  a  stock  i 
number  of  chainpion  managers  who 
it  Pfizer  came  in  second  on  assets  but  is 
by  15  funds.  Microsoft  comes  next  wi 
holders,  followed  by  insurance  giant  A 
ican  International  Group,  with  12. 


The  best  ideas  of  the  best  manager 
for  large,  small  and  foreign  stocks. 


There's  a  lot  on  the  line  when  it  comes 
to  information  security. 


Title 


Name 


Fiduciary  Accountability.  Government  Regulation.  Data  Privacy 

It's  a  fine  line  between  hoping  you're  protected  and  actually  being  protected. 

Take  control  of  your  information  risk  with  internet  Security  Systems,  the  trusted  security 
expert  to  the  Forbes®  500s  and  world  governments.  Only  Internet  Security  Systems  can 
eliminate  regulatory  and  business  risk  through  guaranteed  protection  services  and  products. 
So  before  you  sign,  know  you're  protected  with  a  security  guarantee.  Call  Internet 
Security  Systems  today  800-776-2362.  www.iss.net/ontheline. 
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INSIGHT 
INTO  YOUR 
GROWING 
BUSINESS 


VISIT  THE  BUSINESS 
INSIGHT  CENTER 

Up-and-coming  companies  face 
unique  challenges  in  managing 
their  growth. 

To  address  these  issues,  plus  a 
range  of  business  applications, 
Forbes  has  developed  a 
Business  Insight  Center  in 
partnership  with  Microsoft 
Business  Solutions. 


SPECIAL  CONTENT  INCLUDES: 

•  How  did  a  small  laptop  PC 
company  take  on  the  giants? 

•  How  are  growing  businesses 
successfully  integrating  their 
IT  and  business  strategy? 


Get  the  insight,  research  and 
resources  you  need  to  grow 
your  business  today. 

Visit  the  Business  Insight  Center 

www.forbes.coiii/insights 


Company 


Microsoft 


Pfizer 


John  Thompson,  manager  of  Thomp- 
son Plumb  Growth  Fund,  finds  it  easy  to 
love  Pfizer  and  Microsoft  because  they're 
powerhouses  that  won't  run  out  of  juice. 
"Pfizer  has  65  drug  compounds  in  phase 
one,  two  or  three  testing,  plus  a  huge  Sales 
force,"  he  says.  "Microsoft  has  $60  billion  in 
cash.  Will  they  be  able  to  come  up  with  a 
business  as  good  as  Windows?  No.  But  their 
cash  makes  them  a  long-term 
force  in  the  industry.  It  says,  T'm 
gonna  be  in  the  business  forever. 
Don't  screw  with  me  because  I'll 
outspendyou.'" 

Flonorable  mention  goes  to 
troubled  conglomerate  Tyco 
International,  which  managers 
(of  both  large-  and  mid-cap 
funds)  believe  will  right  itself 
The  thinking  is  that  this  is  a 
good  company  despite  the  tra- 
vails of  former  chief  executive 
Dennis  Kozlowski,  now  on  trial 
for  looting  the  corporate  till. 

There  was  less  consensus 
among  the  smaller-cap  funds, 
where  the  choices  are  more  nu- 
merous. Our  selections  are  Renal 
Care  Group  (held  by  7  of  38 
fluids)  and  Ross  Stores  and  Om- 
nicare  (6  funds  each).  John  Fox, 
comanager  of  FAM  Value,  notes 
that  Renal  Care  is  a  proven  prof- 
itmaker  in  the  tricky  market  of 
providing  kidney  dialysis.  He 
sees  growth  both  from  buying 
out  other  dialysis  centers  and 
from  expanding  the  patient  volume  at  ex- 
isting ones.  The  country  is  seeing  a  6%  an- 
nual increase  in  patients  with  renal  failure 
(caused  mostly  by  diabetes  and  obesity). 

Ross  Stores  sells  last  season's  brand- 
name  togs  at  a  discount.  With  huge 
growth  potential,  Ross  is  spending  $150 
million  this  year  to  expand  its  571 -store 
chain  and  is  a  vigorous  buyer  of  its  own 
stock,  up  250%  in  three  years.  "People 
love  getting  a  bargain,  and  Ross  has  new 
stuff  coming  in  all  the  time,"  says  Fox. 

Among  the  ten  international  funds, 
half  invest  in  Samsung  while  the  other 
half  own  Nestle.  On  their  heels  is  top 
global  mobile  phone  provider  Vodafone 
Airtouch,  held  by  three  of  the  funds. 

Edward  Wendell,  analyst  for  the  Har- 


Money  &  Investir 

bor  International  Fund,  likes  that  > 
has  increased  its  stable  of  premium  bi 
over  the  years.  Aside  from  top  selk 
chocolate  and  coffee,  the  company 
controls  a  quarter  of  the  U.S.  markc 
bottled  water,  with  brands  like  Pc 
Spring  and  San  PeUegrino.  And  given 
Americans  dote  on  their  pets,  Ne,: 
2001  purchase  of  Ralston  Purina  pro; 


La  Creme  de  la  Creme 

Here  are  the  most  widely  held  stocks  from 
funds  with  long-tenured  managers  and  the 
best  records  over  time.  We  excluded  funds 
that  trade  a  lot  or  concentrate  their  bets  in  a; 
small  number  of  issues.  Since  we're  just  usin 
their  ideas,  we  paid  no  attention  to  fund  fees 


P/E 

2004 

estimate 


Market  Numb 
value  top  fi 
($bil)       thato 


American  IntI  Group         14        $163.3 


26 


312.7 


15 


239.8 


1 
1 


Tyco  International 


14 


43.8 


i: 


SMALL/MID  U.S. 

Omnicare 

14 

3.7 

Renal  Care  Group 

14 

1.7 

Ross  Stores 

16 

4.0 

FOREIGN 

Nestle                              14 

89.1 

Samsung  Electronics        11 

58.1 

Vodafone  Group               15 

143.0 

Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

another  good  avenue  for  growth. 

Korean  conglomerate  Samsung, 
by  Forbes  Best  Buy  fund  William 
International  Growth,  is  a  leading  n: 
of  DVD  players,  LCD  screens,  cell  ph 
and  appliances.  Shaking  off  the  dc 
turn,  Samsung  posted  earnings  of 
billion  in  2002,  up  133%,  on  $48  bi 
in  sales,  up  32%.  Unlike  Nesde  and  \ 
fone,  Samsung  has  no  American  Dej 
tary  Receipts  for  its  stock,  up  26%  ii 
last  1 2  months.  To  buy  it,  you  nee ' 
investor  registration  card  from  S' 
Korean  regulators.  Work  with  your 
ker  on  the  paperwork;  once  compl 
approval  takes  a  week.  Then  you 
place  an  order  on  the  Seoul  excha 
Your  broker  will  convert  the  currenc  f 


200 


F    O    R    B    E    S   •   November  10,  2003 


PROFIT 


id  THE  World  Money  Event 
ivestors— Absolutely  FREE! 
The  l/l/ORLD 

ONEYm^SHOW 

\ig  the  Global  Investment  Community 

I   Orlando,  Florida,  USA 

hry  2-5, 2004  •  Gaylord  Palms  Resort 

ivited  to  be  our  guest  at  The  World  Money  Show— the 

[hering  of  investors,  traders,  experts,  product  and  service 
and  investment  opportunities  that  the  world  has  ever  seen, 
orld  Money  Show  you  will  join  12,000  like-minded  investors 
gather  to  gain  insights,  wisdom,  and  advice  from  over  100 
'stic  and  international  financial  experts  and  to  comparison- 
I  financial  product  and  service  providers. 

•Id  Money  Show  will  unite  the  global  investing 
t\'  while  maintaining  all  the  domestic  investment 
f  its  predecessor,  The  Florida  Money  Show.  This  year, 
j  Money  Show  will  focus  on  in-depth  economic  and 
It  presentations  by  experts  from  Canada,  Japan,  China, 
United  Kingdom,  and  Russia,  as  well  as  the  US. 

markets  converge  and  borders  to  capital  and  investing 
lore  "invisible",  the  time  is  ripe  for  you  to  focus  on  global 
ities.  With  presentations  geared  to  investors  of  all  experience 
I  risk  postures.  The  World  Money  Show  is  your  best 
it\'  to  hone  your  financial  skills  AND  broaden  your 
It  horizons. 


•y 

I 


Japan 


t 


mann 


ne 


■t  Opportunities  in  a 
g  Germany 


Prof.  Yusuke  Kawamura* 

Professor,  Faculty  of  Economics 
Nagasaki  University 
Japan  in  Transition 

'Invited  but  not  confirmed 


China 


lanager 
pie  Capital 
'or  Eastern  Europe 


I 


Lilia  Clemente 

Chairman  &:  CEO 
Clemente  Capital,  Inc. 
China  and  Asian  Capital 
IMaritets,  the  Worid's 
Locomotives  in  the  21st  Century 


United  Kingdom 


Pap« 

"ublisher 

salth  Builder 

th:  Profit  Potential 

i 


David  Fuller 

Global  Strategist 
Stockcube  Research  Ltd. 
The  UK— Outlook 
and  Opportunities 


FROM  A  GLOBAL  PERSPECTIVE 


Looking  Ahead  for  Investors: 


Steve  Forbes 

President,  CEO,  & 
Editor-in-Chief,  Forbes 
Election  Year  Politics  and 
Economics— What  They 
Portend  for  Stocks 

Sir  John  Templeton 

Founder,  John  Templeton 

Foundation 

Best  Places  to  invest 

Around  the  Globe 

(via  video) 

Don  Phillips 

Managing  Director 
Morningstar,  Inc. 
Finding  All-Star  Funds  to 
Diversify  Your  Portfolio 
with  Don  Phillips 

James  Michaels 

Editor  Emeritus  & 
Group  Vice  President- 
Editorial,  Forbes 
What  History  Can  Tell  Us 
About  The  Stock  Market 

John  Dessauer 

Editor,  John  Dessauer's 
Investor's  World 
Two  Great  Years  for 
Stocks,  Thanks  to  World 
Currency  Markets 

Ed  Finn 

Editor  &  President 

Barron's 

The  2004  Outlook  for 

Stocks,  Bonds,  and 

Mutual  Funds  in  the  US 

and  Abroad 


Louis  Rukeyser's  Panel: 

CEOs  of  World-Class  Companies 

Monday,  February  2  •  5:15  -  6:30  pm 


Jeane  Kirkpatrick 

Former  US  Ambassador  to 
the  United  Nations 
A  Conversation  with 
Dr  Jeane  Kirkpatrick 

Harvey  Pitt 

Former  Chairman,  Securities 
&  Exchange  Commission 
Fast  and  Slow  Markets: 
A  Glimpse  of  the 
Future  Landscape 

C.  Bruce  Johnstone 

Managing  Director 
Fidelity  Investments 
Diversify  Your  Holdings: 
US  and  Int'l  Stocks 


Joe  Battipaglia 

Chief  Investment  Officer 
Ryan,  Beck  &  Co.,  LLC 
Election  Year  2004: 
Winners  and  Losers 


Frank  Cappiello 

President,  McCullough, 
Andrews  &  Cappiello,  Inc. 
International  Investing — 
Perils  and  Possibilities 


Knight  Kiplinger 

Editor-in-Chief 
Kiplinger's  Personal  Finance 
What's  Ahead  for  the  US 
and  Global  Economy? 

and  many  more... 


Our 
Premier 


Globalization  is  a  fact  of  modern  business.  Technology  is 
eliminating  borders  and  the  world's  major  corporations  are 
looking  beyond  domestic  markets  for  customers,  for  sales  and 
for  investors.  Here  is  your  opportunity  to  find  out  how  world- 
class  companies  are  navigating  the  international  landscape  and 
reaping  the  benefits  of  an  interconnected  planet.  Join  Louis 
Rukeyser,  America's  favorite  economic  and  financial 
commentator,  as  he  questions  CEOs  of  some  of  the  world's 
largest  and  most  successful  corporations  to  find  out  how  global  markets  really 
affect  their  businesses  and — most  important — how  globalization  affects  you! 


Diamond  Sponsors 

T^JMet 


:f.}  Waterhouse 


Platinum  Sponsors 


^IMYSE 

New  York  Stock  Exchangct 


International  Sponsor 


BAN  \(  )!• 

N  :\\ 
^()<l\ 


Our  Media  Partners  Include: 


Forbes 


A  production  of  InterShow  •  1258  N.  Palm  Avenue  •  Sarasota,  FL  34236  •  www.lnterShow.com 


.WorlclMoneySliow,coni  or  Call  800/970-4355  Today!  (Piease  mention  priority  code  002424) 


MAKI 


AKEBS. 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


Flying  High 


This  is  the  hour  of  the  discount  airhnes,  whose 
cheap  fares  have  sent  revenues  and  earnings  aloft 
while  the  major  carriers  sit  mired  in  losses.  To 
Lehman  Brothers  analyst  Gary  Chase,  the  best  buy 
among  them  is  AIRTRAN  HOLDINGS  (18,  AAI)  at  20  times 
trailing  earnings — a  bargain  versus  other  discoun- 
ters, Southwest  Airlines  (40)  and  JetBlue  (55). 

Mainly  serving  the  Southeast  states,  Orlando- 
based  AirTran  has  come  a  long  way  since  the 
bleak  time  following  the  1996  maintenance- 
related  crash  of  one  of  its  planes  in  the  Florida 
Everglades.  Then  called  Valujet,  the  airline  was 
written  off  by  Wall  Street  as  another  doomed  discounter  like 
People  Express.  But  under  Chief  Executive  Joseph  Leonard, 
an  industry  veteran  (Eastern,  Northwest,  American),  AirTran 
came  back  by  stealing  business  travelers  away  from  big 
rivals  such  as  Delta  Air  Lines  with  bargain  fares  and  better 
service. 

Now  AirTran  is  pushing  beyond  its  traditional  turf,  recently 
opening  routes  to  Las  Vegas  and  Los  Angeles.  Leonard  plans  to 


add  110  new  airhners  to  his  tleet  of  70.  His  penny-pincl 
ways — ^yes,  gate  agents  help  load  bags — have  held  cost  per 
mUe  to  8.3  cents,  versus  10.2  cents  for  chief  regional  rival  D 
Air  Lines.  Only  Southwest,  at  7.7  cents,  does  better. 

Even  without  federal  terror-related  aid  of  $38  million,  f 
half  net  income  of  $59  million  would  have  been  healthy 
from  $2  million  in  the  year-ago  period.  Revenue  surged  26*; 
$442  million.  — Brendan  G 


Learn  and  Earn  Spice  It  Up 


In  Orbit 


If  knowledge  is 
power,  then  infor- 
mation solutions 
firm  THOMSON  (32, 
TOC)  should  be  worth 
its  steep  price  (30 
times  trailing  earn- 
ings). Its  diverse  portfolio  of  data  that 
ranges  from  education  (Southwestern 
textbooks)  to  tax  law  {ria  Federal  Tax 
Handbook)  to  stock  analysis  (First  Call) 
to  medicine  {PDR,  also  known  as  the 
Physicians'  Desk  Reference). 

UBS  analyst  Jeffrey  Fan  notes  that  the 
real  growth  is  coming  from  the  learning 
division.  Thomson  just  bagged  a  lucra- 
tive contract  with  the  U.S.  Air  Force  to 
train  10,000  network  field  personnel  to 
operate  software. 

Revenue  for  2003's  first  half  were  up 
only  1%  to  $3.36  billion,  but  net  income 
leaped  172%  to  $163  million.  Competitor 
McGraw-Hill  is  cheaper  (p/E:  21),  but 
Thomson  has  the  better  prospects. 

— Aliya  Sternstein 


The  Portuguese  empire  once  rose  on  the 
charms  of  cloves  and  nutmeg.  While  the 
spice  trade  today  is  no  economic  engine, 
MCCORMICK  (30,  MKC)  is  nibbling  away  at 
competitors,  pushing  its  hegemony  over 
supermarket  spice  racks  while  also 
increasing  gross  margins  from  36.6%  to 
38.1%  for  the  third  quarter. 

Mark  Dierkes,  an  analyst  at  Wayne 
Hummer  Asset  Management,  points  to 
products  like  the  company's  blended 
spices,  which  make  cooking  easier  for 
novice  chefs,  and  disposable  gourmet  pep- 
per mills.  McCormick  has  also  made  such 
smart  moves  as  shoring  up  its  supply  of 
increasingly  scarce  vanilla,  procuring  $55 
million  in  beans,  good  for  most  of  2004. 

Sales  for  2003's  first  nine  months  rose 
10%  to  $1.6  billion, 
while  profits  rose 
22%  to  $126  million. 
The  P/E  is  22,  in  line 
with  the  food  indus- 
try average. 

— Daniel  Kruger 


Satellite-radio  provider  Sirius  is  poisec 
a  flaming  reentry.  SIRIUS  SATELLITE  I 

(2.41,  SIRI)  offers  104  channels  for  $ 
month  to  105,000  subscribers  and  cha 
between  $150  and 
$1,500  for  a  receiver. 
Stronger  rival  XM 
Radio,  at  $10  month- 
ly, has  seven  times 
the  subscribers,  who 
pay  as  little  as  $80  for 
a  receiver. 

Sirius'  sales  have 
just  gotten  under 
way,  hitting  $3.7  million  for  the  first 
up  from  $103,000.  With  three  satell 
Sirius  has  valuable  assets  plus  $560 
lion  in  cash.  But  Steven  Mather,  analy 
Sanders  Morris  Harris,  expects  the 
will  run  out  in  2005,  well  before  profit 
rive.  The  stock  is  way  ahead  of  itsel) 
sixfold  since  March,  putting  a  $2.1  M 
value  (common  market  capitalization 
debt  minus  cash)  on  the  enterprise.  S 
it;  cover  at  $  1 .50.    — Christopher  Hel 
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Portfolio  Strategy  |  By  Kenneth  L.  Fishfir  ^ 

Don't  Sweat  Small  Moves 


WHAT  COUNTS  IS  IF  THE  MARKET  RISES  OR  FALLS, 
right?  Wrong!  That's  the  wrong  way  to  think. 
Divide  the  possible  outcomes  for  the  next  year 
in  stocks  into  four  boxes:  They  go  up  a  lot,  up  a 
little,  down  a  little  or  down  a  lot.  And  only  one 
of  these  four  should  have  any  impact  on  your  thinking  about 
whether  to  be  in  stocks  or  out.  Here  is  why. 

It  is  easy  to  see  that  if  you  think  the  market  is  likely  to  rise 
a  lot,  you  should  own  equities,  and  that  if  you  think  it  is  likely 
to  fall  far,  you  should  be  defensive.  The  other  two  are  what 
confuse  folks.  Because  the  market  is  so  much  more  volatile 
than  we  commonly  envision, 
as  detailed  in  my  June  23  col- 
umn, too  few  investors 
appreciate  that  they  should 
simply  ignore  small  moves — 
which  happen  often  and 
mean  little.  If  the  market  rises 
or  falls  10%  in  the  next  quar- 
ter, it  really  isn't  very  impor- 
tant. It's  the  greater  sweep 
over  the  next  two  or  three 
years  that  matters. 

Small  up  moves  aren't 
worth  worrying  about;  they 
are  background  music  in  a 
long-term  trend  that  has 
stocks  rising  in  two  years  out 
of  three.  Small  down  moves 


it's  a  mistake  to  try 

to  time  your  way 

around  every  little 

move  in  the  market. 

Just  ask  this 

question:  Do  you  see 

something  very  big 

and  very  bad  that 

others  do  not  see? 


aren't  worth  being  defensive 

against,  because  the  transaction  costs  of  moving  in  and  out  are 
much  bigger  than  people  think  (include  bid/ask  spreads,  market 
impacts  of  large  orders,  commissions  and  taxes).  Even  if  you 
envision  a  small  down  move  correctly,  you  can't  save  enough 
after  transaction  costs  to  make  it  worthwhile.  And,  of  course,  if 
your  prediction  is  wrong  and  the  market  rises,  you  can  pay  a  big 
opportunity  cost. 

So,  exclude  from  consideration  the  gains  and  the  small 
down  moves.  What's  left  are  the  uncommon  bear  markets. 
Since  1926  the  S&P  500  index  has  suffered  a  loss  (total  return)  of 
10%  or  more  in  ten  years,  or  13%  of  tliat  time.  The  percentage 
may  surprise  you,  if  the  bear  markets  of  2000,  2001  and  2002 
loom  large  in  your  memory,  but  it  is  the  fact.  The  same  ft-e- 
quency,  more  or  less,  is  found  in  other  Western  markets.  Focus- 
ing on  that  13%  .  an  make  sense.  But  thinking  about  getting 
defensive  for  any  oincr  reason  is  unwise. 

How  do  you  focus  on  that  small  percent  of  the  time  when   I   book  value. 

the  market  might  fall  a  lot?  First,  recall  finance  theory.  I  ,^   .-^ — T 

The  markets  arc  discouniei-^  of  all  commonly  known  in-  I  vl*inrOrP€S 


formation.  To  make  an  ei 
return  in  the  long  term 
must  see  something  signifi 
that  others  don't.  Making 
cisions  based  on  what  you 
commonly  in  the  media 
debate  with  friends  is  pc 
less,  a  fool's  game. 

Usually  it's  very  hard  t( 
something  very  terrible 
others  don't  see.  But  this  i 
only  correct  basis  for 
defensive.  The  only  one!  Said  otherwise:  "What  do  you  V 
that  others  don't  know?"  It's  Wall  Street's  most  basic  quest 
Rarely  have  I  foreseen  problems  others  haven't  and  u 
defensiveness.  In  the  20  years  I've  written  this  column  I've  ( 
it  three  times  and  three  times  only:  in  mid- 1987,  briefly;  di 
1989  and  1990;  and  for  the  first  two-thirds  of  the  recent  i 
market.  I  sure  haven't  done  it  perfectly.  No  one  does. 

But  right  now  I  don't  see  anything  very  bad,  if  yoi 
elude  the  bad  things  that  everyone  sees  and  debates  (the 
of  the  war,  the  trade  deficit,  massive  debt).  Hence,  I'm 
defensive.  I  can't  be  sure  stocks  won't  move  down  a  little 
the  next  year,  but  I  can  be  reasonably  confident  in  stockf 
these  for  the  long  term: 

Churchill  Downs  (39.  CHDN).  America  should  soon  disc 
happy  times  ahead.  En  route,  companies  that  help  us  enjoy  b 
times  will  do  better.  This  one  owns  six  premium  race  ti 
across  the  country  and  does  pari-mutuel  and  electronic  simt 
ofiftrack  betting  throughout  the  Midwest.  It  sells  at  slight  v 
tion  discounts  to  the  market.  Put  your  money  down. 

For  similar  reasons,  take  a  swing  at  Callaway  Golf  (16,  ely; 
producer  of  the  high-end  Big  Bertha  golf  clubs.  With  resui 
growth  it  could  easily  double  in  24  months.  Ditto  for  D 
Sporting  Goods  (44,DKS),  a  retail  chain  operating  141  stores 
Eastern  states  in  two  specialty-store  formats. 

The  consumer  is  not  tapped  out,  and  certain  auto-re 
stocks  should  do  well  right  through  2004.  Asbury  Autom 
Group  (18,  ABC)  is  a  retail  and  repair  chain  selling  at  a  chea 
times  earnings,  13%  of  revenue  and  one  times  book  v. 
Diversify  this  play  with  smaller  positions  in  both  Genuine 
Parts  (32,  GPC)  and  Advance  Auto  Parts  (74,  aap). 

Finally,  buy  German  electronic-components  manufac 
Epcos  AG  (20,  EPC).  The  economic  downturn  decimated  its  t 
ings,  but  Epcos  will  respond  very  well  as  continental  Eun 
economies  improve.  It's  cheap  at  80%  of  revenue  and  1.5  t 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  mat 
Visit  his  home  page  at  www.forbes.com/fisher. 
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ME  &  INVESTMENT  BANKING 


A  Passion  to  Perform. 
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jking  deeper. 

iS  to  the  pin-sharp  focus.  To  seeing  what 
;s  miss. 

3utsche  Bank  we  share  your  passion  for 
ftical  precision,  for  the  hidden  potential/ 
Jtting  to  the  chase. 

I^hat  nnakes  us  one  of  the  world's  leadin 
Icial  institutions.  And  it's  why  the  mos,, 
anding  clients  in  the  US,  and  around  ther 
i,  trust  us  to  perform.  ,^      ' ' 

tr,  smarter  thinking.  Delivering  intellectual 
brship,  far-reaching  insights,  cutting-edge 

lions. 

'ou  ready? 

I  ■  •  ■ 

ideutsche-bank.com 


he  Bank  Securities  Inc.,  a  subsidiary  of  De 
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Deutsche  Bank 


ingand, securities  activities  in  the  United  States. 


Capitai  Markets  [  By  Marilyn  Cohen  ^ 

Two  Faces  of  Junk 


LATELY  MOODY'S  AND  STANDARD  &  POOR'S  HAVE  BEEN 
cutting  corporate  bond  ratings  by  multiple  notches, 
which  has  slammed  prices.  A  number  of  bonds  with 
famous  names  have  been  put  on  the  junk  pile  by  one  or 
more  of  the  rating  agencies:  InterpubUc  Group,  Smith - 
field  Foods,  Tyco,  Avnet  and  Tenet  Healthcare,  to  name  a  few. 

These  blue  chip  has-beens  are  what  Wall  Street  calls  "fallen 
angels."  Having  issued  debt  of  investment-grade  credit  quality, 
which  means  a  BBB  or  better,  they  fell  victim  to  economic  hard 
times,  overambitious  and  inane  acquisitions,  balance  sheet  bloat 
or  poor  business  execution. 

Some  angels  are  destined 
to  be  resurrected.  With  inter- 
est rates  at  less  than  tantaliz- 
ing yields,  it's  time  to  sort 
through  the  discredited 
names  and  establish  some 
very  selective  holdings.  But 
don't  let  your  hunger  for  yield 
make  you  overlook  important 
fundamentals. 

Two  kinds  of  issuers  to 
avoid: 

Asbestos-linked  businesses. 
Sixty  companies  have  filed  for 
Chapter  11  bankruptcy  to 
fend  off  asbestos  claims.  This 
problem  recently  whacked 
Union  Carbide  bonds,  amid 
signs  that  its  parent,  Dow 

Chemical,  would  do  nothing  to  bail  out  the  subsidiary  In  early 
September  Moody's  downgraded  Union  Carbide  bonds  five 
notches  from  Baa2  to  Bl.  That  sent  prices  tumbling  10  to  20 
points,  or  $100  to  $200  for  every  $1,000  of  face  value. 

InvestipiHon  targets.  If  the  Securities  &  Exchange  Commis- 
sion or  any  other  official  types  are  scrutinizing  a  company  for 
civil  or  criminal  misdeeds,  don't  get  involved.  Why  ask  for  trou- 
ble? Tenet  Healthcare,  for  example.  Who  knows  what  the  litiga- 
tion price  tag  and  settlement  will  be  as  Tenet  fights  allegations 
of  overbillings,  unnecessary  surgeries  and  physician  kickbacks? 
And  althougii  the  tobacco  companies  have  settled  the  major 
suits  from  tlie  >(..'■,  Attorneys  general,  new  plaintiffs  keep  pop- 
ping up  and  adding  more  zeros  to  their  legal  costs. 

As  of  mid-C  '•  '  re  were  30  issues  on  Standard  & 

Poor's  Global  Fi.  •  -v  Research  potential  fallen-angel 
list,  totaling  $31  billion  in  face  value.  The  names  are  concen- 
trated in  high  technology,  insurance  and  utilities.  The  good 
news  is  that  fewer  are  falling  these  day> 
At  the  same  pc'nt  in  2002,  52  were  or 


Fallen  angels, 

bonds  that  have 

slipped  from 

Investment-grade 

grace,  are  a  fine  way 

to  get  yield.  But  you 

have  to  be  careful. 

Not  all  of  them  are 

worth  the  risk. 


their  list,  with  par  of  $6S 
lion,  suggesting  that  bus 
conditions  are  getting  bett 
While  fewer  newly  f 
angels  are  available  lately 
numbers  suggest  that  they 
a  better  chance  of  recovery 
only  will  better  economic  1 
help  them,  but  also  their 
age  debt  burden  is  lighter 
that  of  comparably  discre< 
borrowers  in  the  past, 
junk  defaults  easmg,  odds  are  that  the  angels'  prices  havci 
their  low  points.  The  ones  I  like,  in  fact,  are  selling  at  a. 
mium — and  are  worth  every  penny.  Their  coupons  are 
enough  that  they  comfortably  outyield  comparable  Trea: 
and  investment-grade  corporates. 

WhOe  you  should  be  skeptical  about  a  lot  of  junk  out 
{see  my  July  21  column),  the  bonds  most  likely  to  add  val 
your  portfolio  are  fi-om  companies  that  have  made  strid 
strengthening  their  balance  sheets  and  cutting  costs.  To  re 
the  risk,  stick  to  short-  and  medium-term  maturities. 

Among  the  names  I  like  is  Avnet,  a  semiconductor  and 
puter  products  distributor.  The  tech  downturn  over  the 
several  years  has  killed  its  profits  and  thus  its  interest  cc 
age — a  key  measure  of  debt-servicing  ability  defined  as  the 
of  earnings  before  interest  and  taxes  to  interest  expense.  W 
little  luck  and  a  tech-spending  rebound,  Avnet  will  be  in 
shape  to  repay  its  lenders.  The  Avnet  7.875s  due  Feb.  15, 2001 
trading  near  103  to  yield  5.5%  to  maturity,  which  is  3.5 
centage  points  more  than  the  two-year  Treasury  note. 

Another  good  choice  is  the  Bausch  &  Lomb  6.95s  due  No 
2007,  priced  at  106.25  for  a  5.2%  yield  to  maturity.  One 
ago  Bausch  &  Lomb  had  liquidity  and  balance-sheet  probl 
During  the  summer  the  company  successfully  manage 
restructure  its  debt  and  gready  improve  its  cash  flow. 

Starwood  Hotels  owns,  manages  and  franchises  h 
worldwide,  mostly  under  the  Westin  and  Sheraton  brands.  I 
agement  has  sold  assets  to  reduce  debt,  improving  the  ba] 
sheet  markedly;  with  a  weensy  recovery  in  lodging  demand 
company  is  poised  to  recover.  The  Starwood  7.875s  due  III 
2012  trade  around  109.50  for  a  6.4%  yield  to  maturity. 

So  buy  a  few  fallen  angels.  As  always,  if  you  buy  any 
bonds  to  juice  up  your  portfolio,  buy  more  than  one;  dive 
cation  is  vital  in  this  risky  kind  of  investing.  These  picks 
not  go  back  to  investment  grade  anytime  soon,  but  the) 
well  enough  that  it  doesn't  matter. 


Forbes 


Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc.,  a  Los  Angeles 
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Microsoft  or  Intel! 
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billion  bonanza! 


In  2003,  government-funded 
nia  (MIT,  Stanford,  Caltech,  UCLA, 
d  and  Yale,  to  mention  only  a  few 
jtnters  for  nanotech  research)  will 
ith  international  titans  of  technology 
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tools"  and  materials  required  to  go 
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le,  the  budget  for  nanotech  develop- 
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a  Charter  Subscription... 
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$3-billion  windfall,  and  you'll  always 
know  where  the  new-development 
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That  $3  billion  is  merely  the  first 

trickle  that  primes  the  pump. 

By  2015  the  nanotech  market 

will  be  worth  $1  trillion! 

Just  as  $10,000  invested  early  in  the 
stock  of  a  little-known  company  by  the 
name  of  Intel  grew  to  over  $11,866,660... 
and  $10,000  invested  in  1985  in  a  strug- 
gling company  named  Texas  Instruments 
was  worth  $5,629,984  by  2001... so  will 
the  stocks  of  the  few  companies  on  the 
cutting  edge  of  nanotechnology  likely 
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completely  this  incredible  technology 
will  change  the  world. 
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It's  already  started.  Right  now,  there  are 
only  a  handful  of  companies  strategically 
positioned  -  the  right  place  at  exactly 
the  right  time  -  to  profit  from  this  year's 
$3  billion  budget.  .\nd  some  of  them  have 
already  been  discovered.  Last  August,  for 
example,  we  advised  buying  a  company 
using  nanotech  for  drug  delivery.  One  year 
later,  the  company  is  up  nearly  1,000%! 

As  a  Charter  Subscriber,  you'll  receive 
5  Biggest  Profit  Takers  of  the  Nanotech 
Revolution!  that  names  5  nanotech  stocks 


you  should  buy  now  and  Nanotech  101 
which  explains  the  basics. 

With  its  incredible  future  and  the 
promise  of  so  many  practical  apphcations, 
nanotechnology  is  indeed  a  smart  place  to 
invest  for  the  long  haul.  And  the  best 
place  to  begin  is  with  the  stocks  of  the 
5  companies  named  in  your  FREE  report. 
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Nanotechnology  |  By  Josh  Wolfe 

Tiny  Miracles 


FIFTY  YEARS  AGO,  PHYSICIST  ERWIN  SCHRODINGER  SAID 
mankind  would  never  be  able  work  with  just  a  single 
atom  or  molecule.  Like  many  other  sages,  he  was 
wrong.  And  therein  lies  the  greatest  investment  oppor- 
tunity since  the  advent  of  the  Internet — nanotechnol- 
ogy. If  the  old  prof  were  still  alive,  I  suspect  he  would  be  on  the 
board  of  one  or  two  nano  startups. 

Nano  is  a  prefix  (from  the  Greek  word  for  dwarf)  meaning 
a  billionth  of  something.  At  the  nanometer  level  ( l/75,000th  the 
width  of  a  human  hair),  you're  manipulating  individual  mole- 
cviles  or  atoms,  playing  with  the  basic  building  blocks  of  matter 
to  do  all  kinds  of  useful  things 
not  possible  before. 

Think  of  it  this  way:  The 
graphite  in  a  pencil  and  a  dia- 
mond differ  only  in  how  their 
carbon  atoms  are  arranged. 
While  we  cannot  yet  cheaply 
turn  ordinary  carbon  into 
competition  for  De  Beers,  we 
are  heading  that  way. 

Once  you  can  manipulate 
atoms,  which  combine  to 
form  molecules,  you  can  cre- 
ate new  materials  that  have 
the  exact  properties  you  want. 
Early  nano-enhanced  prod- 
ucts like  stain-resistant  khakis 
are  now  on  the  market.  When 
the  real  nanoscale  advances 
arrive,  they  will  revolutionize  whole  industries. 

In  the  near  nanotech  future,  today's  medical  instruments  will 
seem  crude.  Take  magnetic  resonance  imaging  of  the  brain.  A 
current  MRI  offers  surgeons  a  macro  view,  comparable  to  a  satel- 
lite picture  of  the  Earth.  Applying  nanotechnology  wiO  enable 
the  MRI  to  create  the  equivalent  of  street-by-street  photos. 

Pharmaceutical  companies  will  use  nanotech  to  develop 
molecules  to  treat  neurological  diseases.  In  the  computer  indus- 
try the  possibilities  are  endless,  such  as  computers  the  size  of  a 
dot.  The  German  chemical  giant  BASF  is  working  on  a  tooth- 
paste that  will  not  only  resist  tooth  decay— the  familiar  ad  slo- 
gan—but reverse  it  by  rebuilding  tooth  enamel.  Prompted  by 
what  amounts  to  an  international  footrace  for  nanotechnology 
supremacy,  Congress  is  about  to  sign  off  on  $2.4  billion  in 
research  grants  for  nanotech. 

How  can  you  invest  in  this  coming  tidal  wave?  There  are  rel- 
atively few  pure  nanoplays  now  public.  One  good  one  is  NVE  (36, 
MVEC),  an  Eden  Prairie, 
Minn,    company    th  M 
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develops  electronic  me 
using  the  spin  of  electrons 
rose  to  an  aUtime  high  in 
tember  of  $47  on  heavy  vc 
before  settling  back  to  itj 
rent  price.  NVE  bested  exj 
tions  by  earning  $334,000 
cents  a  share,  in  its  second 
ter  on  $2.8  milHon  in  reve 

Investors  should 
beyond  today's  meager 
revenues  and  earnings,  d 
by  sales  of  prosaic  products  Hke  sensors  and  couplers  for  h 
trial  automation. 

The  real  gold  lies  in  its  magnetoresistive  random  i 
memory,  or  MRAM,  technology.  MRAM  uses  magnetic  ch 
to  store  computer  memory,  rather  than  electric  charges, ; 
likely  to  replace  conventional  computer  memories  sui 
DRAM.  MRAM  stores  memory  without  power,  and  an  M 
enabled  computer  can  start  up  instantly.  NVE  licensees  C) 
Semiconductor  and  Motorola  plan  to  start  MRAM  coram: 
production  within  a  year. 

With  demand  building,  nanotech  toolmakers  also  are 
to  own.  I  recommend  Veeco  Instruments  (23,  VECO)  and  FF 
FEIC).  They  supply  the  advanced  microscopy  tools  to  the  i 
academia,  government,  startups  and  large  corporatioi 
Cisco  got  rich  by  making  tools  (for  the  Internet),  so  toi 
Veeco  and  FEI. 

Another  nanostock  is  Flamel  Technologies  (36,  RJML),  a  F 
maker  of  pharmaceutical  products  (example:  time-rel 
insulin);  it  has  American  Depositary  Receipts.  Swinging 
profitability  in  2002,  Flamel  boasts  a  nice  product  pipelin. 
Not  all  nanostocks  should  be  bought  now.  Harris  &  I 
Group  (8,  TINY),  for  instance,  is  a  venture  capital  compan; 
holds  positions  in  outfits  ranging  from  medical  equipmc 
electronics  providers.  While  the  portfolio  is  attractive,  the 
price  (at  3.6  times  net  asset  value)  has  gotten  ahead  of 
Harris  &  Harris,  thus  far  in  the  red,  has  tripled  in  market 
over  the  past  six  months.  Wait  for  a  better  price. 

Rewards  won't  be  confined  to  small,  struggling  comp 
Medical-equipment  makers  like  IMedtronic  (44,mdt)  will  bt 
as  will  big  pharma.  The  same  goes  for  the  research-ori^ 
tech  giants,  IBM  (92,  IBM),  deep  into  nanoscale  storage  and  i 
tube  transistors,  and  Hewlett-Packard  (21,  HPQ),  with  molt 
transistors  and  switches. 

It's  too  early  to  be  saving  old  pencil  stubs  for  diamond 
it's  very  much  the  time  to  start  investing  in  nanotechnolo 


Forbes       '^"^^  ^""^  '^  managing  partner  of  New  York  City-based  hedge  fund  Lux  Capital  and  Editor  of  Forbes/ 
— ■^^.  -  .     I  Nanorecft  Report.  Visit  his  Weblog  at  www.forbeswolfe.coin. 
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Hired  Guns 

Health  insurance  company  trying  to  stick  you  with  a  bill?  Hire  a  claims  advocate 

to  do  the  dirty  work,  by  mary  ellen  egan 


WHEN  ANITA  PAPPAS  WAS  TOLD  BY  HER  PRIMARY  care 
physician  three  years  ago  that  she  had  breast  can- 
cer, her  first  thoughts  weren't  of  insurance  cover- 
age. The  then  57-year-old  insurance  underwriter 
got  the  names  of  three  oncologists.  When  she 
ned  their  offices,  none  had  any  openings.  She  left  her  name 
I  the  receptionists  and  asked  them  to  call  if  someone  canceled. 
Several  days  later  Dr.  Gordon  Schwartz  of  Jefferson  Medical 
ege  in  Philadelphia  called  back  with  an  opening.  Pappas  was 
;ved  to  be  seen  quickly,  and  by  a  renowned  breast  cancer 
:ialist.  The  treatment  went  well,  with  Pappas  eventually  re- 

^pring  fully.  But  her  insurer,  Keystone  Health  Plan  Central, 
ised  to  pay  the  $7,000  bill  because  Schwartz  was  not  in  Key- 
le's  network. 

<;So  Pappas  brought  in  Kevin  Flynn,  owner  of  the  Philadel- 
i-based  firm  Health  Care  Advocates.  Firms  like  this  represent 
ents  in  insurance  disputes,  for  either  a  fee  (typically  starting 
300)  or  a  share  in  the  recovered  amount. 
In  the  summer  of  2002  Flynn  built  Pappas'  case  by  reviewing 
medical  records,  consulting  her  health  plan  and  checking  the 

■  sdules  of  the  specialists  she'd  tried  to  see.  Armed  with  this 

I  >rmation,  Flynn  drafted  a  letter  to  Keystone  stating  that  the  in- 
:r  should  pay  Schwartz's  fee  given  the  urgency  of  Pappas' 
ileal  condition — the  cancer  had  spread  to  her  lymph  nodes — 
I  the  fact  that  she  hadn't  been  able  to  get  to  see  other  doctors, 
-stone  paid  the  $7,000. 

Claims  advocacy  is  still  a  small  business,  with  maybe  $18  mil- 
i  in  annual  revenue,  but  it  could  easily  grow  to  $500  million 
ive'years,  says  Ethan  Halberstadt,  a  lawyer  who  represents 
h  insurers  and  patients.  A  Kaiser  Family  Foundation/Harvard 
iversity  study  says  that  115  million  Americans  will  have  some 
hlem  with  their  health  plan  this  year;  a  separate  calculation  by 
althcare  Business  Advisors  says  that  insurers  reject  4.5  bOlion 
ms  a  year,  or  30%  of  the  total  filed.  The  most  common  reasons 
denial  are  that  the  procedure  isn't  covered,  or  it's  deemed  not 
dically  necessary,  or  the  doctor  is  not  in  the  insurer's  discount 
work.  Patients  are  often  unaware  of  these  gotchas,  and  trying 
squeeze  something  out  of  their  coverage  can  be  so  time-con- 
ning and  fi-ustrating  that  they  simply  give  up. 
In  the  past  couple  of  years  the  big  benefits  management  firms 
'e  joined  the  fi-ay  Hewitt  Associates,  a  $1.7  billion  (revenue) 
ployer  services  company,  has  added  a  "participant  advocacy 
>up"  for  its  cUents.  For  as  little  as  $1  per  employee  per  month, 
witt  offers  its  clients  claim  advocacy  along  with  other  health 


bervn.es  such  as  a  nurse  hotline  and  a  program  that  helps  people 
manage  chronic  illnesses  like  diabetes  and  heart  disease.  Fidelity 
Employer  Services,  a  subsidiary  of  the  Boston  fund  giant,  charges 
its  clients  $3  to  $5  annually  per  employee  for  claims  advocacy. 

Gail,  who  doesn't  want  her  last  name  used,  is  a  48-year-old 
commercial  property  owner  who  says  she  contracted  a  sexually 
transmitted  disease  sometime  in  2000  fi-om  her  then  husband. 
Following  her  divorce  Gail  moved  back  to  her  home  state  and 
needed  to  find  a  new  gynecologist.  She  called  her  provider  and  was 
given  the  name  of  a  doctor  in  her  area. 

GaU  saw  the  doctor  12  times  over  four  months,  ringing  up 
$6,000  in  medical  bills.  Her  insurance  company  denied  the  claims, 
stating  that  she'd  used  an  out-of-network  provider.  Knowing  this 
wasn't  the  case,  Gail  figured  a  phone  call  would  clear  the  matter 
up.  It  didn't;  the  insurer  still  insisted  that  her  doctor  wasn't  a 
nolwork  provider.  She  then  called  her  gynecologist's  office  man- 
ager, who  was  equally  puzzled  and  said  she  would  look  into  it. 
Then  the  nasty  letters  from  a  collection  agency  started  coming. 
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Health 


So  in  October  2002  Gail  hired  Ker 
wards,  president  of  Medical  Claim 
tance  in  Oklahoma  City.  Edwards  wa 
to  resolve  the  issue  in  less  than  a  mor 
turned  out  that  Gail's  gynecologis 
gotten  married  and  had  failed  to  in 
the  insurance  company  that  she  w 
now  be  hyphenating  her  last  name, 
paid  Edwards  $1,000  for  his  work. 

According  to  Edwards,  many  dis 
could  be  nipped  in  the  bud  if  ins 
communicated  more  openly  witl 
roOees.  "I  find  that  a  lot  of  claims  all 
nied  over  things  like  the  doctor's  sign 
is  missing,  or  the  form  wasn't  dated,  ( 
[procedure]  code  is  missing,  but 
don't  tell  the  insured  this,"  he  says. 

Frederic  Futterman,  an  attorni 
Horizon  Blue  Cross  Blue  Shield  of  Na 
sey,  says  he's  not  convinced  that  advc 
are  any  more  effective  than  the  average 
son  in  getting  a  claim  settled,  and  that 
may  be  adding  unnecessary  expenses., 
more  people  you  get  involved,  the  mo, 
going  to  cost  the  system,"  he  explains 
Not  true,  say  advocates  such  as  I 
and  Edwards,  who  claim  they  save  ij 
ers  money  by  closing  cases  quickei 
stemming  litigation.  They  concede 
the  average  person  can  often  solv 
own  insurance  problems,  but  in  son 
stances  it  helps  to  have  an  insider's  kr 
edge  of  the  industry.  And  in  nearly  i 
case,  it  helps  both  the  insurer  and  th 
tient  to  deal  with  a  detached  third 
"People  tend  to  be  pretty  emotional  ^ 
they're  dealing  with  their  own  he£ 
says  Flynn. 

Health  Care  Advocates  and  Me 
Claim  Assistance  have  an  80%  win 
for  patients  with  a  basic  claim  su( 
getting  a  medication  or  a  routine  pi 
dure  approved.  With  claims  invol 
experimental  or  investigative  pr 
dures,  however,  win  rates  can  drc 
60%.  "It's  a  difficult  task  to  ge 
insurer  to  change  its  mind,  and  it's 
harder  when  you  have  to  convince  1 
to  pay  for  something  that  may 
work,"  explains  Flynn. 

But  it  is  a  safe  bet  the  advocacy  1 
will  continue.  Out-of-pocket  empl 
health  costs  have  risen  48%  since  ^ 
while  insurance  companies  contini 
add  more  restrictions.  The  battle  is  c 
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A  Giant  Shucking 

Sound 


The  boutique  oyster  boom  is  on. 
New  technology  makes  slurping  safer. 


BY  DIRK  SMILLIE 


READING  AN  OYSTER  MENU  HAS  BECOME  AN  ESOTERIC 
challenge.  There  are  Gliddens  from  Maine,  Cuttyhunks 
from  Massachusetts,  Bras  d'Ors  from  the  Maritimes  and 
Kumamotos,  originally  from  Kyushu,  Japan.  This  Babette's 
Feast  of  bivalves  is  courtesy  not  just  of  big  producers  but  of 
small-time  oyster  farmers  like  Marshall  Shnider. 

After  Shnider  made  a  mint  in  the  shrimp  business,  he  started  Farm  2 
Market,  his  direct-to-consumer  oyster  company.  He  takes  orders  from 
patrons  like  Rusty  Staub  who  lust  after  Shnider's  32  varieties  of  Pacific 
bivalves,  shipped  overnight  from  locales  like  Washington  State's  Willapa 
Bay,  the  Silicon  Valley  of  oysterdom.  "I  feel  like  a  seafood  sommelier.  Peo- 
ple talk  about  oysters  the  way  they  choose  wine,"  says  Shnider. 

Among  the  most  popular:  the  delicate,  mOd-flavored  QuUcene  from 
Hood  Canal  in  Puget  Sound  and  the  mighty  Olympic  Miyagi  from  Case 
Inlet,  a  briny  4 -inch  beast  with  a  cucumberish  finish.  There's  also  the 
shallow-cupped  Belons  from  Discovery  Bay,  which  deliver  a  hint  of 
watermelon  rind.  (For  a  comprehensive  guide  to  oysters,  and  the  pro- 
ducers who  can  ship  them  to  you  overnight,  visit  forbes.com/oyster.) 

Oysters  can  live  up  to  two  weeks  after  they're  pulled  from  the  water, 
but  the  best-tasting  ones  will  be  sitting  on  your  plate  no  more  than  three 
days  after  harvesting.  It's  one  of  the  few  animals  Westerners  eat  alive. 

Like  French  varietals,  most  oysters  are  named  for  the  area  from  which 
they're  farmed.  And  like  wine,  their  flavor  reflects  their  own  marine  ter- 
roir.  Example:  Fishers  Island.  Off  the  Connecticut  coast,  Steve  and  Sarah 
Malinowski  harvest  Atlantic  oysters,  brinier  and  more  minerally  than 
Shnider's  critters.  The  MaHnowskis  sold  600,000  oysters  last  year,  up 
from  300,000  in  1999,  growing  them  on  longlines  and  buoys  in  Block 
Island  Sound.  Varietal  oysters  are  worth  $8  to  $10  a  dozen  wholesale,  not 
counting  the  (considerable)  shipping  costs. 

The  Malinowskis  sell  75%  of  their  catch  to  celebrity  cooks  like  Jean- 
Georges  Vongrichten,  Rick  Moonen  and  Michael  Lamonico.  A  favorite 
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pairing  is  a  plate  of  sweet  and  briny  Atlantic 
oysters,  brimming  with  juice  (or  oyster 
liqueur,  as  its  known)  with  a  bone-dry 
white  Burgundy.  Feeling  more  adventur- 
ous? Try  an  ice-cold  platter  of  the.  rare, 
tight-shelled  Cranberry  Island  oysters, 
from  off  the  Maine  coast,  with  a  decent 
Chablis.  The  Cranberry  oysters'  strong 
mineral  streak  practically  explodes  in  your 
mouth  when  it  meets  a  ChabUs  from  one  of 
the  many  French  vineyards  whose  soO  is 
rich  with  decomposing  oyster  sheOs. 

This  isn't  the  first  golden  age  of  oysters. 
Oysters  held  an  almost  mythical  status 
among  high  society  of  17th-century  Eu- 
rope. In  1671  the  Prince  de  Conde's  stew- 
ard fell  on  his  sword  after  a  basket  of  oys- 
ters arrived  late  for  a  lunch  with  Louis  XTV. 

As  anyone  who's  encountered  a  bad 
bivalve  can  attest,  the  Prince's  servant 
wasn't  the  last  person  to  suffer  oyster- 
related  physical  distress.  The  biggest 
problem  facing  today's  producers  is  Vib- 
rio vulnificus,  a  saltwater  bacterium  that 
can  cause  illness,  even  death.  It's  uncom- 


mon in  cold  northern  waters,  but  i 
sonal  problem  for  U.S.  Gulf  states. 

Last  May  California's  Departme 
Health  Services  slapped  an  embarg 
Gulf  oysters  from  April  to  October, 
warm  waters  breed  vibrio.  Persons 
compromised  immune  systems  are  : 
at  risk.  But  California's  average  i 
deaths  a  year  is  hardly  an  emergency,  ■ 
plain  Gulf  producers,  who  say  the  eml 
has  cost  them  $20  million  in  sales  this 
Other  states  may  join  the  bivalve  ban 

How  worried  should  you  be  ai 
oysters?  Not  very.  One  easy  precauti 
to  make  sure  you  know  where  your 
ters  come  from.  Oysters  grown  in  prj 
northern  waters,  say  Maine  or  Wasl 
ton,  have  extremely  low  incidence  of 
teria.  Fishers  Island  oysters  are  t( 
every  week.  Marshall  Shnider  says  th; 
are  tested  twice  a  week,  and  more 
that  there  has  never,  ever  been  a  ca 
vibrio  from  a  farmed  Pacific  Nortf 
oyster.  Science,  meantime,  is  dealing, 
the  Gulf  states'  problem  (see  box). 


Squeeze  Play 

Scientists  in  the  1890s  knew  that  putting 
raw  milk  into  a  pressurized  container 
would  kill  bacteria.  But  it  was  not  until  a 
century  later  that  the  first  commercial  attempts 
were  made  to  zap  bacteria  with  pressure.  Now 
Avure  Technologies,  a  Kent  Wash,  subsidiary  of 
Flow  International  (maker  of  water-jet  cutting 
tools),  is  selling  pressure  tanks  that  kill  vibrio 
bacteria  in  oysters. 

In  the  Avure  process,  a  6-foot  basket  of 
oysters  is  dropped  into  a  two-story-high  stain- 
less steel  cylinder,  which  is  wrapped  with  50 
miles  of  high-tensile-strength  steel  wire.  The 
water  is  pressurized  to  20  tons  per  square  inch. 
(That's  a  lot  Water  pressure  at  the  bottom  of  "^ 
the  Mariana  Trench,  the  deepest  ocean  on  |"\ 
earth,  is  only  8  tons.)  After  two  minutes  the  "^" 
pressure  is  released,  and  the  oysters  are  safe  to  eat.  "We're  not  really  crushing  the 
teria,  just  interrupting  its  metabolism,"  says  Edmund  Ting,  Avure's  head  of  researcl 
Eight  of  Avure's  $1.4  million  machines  are  now  in  use.  One  of  Louisiana's  largest  .• 
fish  processors,  Motivatit  run  by  seventh-generation-oysterman  Michael  Voisin, 
120,000  oysters  a  day  through  his  two  pressure  units.  "A  drop  in  the  bucket,"  Voisii 
mits.  About  2.3  billion  oysters  are  harvested  in  the  U.S.  annually. 

As  pressure  treatment  catches  on,  it  may  not  just  kill  bacteria.  When  the  oy 
emerge,  their  shells  are  open  and  the  meat  detached.  That  could  spell  curtains  f( 
age-old  profession:  that  of  the  oyster  shucker 
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Unholy  Roller 

Atheist  Madalyn  Murray  O'Hair  may  not  have  served 
God,  but  she  made  out  big  with  mammon. 

BY  SUSAN  ADAMS 


[OON  AFTER  MADALYN  MURRAY 
O'Hair  launched  the  legal  battle 
that  would  lead  to  the  Supreme 
Court's  1963  decision  banning  prayer  in 
public  schools,  she  received  an  unsoUcited 
check  for  $5,000.  Her  benefactor:  a  nudist 
Kansas  wheat  farmer  named  Carl  Brown 
who  believed  that  man  "was  an  animal 
and  should  live  accordingly." 

His  check  was  one  of  the  first  in  what 
would  become  a  rockslide  of  money.  As 
Texas  journalist  Ted  Dracos  writes  in  his 
stranger-than-fiction  biography.  Ungodly: 
The  Passions,  Torments,  and  Murder  of 
Atheist  Madalyn  Murray  O'Hair  (Free 
Press,  $25),  a  surprised  O'Hair  stumbled 
onto  an  untapped  market.  When  a  cham- 
pion for  atheism  appeared,  multitudes 
came  out  of  the  woodwork  to  embrace 
her  as  their  Joan  of  Arc. 

Madalyn  didn't  disappoint.  She 
shined  a  light  on  every  failure  of  the  U.S. 
government  to  separate  church  and  state. 
She  challenged  the  words  "under  God"  in 


Godless:  O'Hair  and  sons  William  and  Jon. 

eluded  some  of  America's  most  notorious 
godless  rich.  At  one  point  Hustler  maga- 
zine pubhsher  Larry  Flynt,  for  example, 
signed  over  to  her  his  entire  $300  million 
empire,  in  case  he  died.  That  is,  until 


the  Pledge  of  Allegiance  (the  Supreme      Flynt's  brother  got  a  Los  Angeles  judge  to 


Court  is  still  wrestling  with  that  one)  and 
the  "In  God  We  Trust"  on  American  cur- 
rency (a  fight  she  lost).  She  challenged, 
unsuccessfully,  the  tax-exempt  status  of 
the  Catholic  and  Mormon  churches. 


block  the  bequest.  Flynt  remained  a  loyal 
O'Hair  supporter  and  tapped  her  to  write 
speeches  for  his  1984  presidential  bid. 

Before  the  headline-grabbing  school 
prayer  battle,  which  began  as  a  shoot- 


O'Hair's  faithful  lapped  it  up  and  kept  on      from-the-hip  challenge  to  her  older 
writing  checks.  son's  Baltimore  public  junior  high 

At  her  peak,  estimates  Dracos,  O'Hair      school,  O'Hair  had  no  assets  of  her  own 
controlled  at  least  $15  m.illion  in  donated 
assets,  including  real  estate. 


^ 


offshore  bank  accounts  and 
an  atheist  library  worth  $3 
million.  Her  working  capital 
was  divvied  up  among  an 
alphabet  of  nonprofit  orga- 
nizations, including  the  SOS 
(Society  of  Separationists), 
UWA  (United  World  Athe- 
ists) and  PALA  (Prison  Alhe 
ists  League  of  America). 
O'Hair's    patrons    in- 
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to  speak  of.  The  daughter  of  a  sometime 
bootlegger,  she  had  mar- 
ried and  divorced  young 
and  produced  two  sons  out 
of  wedlock. 

As  Dracos  describes  her, 
O'Hair  was  a  unique  com- 
bination of  brilliant  manip- 
ulator and  outrageous, 
foulmouthed  trouble- 
seeker.  Among  her  talents: 
turning  what  appeared  to 
be  legal  or  financial  disas- 


0'H.liT 


ters  into  opportunities.  According  to 
treasurer  of  one  of  her  nonprofit  groi 
O'Hair  learned  from  watching  Jerry 
well  that  the  secret  to  getting  peoplt 
contribute  was  to  create  a  different . 
sis  every  month. 

O'Hair,  says  Dracos,  spent  siza 
hunks  of  her  contributors'  largesse  on 
home  in  Austin,  Tex.,  on  silks,  satins,  ( 
,^^  monds,  Mercedeses  and  first-c 
>^^|  travel  for  herself  and  for 
l^H  younger  son,  Jon  Garth  Muri 
^H  and  granddaughter  Robin  M 
W'\  ray-0'Hair.  Dracos  writes:  "Ma 
^  I  lyn's  atheist  groups  might  h 
been  officially  'nonprofit  orgi 
zations,'  but  for  Madalyn  and 
children,  they  were  all  profit.' 
other  words,  her  outrage  at  cc' 
mingling  extended  only  to  chu 
and  state.  Assets  were  anot 
matter.  "That's  a  lie!"  insists  Ef 
Johnson,  president  of  Ameri( 
Atheists,  the  main  atheist  grc 
O'Hair  left  behind.  Johnson  mc 
tains  that  all  of  O'Hair's  perse 
spending  money  came  fi-om  p  j 
lie  speaking  engagements. 
The  Internal  Revenue  Service  wa:l 
so  sure.  At  one  point  it  threatened  to; 
after  O'Hair's  family  for  $1.5  millior 
unpaid  back  taxes.  Madalyn  respon< 
with  a  two-word  expletive. 

Her  combativeness  couldn't  prol| 
her  from  a  killer  in  her  midst.  In  1995 
employee  and  confidante,  David  Wat 
who  had  hidden  his  criminal  record  fr 
O'Hair,  kidnapped  the  ailing  77-year-( 
her  son  Jon  and  granddaughter  Rot 
Along  with  two  accomplices,  Wat 
made  off  with  $750,000  in  assets  i 
murdered  his  victims.  In  2001  the  g 
ernment  let  Waters  plead  to  kidnapp 
in  exchange  for  information  about  wh 
he'd  buried  the  partially  dismembe 
bodies — in  a  shallow  grave  on  a  rem 
Texas  hill-country  ranch. 

Still  unknown  are  the  whereabout: 
some  $10  million  that  O'Hair's  estran: 
son,  William  Murray,  says  his  mot 
stashed  in  offshore  accounts.  Ellen  Jol 
son  of  American  Atheists  insists  th 
ftinds  are  a  fiction.  What's  certain  is  t 
no  one  has  taken  over  Madalyn's  mai 
as  America's  atheist  Elmer  Gantry. 
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No-Risk/Half-Price  Trial  ^ 

mLUE  LINE 


Make  more  money  faster,  with  a  lot  less  risk, 
using  the  professional's  stock-ranking  system! 


or  11  years,  Value  Line  has  been  the  trusted  standard 
inbiased,  accurate  and  meaningful  stock  evaluations. 
A'ing  the  realistic  value  of  a  stock  has  saved  many 
le  Line  subscribers  from  big  losses  in  the  current 
tile  market  while  at  the  same  time  providing  the 
age  to  profit  by  going  against  the  crowd. 

\o  matter  what  kind  of  investor  you  may  be,  Value 
'  makes  it  easier  than  ever  to  put  our  trusted  research 
ork  with  3  distinctly  different  model  portfolios. 


^alue  Line  Portfolios 


5  Years  through 
6/30/03 


Since  Inception* 
6/30/03 


ggressive  (portforro  I)  +4.9%      +13.4% 

onservative  (portfolio  II)         +4.6%      +12.4% 
Mig  Term  Growth  (portfolio  III)  +  6.4%      +  1 3.8% 


ow  Jones  bidustriais 

&P500 

ASDAQ  Composite 


+  0.1% 
- 1.6% 
■3.1% 


+  9.4% 

+  10.2%- 

+  8.3% 


Results  based  on  annualized  returns.     'Inception  date:  4/28/95 


Since  inception,  each  of  our  three  model  portfolios 
e  beaten  the  DJIA  by  at  least  32%  a  year. 

lach  of  these  portfolios  follows  different  principles 
d  on  the  Value  Line  stock  ranking  system.  Each  of 
n  are  culled  from  our  list  of  about  1,700  stocks  covered 
he  Value  Line  Investment  Survey  based  on  our 
Drietary  Timeliness  Rank  (6-12  month  relative 
ormance),  Safety  Rank  (relative  risk  measurement), 
inical  (0-6  month  relative  performance),  Financial 
ngth  and  Earnings  Projections. 

Aggressive  -  20  of  our  top  stocks  selected  for  year- 
ahead  appreciation  based  on  a  Timeliness  Rank  of 
1  and  a  Financial  Strength  Rating  of  B-i-. 

Conservative  -  20  stocks  selected  based  on 
a  combination  of  Timeliness  Rank,  Safety  Rank 
and  relatively  high  yield 


•  Long  Term  Growth  -  20  stocks  with  unique 
characteristics  of  Timeliness  Rank,  Safety  Rank 
and  3-to-5  year  appreciation. 

You'll  also  receive  in-depth  research  on  approximately 
1,700  stocks;  a  full-page  report  once  every  13  weeks, 
including  our  proprietary  Timeliness,  Safety,  Technical 
Ranks,  and  our  assessment  of  the  company's  financial 
strength,  our  3-to-5  year  price  appreciation  projections 
and  our  analyst's  opinion  on  the  future  of  the  company. 
Value  Line  is  completely  objective  and  beholden  to  no 
one  but  our  subscribers. 

Save  50%  and  put  Value  Line  to  work 
on  your  portfolio  with  a  no-risk  trial! 

Call  the  toll-free  number  below,  and  receive  - 

•  13  weekly  issues  of  The  Value  Line 
Investment  Survey 

•  Value  Line  Reference  Library  online  version- 
complete  coverage  on  approximately  1700  stocks 
in  over  90  industries. 

•  Subscriber  only  access  to  The  Value  Line 
Investment  Survey  website. 

•  How  to  Invest  In  Common  Stocks  -  the  guide  for 
investing  using  the  Value  Line  Investment  Survey. 

•  J.K.  Lasser's  Your  Income  Tax  2004  -  This 
tax  guide  covers  all  the  new  tax  law  changes,  as 
well  as  tax  planning  and  money  saving  strategies. 
$16.95  retail,  while  supplies  last. 

*  At  just  $75  for  13  weeks,  you  can't  lose!  So  don't 
delay.  If  you  are  not  delighted,  cancel  within  30  days 
for  a  full  refund.  Foreign  rates  upon  request.  For  new 
subscribers  only.  Call  toll  free: 

1-800-278-5655  niOWl 

Bonus  Code  81 6NKG10 
www.valuelineinc.com/forbes 

NOTE:  If  you  prefer,  choose  Value  Line  for  Windows®,  our  easy  to  use  software. 
Everything  you'll  find  in  our  famous  printed  edition  PLUS  daily  updates  and  20 
minute  delayed  pricing  via  the  Internet,  powerful  stock  screening  filters,  technical 
analysis  charting,  portfolio  management,  Value  Line  rank  change  alerts  and  more. 


AUTHENTIC  CUbAN  CiGAkS  DELIVERED  ANYWHERE 


(416)  717-1110 


Authentidtyj  satisfaction 
and  delivery — guaranteed! 


Real  Estate  Secured  Investments 
Potential  Returns  Up  to  15.9% 

InvestForClosures  Financial  has  created 
tlie  Investor  Disclosure  Process. 

(Pal.  Pen)  Investors  monitor  the  use  of 

their  funds  live  over  the  internet. 

It's  InvestorTainment®  We  use  investor 

funds  to  purchase  distressed  property 

nationwide.  The  properties  are 

rehabilitated  and  sold  for  a  profit-Simple! 

Rated  low/est  Risk  by  Dun  &  Bradstreet 

Toll  Free  (877)610-5982 

Office  847-426-8701 

CEO  847-341-4325 

Website  www.investforclosures.com 

Email  info@investforclosures.com 


BACK  PAIN? 


There  is 
an  answer! 

Send  for  FREE  information 

on  NEW,  guaranteed 

seat  and  back  supports 

designed  by  a  leading 

back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Rood 
BriardiffMonor,  NY  10510 
www.postureedDcation.com 


CALL  TOLL-FREE  1-800-392-0363 
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RARE  DALI  PRINTS 

If  you  own,  or  are  considering  the  purchase 
of  a  Salvador  Dali  prim.... 


Salvador  Dali  \\ 


Our  exclusive  catalog  feature.s  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  pnnts.  Eacli  pnnt  is  fullv 
documented  by  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "SalvaJor  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  vou  a  free 
copy  of  "The  SalvadorDali  Collector  s 
Newsletter".  (SI 5  per  issue) 


l-(800)  275-3254 

ask  for  Dcpt.  FM 

hllp://www,ilalij.ilUT.v  com  •  FAX  310-454-2090 
Brana  Kine  An  •  1  ri'S^l  Ajiiiiich  .S"l..  *»  iOX.  Pacitk-  F»aJi-iufe>.  C'A  ';(G72 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  worl<  experience.  Bachelor's, 
IVIaster's,  and  Ph.D.  degrees  In  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


WYOMING  MOUNTAIN  RANC 

Premier  setting  -  20  miles  SW  of  O 
Wyoming  near  Yellowstone  Park.  I.' 
acres,  river  and  creek  frontage,  wild 
paradise,  elk  &  deer  landowner  licen 
good  air  services,  NO  State  Income  Tst 
Quality  Living.    $5,700,000 

Other  ranches  also  available. 
Western  Land  Service  Bob  Bole 
307-587-8014      Bob@westeniland. 


Bed  &  Breakfast 


Charge  your  ad 


BETTINA's  is  a  Network  of  Private  Homes 


Our  target  marl<et  is  ttie  soptiisticated 
traveler  wfio  finds  hotels  boring  and 
impersonal  and  who.  in  spite  of  being 
extremely  busy,  wants  to  experience  other 
cultures,  lifestyles  and  people. 

Traveling  to  Harvard  University? 

Try  one  ot  our  homes  In  Harvard  Square!! 

Bed  and  Breakfast  rates  range  from 

$75  to  $360  per  niglit 

www.bettlnanelworit.com      800-347-9166 


SMALL  ADS  BRING  • 

BIG  RESULTS.'' 

Call:  Media  Options  % 

1-800-442-6441 
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Advertise  &  Make  Money...  I 

isn't  that  the  whole  idea?  : 

If  you  have  a  business,  product,  service,  or  money-making  idea  that  ' 

^  needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  foi  lii 

'  return  on  investment.  Forbes  classified  advertising  offers:  ; , 

•  Over  5  Million  readers  per  issue  KME-- 

•  Forbes  readers  are  high  income  decision  makers 

Fhr  extremely  competitive  advertising  rates  i 

arid  versatile  media  packages:  Call  Media  Options  1-800-442-6441  | 
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Luxury  Yachting 


^msmi 


^J^nt  A  Greek 

njsing  Palace 


And  sail 
among  the 
"')0  Greek 

'  islands 


Also  available  for  Athens  Olympics  2004 
ee  Website:  OlympicsAthens2004Yachting.com 

er  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 
n  50'  to  2(X)'  and  S700  to  S20,00()  per  day  for  entire  yacht  with 
Its  hill  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

"  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 
•  Ymu  can  plan  your  own  itinerar>'  with  y«)ur  own  captain 

•  Your  ftxxl  with  your  own  chel 
Your  drinks  with  your  own  steward,  «)r  leave  it  up  to  them 
to... pamper  vou. 

VALEF  YACHTS  LTD 

•national  Headquaners:  ^25-1  Fir  Rd.,  P.O.B.  S85,  Ambler,  PA  19(X)2  U.S.A. 
,(215)641-1621  •  (215)641-0423  •  (H(X))  223-3H45  •  Fax:  (215)641-1746 

I  E-mail:  inro@valel'vachts.com  •  Website:  VALEFYACHTS  com 


THE  FINEST  HOTEL 
YOU'VE  EVER  STAYED  IN. 


Vacation  in  a  palace  of 
absolute  splendor  located  in 
the  Arizona  Biltmore — a  fully 
serviced  mansion  with  exquisite 
interiors,  set  amid  rolling 
fairways.  All  yours  for  an 
entire  month,  as  a  one-month 
lease  per  year,  for  five  years. 


J^ 
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RESORT 

MANSIONS 

The  grandeur  of  a  mansion. 
The  services  of  a  5 -star  hotel. 


phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  IS  not  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  to  residents  of  any  state  in 
which  registration  requirements  have  not  been  fulfilled.  Void  where  prohibited 
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\7  DISCOUNT  PRICESI 
:free 

3  MODELS 
f%  AUTHENTIC  V 

»^TIER.  OMEGA,  TAG,  ETC 

iLL  UOW  (949)  470-4545 


W.ATUNTICTIME.COM 


Newsletter 


Forbes  Guru  Picks 


5  No  Load  Funds 
for  the  Fall  of  2003 

Forbes  Newsletters  )U5t  Issued  a  new  BUY 
LIST  containing  the  TOP  recommendations 
of  5  of  our  best  performing  gurus.  For  a  lim- 
ited time  this  Special  Report  is  available 
witfiout  charge  when  you  sign  up  for  Forbes 
FREE  Investment  Guru  Email. 
Sign  up  today  at  www.forbes.com/guru 


!  ■^rMfei^bfion  and 
r^  fates  on  advertising 
^^  the  next  Forb 
isiMay  ClassHied  $ 
Call  Media  Opri^ 
1-800-442-644^1 
mecliopt@aol.com 


Forbes 

bscriber  Service 


To  order,  change  address  or  other  customer  service, 
call  1-800-888-9896 
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Buy  Foreclosed  Property 

Use  INVESTOR'S  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  ext.N1 259 


e-mcorporate 


Incorporate  in  Delaware 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide.  Preview  Businesses 

For  Free. 

GWBS^ 

If  Interested  In  Buying  Or 
Selling  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


OFFSHORE 


♦Companies  votasw'" " 

♦Banking  c*??'*^'' 

t?;;:^''"'"'  Capital  Asset 

^rnvacy  Management 

(800)710-0002        Free  Brochure 

Visa/MC/Amex     www.assetpr«ectloaconi 


REVOLUTIONARY 
NEW  PRODUCT 

Money  Back  Guarantee. 

No  Competition  in  U.S.A. 

Do  Not  iVIiss  This!! 

Min.  Investment  $20,000 

1-888-920-4683 


$250,000  Profit 

Fir.st  year  in  business 

if  you  are  a  serious  person  who  want.s 

to  make  serious  money. 

We  have  the  program  for  you. 

Investment  only  $14,900 

Call  1-800-675-6144 
You  Will  Make  Money 
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Franchises 


"^^^      "SIZZLING 

^ —        GROUND 

FLOOR  OPPORTUNITY" 

America's  most  excitmg  and  fastest 
growing  beauty  product  superstore  is 
coming  to  a  city  near  you.  Glamour 
Secrets    offers    an     unprecedented 
opportunity  for  a  franchisee  to  enter 
the  explosively  fast  growing  beauty 
product    industry    in    a    very    high 
margin,  profitable,  fun  business  with 
incredible    growth    potential.    Full 
training,  merchandising,  advertising 
and    operational    support.    Glamour 
Secrets    provides    a    very     unique 
shopping     experience      in     award 
winning      designed       stores.      Get 
into  a  recession  proof  franchise  and 
the  glamour  business  in  high  traffic 
malls  and  power  centers  and  build 
some  serious  equity  for  your  future. 
Individual,  area  and  multiple  store 
franchises  available  across  the  U.S. 
Call  Doug  Warren  toll  free  at 
866-713-7487  ext.  222 
or  e-mail 
doug@glamoursecrets.biz 
for  more  info. 


Men's  Clothim^^  ■ 


SAVE  3S-70% 

on  Famous  Name  Brands 


Security 


SIERRA 


Traditions 


For 


FREE  Catalog 

800.713-4534 


Shop    On-Line 

SierraTradingPost.com 


OUTLET  STORE' 


Key   Code 

FY1103 


Art  Work 


I^^PWw  w 

pHMlM? 

.  www.uniquegiftsintl.com  , 


dMIailing  Lists 


Sales  Leads  &  Mailing  Lists 


.  -  Million  Businesses  -  Select  by  geography,  sales  volume, 
business  type,  conlad  name,  credil  rating,  and  more. 

250  Million  Consumers  -  Select  by  age,  income,  home  value, 
buying  behavior,  geography  and  more 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  your  current 
customers  S  find  prospects  thai  match  Free  analysis  S  25  Free 
prospects  at  inloUSA  com 

»r/oLS^  1.800.555-5335  „,,„ 


New  Mexico  Ranch 


Spectacular!!  58,000  acre 
New  Mexico  Ranch. 

Wildlife  mecca,  minerals,  water, 

timber  6000'-9000'  elevation. 

Solid  investment  with  great  upside. 

505-552-6107  fax  505-552-9687 
www.stronneirealty.com 

We  will  work  for  voti  fur  free! 
Use  ntir  extensive  hwwledge  lo  locate  witr 
rattcli/recreational  real  estate  iiivesltitetir 


For  inferiiiation  an 

rates  on  advertising 

in  tiie  next  Forbes 

splay  Classified  Sectii 

Call  Media  Options' 

>. 800-442-6441 

diopt@aol.com 


See  your  investment 
live  on  the  Internet! 
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Canon  vb-ciorj' 

Pan-Tilt-Zoom  Internet  Camera  \ ' 
and  VFD8C10  Outdoor  Enclosure 

•  Reduce  trips  to  the  site. 

•  Record  and  archive  video. 

•  Easy  to  install  and  use. 


If 
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NuSpectra 

Specializing  in  cost-effective 
Pan-Tilt-Zoom  digital  video 
recording  systems  with  live 
video  and  camera  control 
from  any  PC  in  the  world. 

Visit  us  online  and  try  it  yoursei 
wvw.NuSpectra.com 

Coll  (510)  523-CAMS 
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Legal  Services 
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^mr: 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Bankin 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  La 
949-262-1100  •www.searsatty.com 
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^*  Enzyte 

1-877-436-9983 

www.enzyte.com 

■^  Shell  Oil  Company  USA 

www.shell.com 

■^  Tropicana®  Pure  Premium®  Low  Acid 

1.800.237.7799 

Energy 

■^PSEG 

973-430-6564 
www.pseg.com/investor 

Enterprise 

■^  Dell  Computer  Corporation 
www.dell.com 

Financial  Services 

■^  American  Century  Investments 
1-877-44- AMCEN 
www.americancentury.com 
^  FannieMae 
www.fanniemae.com 

Investment  Promotion  Organisation 

■^  Invest  Hong  Kong 

852-31071000 

www.investhk.gov.hk 

Telecommunications 

^  AT&T  Wireless 
www.attwireless.com/business 

D-Qvel 

•^  American  Airlines 

www.aa.com 

■^  Asian  Affair  Holidays  (Singapore  Air.) 

www.singaporeair.com/americas 

■^  Bntish  Airways 

1-800-AIRWAYS 

britishairways.com 

•^  Expcdia.com 

www.Expedia.com  * 

Business  Classified 

•^  Academic  Resource  Center 

1-800-951-1203 

www.arrc.org 

-^  Anti  Aging  Solutions,  Inc. 

1-305-899-7087 

www.revitalite.com 

■^  AtlanticTime.comWatches 

1-949-464-1103 

www.atlanlictime.com 

■^  Brana  Fine  Arts 

1-800-275-DALI 

•^  Capital  Asset  Management 

1-800-710-0002 

•^  Delaware  Business  Inc. 

1-800-423-2993 

www.e-incorporate.com 

■^  Glamour  Secrets 

1-866-713-7487  ext  222 

www.glamoursecrets.biz 

■^  Great  Western  Business 

1-800-999-SAVE 

www.gwbs.com 

•^  Holiday  Timeshares  Resales 

1-800-704-0307 

www.holidaygroup.corn 

■^  InfoUSA 

1-800-555-5335 


~"^  InvestForClosurers  Financial 

1-847-289-0269 

www.investforclosures.com 

•^  Nationwide 

1-800-995-0049  ext.  N 1 259 

www.renovateamerica.com 

■^  Negotiation  Superstars 

1-866-Deal-Done 

www.negotiationsuperstars.com 

-^  NuSpectra  1-510-523-2267 

www.nuspectra.com 

■^  Publishers  Group 

1-800-675-6144 

■^  Resort  Mansions 

1-480-585-7500 

www.Resortmansions.com 

■^  Sierra  Trading  Post 

1-800-713-4534 

www.SierraTradingPost.com 

■^  Steven  Sears  CPA/Attomey 

1-949-262-1100 

www.searsatty.com 

-^1  Stromei  Realty,  LLC 

1-505-552-6107 

www.stromeirealty.com 

-^  The  Bettina  Network,  Inc. 

1-800-347-9166 

www.bettinanetwork.com 

■^  The  Unique  Gifts 

1-800-814-7.368 

www.uniquegiftsintl.com 

■^  Valef  Yachts 

1-800-223-3845 

VALEFYACHTS.com 

•^'  Western  Land  Service 

1 -.307-587-80 14 

Arizona:  A  Hot  Spot  for  Business 

■^  Allied  Waste  Industries,  Inc. 

www.alliedwaste.com 

(480)  627-2785 

■^  Arizona  Office  of  Tourism 

www.ArizonaGuide.com 

(866) 770-3390 

"^  Arizona  State  University 

www.awu.edu 

"^  Greater  Phoenix  Economic  Council 

www.gpec.com 

(602) 256-7700 

■^  The  Dial  Corporation 

www.dialcorp.com 

(480) 754-3425 

■^  The  University  of  Arizona  Health  Sciences  Center 

www.AHSC.Arizona.edu 

(520)621-4608 

■^  University  of  Arizona 

www.arizona.edu 

(520)  626-2539 

■^  Wells  Fargo 

www.wellsfargo.com 


■^  =Web  visit  phone  call  only 


THOUGHTS 

On  the  Business  of  Life 


Los  Angeles  is  the  most  of  a  lot  of  things,  but  it  has  never  been  accused  of  being  aplace  with 
many  first-rate  places  to  eat.  To  the  rest  of  the  nation  this  sprawling  sector  of  California  is 
food-famed  for  what  it's  perpetrated  in  the  name  of  salad.  And  for  inventing  frozen  forks 
with  which  to  eat  'em.  California,  of  course,  invented  "nouvelle  cuisine" — vegetables  briefly  exposed  to 
tepid  water.  But  the  Golden  State's  trendy-dentalism  is  being  breached  by  more  and  more  restaurants 
whose  cuisine  is  super  and  whose  kitchens  are  no  longer  food  fashion  boutiques.     — ^MALCOLM  S.  FORBES  (1988) 


The  most  remarkable  thing  about  my 
mother  is  that  for  30  years  she  served 
the  family  nothing  hut  leftovers.  The 
original  meal  has  never  been  found. 

—CALVIN  TRILLIN 


When  compelled  to  cook,  I  produce 
a  meal  that  would  make  a  sword 
swallower  gag. 

—RUSSELL  BAKER 


Romanian-Yiddish  cooking  has  killed 
more  Jews  than  Hitler. 

—ZERO  MOSTEL 


No  man  is  lonely  while  eating  spaghetti. 

—ROBERT  MORLEY 


Cogito  ergo  dim  sum.  (Therefore  I  think 
these  are  pork  buns.) 

—ROBERT  BYRNE 


/  will  not  eat  oysters.  I  want  my  food 
Everything  you  see  I  owe  to  spaghetti.  dead— not  sick,  not  wounded—dead. 

—SOPHIA  LOREN  —WOODY  ALLEN 


In  Mexico  we  have  a  word  for  sushi:  bait.         The  trouble  with  eating  Italian  food 

—JOSE  SIMON      is  that  five  or  six  days  later  you're 

hungry  again. 

—GEORGE  MILLER 
Only  Irish  coffee  provides  in  a  $ingle 

glass  all  four  essential  food  groups:  — — 

alcohol,  caffeine,  sugar  and  fat.  Diets  are  mainly  food  for  thought. 

—ALEX  LEVINE  _N.  WYLIE  JONES 


Eating  an  anchovy  is  like  eating 
an  eyebrow. 

— ANONYMC 


The  food  in  Yugoslavia  is  either  very 
good  or  very  bad.  One  day  they  served 
us  fried  chains. 

—MEL  BROC 


/  refuse  to  spend  my  life  worrying  about 
what  I  eat.  There  is  no  pleasure  worth 
forgoing  just  for  an  extra  three  years 
in  the  geriatric  ward. 

—JOHN  MORTIM 


A  Text... 

Better  is  a  dry  morsel  with 
quietness,  than  a  house  full 
of  feasting  and  strife. 

—PROVERBS  I 

Sent   in   by   Beverly  Lowery,  Atlanta, 
What's  your  favorite  text?  Forbes  Boo) 
Quotations:  Thoughts  on  the  Business  ofU 
given  to  senders  of  Bible  texts  that  are  used 


More  than  14,000  "Thoughts,"  arranged  alphabetical 
subject,  are  available  in  a  900-page,  one-vol 
deluxe  edition,  Forbei  Book  of  Quotations:  Thoughts  o\ 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping 
$1  per  item  for  handling  (add  applicable  sales  ' 
To  order,  please  call  toll-free,  1-800-876-6556. 
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IBM  recommends  Microsoft  Windows  XP  Professional  for  Business. 


enting  a  wireless  network  Is  an  excellent  way  to  increase  your  employees'  efficiency  and  productivity  But  it 
iously  backfire  if  they  can't  even  get  online.  So  what  can  you  do?  Give  them  PCs  that  are  designed  to  really 
relessly  Select  IBM  ThinkPad'  PCs  are  equipped  with  Inter  Centrino"  Mobile  Technology  that  keeps  your 
ees  online  when  they're  working  wirelessly.  And  Access  Connections  software  automatically  switches 
;  connections  for  your  employees  -  which  can  increase  productivity  per  user  by  up  to  20%!  That  means 
jridlock  -  and  much  more  time  for  IT  to  focus  on  your  business  strategy.  Learn  more  at  ibm.com/pc/think 

Think  mobility      ThinkCentre™ 

ThinkPad* 

ThinkVision™ 
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Object  of  Desire; 

The  obtainable  dream. 


The  worfd^i 
avionics,  aon 
Experience  \\i\&. 


|^>^  tfte  provocative  CIRRUS  SR22. 

'''^'^'^'i  with  appealing  features  including  advanced 
i^f  Kigh  performance  and  legendary  safety. 
,^^;|^i6^;t,hat  has  only  been  imagined,  until  now. 
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ledule  your  demonstration  flight  today! 
pline  at  vvww.cirrusdesign.com 
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The  White  Alhum  /  White  nights  and  white  night  wear — a  dazzling 

snow-colored  gallery  of  goodies  for  the  2003  hoHdays. 

Photographs  by  Ron  Reeves e2 

You  Can  Do  It!  /  Get  pumped  up!  From  General  George  Patton  to 

Bluto  Blutarsky,  the  great,  shall  we  say,  motivational  speakers  get 

their  audiences'  attention  like  a  two-by-four  upside  the  head.  What  they 

say  next  can  change  the  world. 

by  Christopher  Buckley 70 

The  Gambler's  Edge  /  A  night  at  the  poker  tables,  a  day  at 

the  track  with  Positively  Fifth  Street  gambling  guru  Jim  McManus.  Of 

course,  if  you  ask  him,  there's  no  gamble  to  it. 

byMax  Watman 78 

Stow  It,  Bub  /All  is  not  lost... it's  probably  just  misfiled.  From 
computer  logjams  to  Barbie  doU  overflow,  a  professional  organizer  can 
give  some  tough  love  to  your  personal  version  of  chaos.  Half  the 

stars  in  Beverly  Hills  couldn't  be  wrong,  right? 

by  David  Hochman 84 


Arrival  of  the  Fittest  /  It's  the  GOP  off  on 

a  spree  as  a  Lindblad  boatload  of  Republican  pals  goes  on  a 
fact-finding  mission  to  the  Galapagos  Islands.  The  burning 
question:  How  tasty  is  that  animal? 
by  P.J.  O'Rourke 


.90 


Are  we  going  to  let  a 
bunch  of  woolly  mammoths 
walk  all  over  us 
and  eat  our  lunch?". 
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FORBES FYI 9 


PAGE  45 


PAGE  102 


Hniitesf 


Departments 


The  FYEye  /  Italian  super-bikes  and  scotch  super-whisky,  deep-diving 

watches  and  200-year-old  shoes  up  from  the  ocean;  the  latest 

personal  movie  software  and  a  build-your-own  backyard  film  studio; 

the  perfect  bespoke  shirt  and  a  custom  parfumeur,  a  four-star 

galaxy  of  internet  chow  and  the  best  little  smokehouse  in  Texas. 

AH  the  best,  all  for  you 


Grape  Juice  /  Dare  to  be  debonair:  Rose  Champagne  is  the 

season's  suavest  drink. 

by  Richard  Nalley. 


i 


The  Golf  Bag  /Just  because  you're  paranoid  doesn't  mean  course 
designers  aren't  making  golf  harder.  An  interview  with  golf  design  expert 
Barbara  Hanley. 
by  Patrick  Cooke 

I  Deserve  This  /  A  father  and  son  travel  to  Spain's  custom 
gunmaker  extraordinaire,  Aguirre  y  Aranzabal,  and  lay  the  foundations 
for  a  family  tradition. 
by  Jerome  Cramer 


Mixed  Media  /June  Carter's  Louisiana  Hayride,  Polanski's  Knife 

in  the  Water,  the  interactive  Joseph  Cornell,  playing  on  par  wdth 

Tiger  Woods,  a  chilling,  real-life  spy  story  of  Cold  War  Poland,  down 

the  road  with  The  Bikeriders;  a  cross-section  of  personal  pleasures. 

Edited  by  Thomas  Jackson to 

The  Back  Page  /  Dad's  Survival  Guide  to  the  HoHdays. 

Some  assembly  required!  You  carve  the  turkey  and  still  have  to  clean  up! 

Be  cool;  we  can  walk  you  through  this  thing. 

by  Christopher  Buckley 10 


COVER  Handmade  plush  polar  bear,  53,500,  from  the  Arctic  Animals  Studio  Collection  at  FAO 
Schwarz,  (800)  426-8697.  Photograph  by  Ron  Reeves.  Set  by  Mark  Hartman.  Props  by  Jen  Everett. 
Styled  by  Mark  Grischke. 


J  "Eighty  percent 
)l  of  ail  golfers  iiave  no 
'    Idea  where  their 
dall  is  going  to  land."»0E4 
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3  02.  Grey  Goose"  Le  C/troM 
Garnish  with  a  lemon  twist 


in  the  world,  start  with  Grey  Goose  Le  Citron. 


2001,  the  Beverage  Testing  Institute  of  Chicago 
nducted  a  blind  taste  test  of  the  world's  top  lemon 
^ored  vodkas.  They  awarded  points  based  on  smoothness, 
se  and  taste.  After  careful  consideration,  Grey  Goose  Le 
ron  was  rated  the  number  one  lemon  tasting  vodka.  Praised 

its  "exceptionally  smooth...  medium  body"  and  "very 
an  finish,"  Le  Citron  is  the  best  tasting  vodka  in  the  world 
jsed  with  the  light  zest  of  fresh  lemon. 

end  a  gift  of  Grey  Goose'  call  1-877-SPIRITS  or  visit  www.877spirits.co; 


Rank 

Vodka 

1st 

GREY  GOOSE'  LE  CITRON 

...Finishes  very  cleanly  with  an 
incandescent  wash  of  ripe  lemon  flavor. 

2nd 

Stoilchriaya  Limonaya  Vodka 

.3rd 

Absolut  Citron  Vodka 

.v;- 

:  y  I'.eHing  Citrus  Vodka 

'.itroen  Vodka 

tfww.grfiygoosevodka.com 

Drink  Responsibly. 


^REY  GOOSE 
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Sotheby's 


December  Auction  Highlights 


Carpets 

Auction:  December  2 

Exhibition:  November  25  -  December  1 

American  Paintings,  Drawings  &  Sculpture 

Auction:  December  3 

Exhibition:  November  29  -  December  2 

Americana 

Auction:  December  4 

Exhibition:  November  29  -  December  3 

The  Inventory  of  H.R  Kraus 

Auction:  December  4  &  5 

Exhibition:  November  28  -  December  3 

Finest  &  Rarest  Wines 

Auction:  December  6 

Pre-sale  tasting: 

NewYorl<:  November  20,  6pm 

Egyptian,  Classical,  and  Western 
Asiatic  Antiquities 

Auction:  December  9 
Exhibition:  December  4  -  8 

Arcade  Jeweiry 
Auction:  December  9 
Exhibition  Decernbsr  4  -  3 

Fine  Books  &  Manuscripts, 
Including  Americana 

Auction:  December  ;0 
Exhibition:  Decembei  5    '-  ■ 


Magnificent  Jewels 

Auction:  December  11 
Exhibition:  December  6  -  10 

The  Collecting  Eye  of  Seymour  Stein 
Auction:  December  11 
Exhibition:  December  6  -  10 

Property  from  the  Collection 
of  Wolfgang  Joop 

Auction:  December  12 
Exhibition:  December  6  -  11 

French  &  Continental  Furniture 
&  Decorations 

Auction:  December  13 
Exhibition:  December  6-12 

20th  Century  Design 

Auction:  December  13 
Exhibition:  December  6  -  12 

Arcade  Furniture,  Decorative 
Works  of  Art  &  Carpets 
Auction:  December  18 
Exhibition:  December  14  -  17 

Arcade  American  and  Latin  American  Art 
Auction:  December  19 
Exhibition:  December  14  -  18 


Shown  above:  Cu> 
Cabochon  emerald  and  t: 


Sotheby's    72  &  York    Free&opei. 

auction  &  pxhibition  informatior:    +1  21/ 

+44  20  7293.6444    To  sign  14 


■-I  ring,  10.68  carats     Estimate:  $40,000-50,000 
.ifols.  Van  Cleef  81  Arpels     Estimate:  $75,000-100,000 


'"ailoiy  hours:  Mon  -  Sat  10  -  5,  Sun  1  -  5 
I  iiogues  &  subscriptions  ■  -i-l  212  606,7350  or 
^is  please  visit  wvwv.sothebys.com 
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THERE    IS    WHAT    YOU    BRING    TO    THE    TABLE. 
AND    WHAT   THE   TABLE    BRINGS   TO    YOU. 


A      FAIRMONT      MANAGED      HOTEL 


pipyH    AVENUE    AT    CENTRAL    PARK    SOUTH.    NEW    YORK 
1-883-298-4932      •      WWVtf.FAIRMONT.COM 

A  MEMBER  OF  TisflgatUa^ote Is of  thd^orM' 


rrefor 

MAKING  a  DIFFERENC 


By  Brian  Scott  Upton 


The  Ramses  Vase 
Designed  by  Martti  Rytkonen 


Whether  we're  in  our  own  home 
for  the  holidays,  or  visiting  those 
close  to  us  during  that  special 
season,  we  want  everything  to  be  perfect. 
And  look  perfect.  That  means  a  roaring  fire, 
a  judiciously  placed  sprig  of  mistletoe  and, 
above  all,  a  beautifully  set  holiday  table. 

Orrefors,  Sweden's  leading  glassmaker, 
has  helped  tables  throughout  the  world  look 
their  sparkling  best  through  an  unparalleled 
melding  of  form  and  function.  Creating 
exquisite  glass  products  for  over  a  century, 
the  company  hoLises  the  finest  artisans  and 
designers  to  create  museum-quality  works 
that  add  brilliance  to  any  household. 

A  marvelous  addition  to  any  holiday  table 
this  year  is  the  new  Difference  series  of  wine 
glasses,  designed  by  Erika  Lagerbieike,  a 
20-year  veteran  at  Orrefors,; in  conjunction 
with  internationally  known  wir;).-:  <  -ir.oisseur 
Bengt-Goran  Kronstam.  Among  ti.;-  :i  ^.-ses' 
most  notable  features  are  tall,  slsndr  ■  ■;;. 
broad  feet  and  strikingly  curved  bo,  ■: 

However,  the  real  difference  with  -  }ifte,  i . 
is  that  these  glasses  are  created  to  ?,omple 
mont  the  wiqe's  maturity,  flavor  and    -  'iq.jnt 
~  and  only  six  glasses  are  needed  l  ■  iv  ,; 
tvery  type  of  wine.  Whites  are  served  erit 


appropriately  titled  "Fruit"  or  "Crisp"  glasses. 
Younger  reds  are  best  poured  into  "Primeur" 
glasses,  while  more  aged  ones  find  a  proper 
home  in  "Mature"  glasses.  One  glass  each  for 
sparkling  and  sweet  wines  completes  this 
superb  set. 

The  Difference  line  also  includes  a  water 
glass,  water  pitcher  and  wine  decanter  What 
table  wouldn't  look  more  festive  with  this 
surprisingly  simple  yet  deeply  romantic  series 
of  glassware  decorating  it?. 

Lagerbielke's  refined  yet  sensual  touch  is 
also  on  display  in  Orrefors's  celebrated 
Intermezzo  series  of  barware  and  tableware 
with  the  signature  blue  drop  in  the  stem. 

In  addition  to  champagne  flutes,  martini 
glasses,  old  fashions  and  tumblers,  this  won- 
derful line  features  a  magnificent  cake  plate 
that  will  make  any  holiday  dessert  seem  even 
more  delicious  and  decadent  and  an  elegant 
long-stemmed  candleholder  that  is  sure  to 
enhance  the  ambiance  of  any  holiday  table. 

For  an  even  bigger  splash  of  color,  liven  up 

the  festivities  with  the  Clown  collection  of 

■I  lampagne  and  schnapps  glasses  by  Anne 

■ :  ':son.  Bold  stripes  in  green  and  yellow,  red 

■  r  i  stars,  and  blue  flowers  make  this 

id  eclectic  stemware,  which  is 


celebrating  its  10-year  anniversary  this 
stand  out  in  any  setting. 

Another  longtime  favorite  —  70  years 
in  fact  —  is  Vicke  Lindstrand's  Mingus  m 
pitcher  It  is  like  no  martini  pitcher  you've 
seen  before  —  unless  you've  encount 
this  unusually  shaped  vessel  in  one  oi 
many  museums  around  the  world  that  I 
displayed  this  landmark  design. 

Do  you  want  to  make  a  real  staterr 
Consider  a  stunning  example  of  art  g 
which  many  believe  is  Orrefors's  lasting  I 
cy  Designed  by  the  company's  cadre  o 
ented  artists,  these  sculptures  and  funct 
pieces,  such  as  Helen  Krantz's  breatht? 
"Ghost,"  are  truly  in  a  class  by  themselvf 

That  is  certainly  true  of  the  ne- 
addition:  The  Ramses  Family  of  art  g 
Created  by  Martti  Rytkonen,  on( 
Orrefors's  most  esteemed  young  desigi 
these  gorgeously  etched  pieces  pre 
a  perfect  centerpiece  —  or  convers; 
piece  —  for  any  holiday  gathering. 

Whether  you're  seeking  the  perfect  he 
gift  for  a  family  member,  friend  or  collee 
or  the  ultimate  accessory  to  add  even  i 
luster  and  elegance  to  your  home,  you  i 
only  remember  one  word:  Orrefors. 


Orrefors 

FINE  CRYSTAL  SINCE  1 89 8 


The  finest  in  Swedish  design 
makes  the  Difference... Skal 

(chucrsj 

Difference 

Manirt,  Primcur,  I  niit,  (^risp 


DESIGN  ERIKA  I.AGERBIELKE 


UNIQUE  WINE  GLASSES  FOR  ALL  WINE  LOVERS 

The  same  wine  can  smell  and  taste  qi.iite  different,  depending' on  the  glass  in  which  it  is  ser\ed.  DIFFERENCE 
is  a  uniciue  suite  of  wine  glasses  where  evetynpe  of  flavor  has  been  gixen  its  own  glass,  designed  to  enhance  the 
bouqLiet  and  bring  out  the  taste.  DIFFERENCE  glasses  add  new  dimension  to  the  enjo\ment  of  any  fine  wine. 
I'lrika  LagLTbielke,  one  of  Sweden's  foremost  stemware  designers  worked  in  collaboration  with  wine  critic  and 
C()nn()isseur  lkngt-C;()ran  Kronstani  to; GFcflte  DIFFERENCE. 


"j ,  bmfiiiyKn.'i.i  ho,li;;(j!-!''>  \\,i,li,mi:    \n.,  AV«'  )  ark 
hhrmn-e/iilhrmiihuiji\iMiim-ir.iif:liiisiil:ii.it/j  or  ai// XIM)- )  i I -%'-fJ. 
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DIVE, 
HE  SAID 

IF  YOU  LOVE  TO  DIVE,  ESPECIALLY  IF 

you  love  to  push  the  envelope, 
Suunto's  got  your  back.  The 
Finnish  sports  instruments  company 
has  introduced  the  new  D3,  a 
sleek,  watch-sized  wrist-top 
computer  for  both  free  divers  and 
bottle-breathers.  In  Freediving 
mode,  the  D3  records  depth  and 
time  at  one-second  intervals— with 
a  repeatable  alarm  system.  The 
data  from  each  dive  can  then  be 
downloaded  to  a  PC.  The  Gauge 
mode  displays  a  wealth  of  infor- 
mation for  scuba  divers — including 
bottom  time  and  decompression 
steps— and  has  a  Maximum 
Operating  Depth  planner  for 
determining  how  deep  a  particular 
gas  mix  can  be  breathed.  You  can 
be  in  deep,  but  the  D3  insures  you'll 
never  be  in  over  your  head.  The 
Suunto  03  is  available  in  orange  or 
blue.  $349.  www.suunto.com. 


[The  Sporting  Life , 

■  KNOW  BERETTA  AS  THE  477-YEAR-OLD  ITALIAN  MANUFACTURER  OF  SOME  OF  THE  WORI 

arms,  but  to  step  into  a  Beretta  shop  today  is  to  be  reminded  that  sportsmanship 
e.  You'll  also  find  antler-handled  cutlery;  zebra-skin  chairs;  chic  suede  jackets;  rug 
lots,  and  these  Moser  highball  glasses.  No  hunting  license  required.  Moser  high. 
'40  for  the  set  of  four,  exclusively  at  Beretta,  New  York  and  Dallas;  (212)  319-32 
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S  ADORABLE  LITTLE  BOOGER  COMES  TO  YOU  FROM  THE  ELVES'  WORK- 
)p  at  DaimlerChrysler  and  was  designed  to  boldly  go  where  no  mere 
f  cart  would  dare.  The  rugged  runs  on  a  battery  that  can 

recharged  from  any  outlet  and  it  will  travel  up  to  30  miles  with  a 
speed  of  25  miles  per  hour.  Comes  in  a  two-seat  or  a  four-seat  con- 
jration,  with  or  without  a  rear-storage  bed,  and  is  available  in  six 
)py  colors.  Two-passenger  (pictured)  is  $7,149.  www.gemcar.com. 


FRENCH  TOASTY 


OKAY.  WE'RE  FINE  WITH  THE  FACT  THAT 
idre's  new  Shocking  Blue  down  sleeping  bag  is  constructed  of  105  individually  cut  pieces 
s  anatomically  shaped  from  head  to  toe.  We're  delighted  with  the  fact  that  it'll  perform  to  tem- 
ures  as  low  as  minus  13  degrees,  and  jumping  for  joy  that  it  weighs  a  mere  three  pounds.  But  we 
troubled  by  what  the  company  calls  the  bag's  "Marie  Antoinette"-style  collar.  Turns  out  it's 
y  a  device  to  seal  in  all  body  warmth  below  the  neck.  Quelle  surprise!  $596.  www.valandre.com. 


spirits 
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travel 


Barn 
Antics 


YOUR  CHILDHOOD  PLAYHOUSE  WAS  A 

private  club,  an  escape  hatch, 
a  place  to  stash  your  best,  secret 
stuff  and  think  your  best,  secret 
thoughts.  York,  Maine-based 
Classic  Post  &  Beam  can  make 
someplace  like  that  available  to  you 
again  with  its  Amencan  Barn 
Series.  The  six  traditional  designs 
(custom  configurations  are  available) 
range  from  the  1,440-square-foot 
Old  Town  (suitable  for  vehicles 
and/or  a  studio)  at  $32,700,  to 
the  3,011-square-foot  Morgan 
(start  your  own  riding  academy)  at 
$59,900.  The  ready-to-build 
backyard  kits,  shipped  factory 
direct,  include  precut  eastern  white 
pine  post-and-beam  timber  frames, 
and  additional  components  from 
manufacturers  such  as  Andersen 
for  the  windows  and  Owens  Corning 
for  the  roof  shingles.  Classic  Post 
&  Beam;  (800)  872-2326, 
www.  classicpostandbeam.  com. 


FORHESFYI  17 


FYEve 


WINTER 


Glam  Dram 


WHO  LOVES  YA,  BABY?  THE 

Gleniivet  is  releasing  its 
French  Oak  Finish  1983  Cellar 
Collection  scotch  this  fall— 
with  3,000  bottles  earmarked 
for  America.  In  addition  to 
being  selected  from  20-year- 
old  stocks  of  the  single-malt's 
top  casks,  this  whisky  has 
spent  the  past  three  years 
dawdling  luxuriously  about  in 
newly  coopered  French  and 
American  oak  barrels.  The 
new  wood  imbues  the  mellow, 
unctuous  scotch  with  a 
spicy,  mildly  sweet  vanilla 
and  smoky  oaky  note.  It's 
$125  in  a  handsome  wooden 
presentation  bo-.. 


SHIRT 
IN  A  BOX 

HERE'S  THE  PERFECT  PRESENT  FOR  THE  HARD-TO 
please  man— 272  yards  of  glossy  shirt  fabric  with  a 
simple  order  form.  The  recipient  notes  his  neck  and 


sleeve  sizes;  collar  and  cuff  preferences;  and  whether  or  not 
he  wants  a  breast  pocket— then  returns  everything  to  Ike  Behar 
Three  weeks  later,  the  finished  shirt  arrives.  It  doesn't  get  any 
easier  than  that.  C.E.O.  shirt,  $1 55,  by  Ike  Behar,  (800)  637-301 3,  and 
at  Jeff's  Haberdashery,  New  Orleans,  and  select  Saks  Fifth  Avenue  stores 


EN  NEAPOLITANS  DESCRIBE  A  DAPPER  MAN  AS  B 
ira,  they  mean  he's  dashing,  well-dressed,  sartorial! 
ire.  And,  as  likely  as  not,  that  he's  wearing  a  suit  i 
Kiton,  Neapolitan  tailors  in  the  grand  tradition  whi 
_^pen  to  be  celebrating  50  years  in  the  business 
by  opening  a  Manhattan  flagship  this  fail.  Housed  in  i 
former  Banco  di  Napoli,  iliJ*yV|Jl^^j!.     offers 
custom-made  and  ready-MMMNRMI^portswear  i 
men  and  women,  displayed  in  the  sort  of  lush  environ, 
you'd  expect  for  such  handsome,  and  expensive,  cir 
You  can  even  have  your  neckwear  custom-made— 
or  find  immediate  gratification  in  something  like  th 
14-micron  wool  beauty.  FK/'s  fashion  department  r 
The  World's  Perfect  Tie:  The  superfine  fabric  draj. 
beautifully,  wears  like  iron,  ties  smoothly  and  dimpll 
becomingly.  And  with  that,  you're  well  on  your  way  f 
to^attaining  some  bella  figura  status  of  your  own.  Wool\ 
5,  at  Kiton,  4  E.  54th  St.,  New  York;  (212) 


1 


PEWTER  BY  PENN 


SELF-TAUGHT  DESIGNER  TOM  :  :  >;-  RENDERS  TABi  fWARE 

and  home  accessories  in  r:       .in:  ^^wterallov 
that  helps  suffuse  each  u  a  quiet 

presence  of  its  own,  whether  ,.  ■^h^rk  fin 

salt  and  pepper  shakers  or  a  sin,.  •  n  style 
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>%. 


olive  dish.  Perhaps  growing  up  influenced  by 
famous  father,  photographer  Irving  Penn, 
something  to  do  with  the  formation  of  the  your 
Penn's  tongue-in-cheek  style.  Available  exclusi 

from  Robert  Marinelli,  New  York,  (212)  414-0^ 


[£S 


HERMES  -PARIS 


£k5^ 


HERMES  -PARIS 
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HERMES  -PARIS 


^^^ 


\Q£  COMPASS"  WATCH 
EVER  LOSE  TIME 


1-800-441-4488 


_L 


Is  it  quite  possible  that  the  matchless  service  which  is  synonymous  with  Raffles  can  now 
be  found  in  other  hotels?  Well,  yes,  if  they  share  the  same  Raffles  name.  For  in  each  of  the 
properties  in  our  ever-growing  collection,  you  will  find  the  same  attention  to  detail,  sophistication 
and  luxury.  Yet  each  magnificent  hotel  or  resort  presents  a  completely  unique  experience.  Which 
creates  a  rather  pleasant  dilemma  when  deciding  which  Raffles  to  visit,  yyouldn't  you  say?        Hotels  &  Resorts 


Raffles 


Raffles  Hotel,  Singapore 


J  Ince    188  7,    the    salutation    "See   you    at   Raffles" 
meant   quite    literally   that. 

Today,    however,    the    meeting    could    be    at   any 
of  our  fabled    hotels. 


I 


I 


Raffles  Hotel  Le  Royal 
Raffles  Grand  Hotel  d'Ang. 
Raffles  L'Ermitage  Bev 
Raffles  Hotel  VIer  Jahres,'. 


-amt'odla  Raffles  Hotel.  Singapore 

V   Ca'^bodla  Raffles  The  Plaza,  Singapore 

''  C''-  Le  Montreux  Palace,  Montreux 

Raffles  Resort  at  Canouan  Island,  The  Grenadines' 


Raffles  Resort  Bah  at  Jimbaran* 

Raffles  Resort  Mallorca  at  Colinas  d'Es  Trenc* 

Raffles  Resort  Bintan* 

Raffles  Resort  Phuket* 


>rmation  and  , 


,r.yat,j.fljnjL  at  www.raffles.com 


!i£ 
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:  BEGINNING  I  LOOKED  AROUND 
3t  finding  the  automobile  of 
ams,  decided  to  build  it 
"  Well,  who  among  us  has 
d  the  same  thing?  The  only 
ice  IS  that  Ferdinand  Porsche 
y  did  it.  And  now  the  entire       _ 
f  Ferry's  dream  car  and  the      ■ 
it  spawned  is  available  in  a 
ok  by  automobile  journalist  and 
in  Dennis  Adier.  Despite  the 
inding  title,  Porsche:  The  Road 
uffenhausen,  is  exhaustively        ' 
;hed,  with  the  aid  of  the  ■ 

le  company,  and  gorgeously 
t  with  many  new  photographs 
le  company  archives.  A  fl 

ead  for  the  Porsche  nut  in  the 
(everybody  has  one).  Porsche: 
Dad  from  Zuffenhausen,  by 
;  Adler;  Random  House;  $75. 


,,a«««-»**" 


ITALIAN 
SUPERSPORT 


THE  ENGINE  WAS  DEVELOPED  IN  AUSTRIA.  THE  SUSPENSION  COMES  FROM  GERMANY 
and  Japan,  and  a  Scot  saw  to  the  overall  design.  Never  has  such  an  international 
effort  resulted  in  something  so. ..Italian:  the  2004  Aprilia  1000  R.  Smaller, 
lower,  lighter  and  faster  than  its  predecessor,  the  Mille,  the  139-hp  1000  R  is 
capable  of  speeds  over  170  miles  an  hour.  Which  is  something  you  might  want  to 
try  on  the  track:  By  removing  just  eight  screws  on  turn  signals,  mirrors  and  number- 
plate  holder,  the  Aprilia  is  race-ready  in  five  minutes.  $13,999.  www.aprilia.com. 


MICRO- 
INIVAN 


WE  DROVE  A  LOT  OF  CARS  THIS  YEAR,  BUT  OUR  SENTIMENTAL  FAVORITE  TURNED  OUT  TO  BE  NONE 
other  than  the  Honda  Element.  Sure,  you  might  feel  like  you  should  be  delivering  milk  in  it,  but  it's  just 
so  damn  cute,  and  sensible:  roomy  but  not  overwhelming,  with  stainproof  seats,  removable  skylight 
(standard  on  the  4WD  model),  back  seats  that  can  either  recline  or  be  stored  out  of  the  way  for  added 
cargo  room  and  those  open-out  easy-access  doors!  Another  plus:  24  miles  to  the  gallon.  Starting 
at  $16,  WO  (2WD  manual)  to  approximately  $22,000  (4WD  automatic  fully  loaded),  www.honda.com. 
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CAN     YOU      SPOT     THE     CHRYSLER 


THIS      PICTURE?; 


D  R  E  A 

.-Ully  equipped  for  534,495  Mi 
nearest  Certified  Chrysler  Crossfire 
7-year/70. 000-mile  Powertrain  Lii 


^^ 


3h.  1.1  g  skid  pad  rating.  The  Chrysler  Crossfire  has  arrived. 


O   S    S    F   I    R   E 


e;,r  I  c  A 


GERMANY. 


ire  yours,  visit  cfy|sler,conn /crossfire  or  call  866.4ACROSSFIRE  to  locate 
=".«  Experience  is  availm*  on  CD-ROM,  Crossfire  Premium  Care  Plan  includes  transf 
rarj^.Sfefable  to  seconi||^ner  with  fee.  A  deductible  applies.  See  dealer  for  df 


IS! 

lii 
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^Atkins  Diet,  Texas-Style 

Y  NOT  LOOK  PRETTY,  BUT  THIS  IS  SOME  OF  THE  BEST  BEEF  JERKY  YOU'LL 

aste.  It  hails  from  the  Lazy  H  Smokehouse,  a  modest  log  cabin  on  Rte.  3 

theast  Texas,  a  few  miles  from  the  Louisiana  line.  The  proprietor,  \/eUiU 

t,  makes  the  stuff  from  lean  pectoral  muscles,  which  she  soaks  m  \m  secret 

ade,  then  tumbles  in  Tony  Chachere's,  a  spicy  Cajun  powder  that      j  says,  "the 

asses  across  the  river  can't  cook  without."  Thetexture  is  chewy    -inout  being  tough, 

itial  taste  powerfully  smoky.  Then  comes  the  punch  line:  a  geiule  burn,  grace  a  Tony's,  that 

rom  the  back  of  your  mouth  to  the  front.  Rinse  with  iced  tea  or  beer.  Repeat.  The  Lazy  H  also 

5  smoked  sausage,  brisket  and  bacon.  If  you  can't  find  your  way  to  Kirbyville,  they  happily 

r  anywhere  in  the  U.S.  via  priority  mail.  Just  call  Velma  at  (409)  423-3309,  or  fax,  (409)  423-1114 
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CUT! 
I  SAID 


THE  MUSHROOMING  POPU- 
larity  of  video-editing  com- 
puter software  has  given 
would-be  auteurs  a  chance 
to  show  off — not  just  to 
their  long-suffering  families, 
but  also  to  absent  buddies 
via  the  Internet.  The  most 
popular  and  versatile, 
Apple's  Final  Cut  Express 
($299),  offers  more  than 
200  transitions,  filters  and 
effects,  and  like  so  many 
Apple  programs,  it's  almost 
idiotproof.  If  you're  not  a 
Mac  user  and  already  feel 
comfortable  with  the  basics 
of  editing,  try  Adobe's 
Prerniefs  Pro  ($699), 
which  offers  color  correc- 
tion and  improvfri  saund 
editing,  and  work?  fluidly 
with  the  comparers 
Photoshop  picture  efliiing 
program.  For  h^jinniers, 
Sony's  gotten  into  tljR  ^.   ie 
with  the  budget-pricGU 
Screenblast  Movio  Stjdici 
($99),  an  editing  pro-iram 
that  also  boasts  a  wealth 
of  stock  video  footage 
from  the  Sony  vaults  ''^ 
manipulate  as  you  S6~  v-.K 
Final  Cut  Express,  ww. 
apple.com  and  Apple  s.: 
Adobe,  www.adobe.com; 
Sony,  www.sonystyle.com 
and  Sony  stores. 


m^ 


THE  LIMIT 
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IF  THE  FRENCH  ARE  SENTIMENTAL 

about  the  Concorde's  demise,  they 

sure  aren't  showing  it.  They're  putting 

two  of  them  on  the  block — in  pieces. 

On  Saturday,  November  15,  Christie's 

in  Paris  will  auction  everything  from 

the  dishware  to  the  "machmeters,"  to 

the  pilots'  seats  to  the  mighty  Olympus 

593  motors.  Some  bidder  will  even  go  home  with  the  3.5-meter-long  nose,  the  ultimate  reJ 

made  objet  d'art.  For  $11,700  to  $17,600,  it  could  be  you.  The  entire  lot  will  be  on  displa\ 

Novembers,  10,  12,  13 and  14  from  10a.m.  to  6 p.m.  (011)33-1-40-76-85-85,  www.christies.i 


P^f 


W 


24  FORBES  FY! 


GIngc 
Soap 

ROGER  &  GALLET'S  Nl 
ginger  soap  achieves  c 
small  alchemical  mira 
In  addition  to  its  nami 
sake  spice,  the  soft 
lather  is  laced  with  m 
of  Chinese  star  anise, 
Madagascan  clove, 
Venezuelan  tonka  bea 
Mysore  sandalwood, 
incense,  vanilla  and 
amber.  Yet  the  linger! 
olfactory  impression 
that  emerges  from  thi 
intoxicating  swirl  of 
ingredients  is  somethi 
singular  and  unforgett 
Single  soap  travel  cast 
$7;  boxed  trio,  $15.  Se 
Nordstrom  and  Lord  & 
Taylor  stores. 
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Pack  Up  Your  Bubbles 

HOLIDAY  REVELERS  WILL  LOVE  ARCHITECT  RICHARD  MEIER'S  LUCITE  SIX-PACK, 
stocked  with  enough  Dom  Perignon  Vintage  1995  Champagne  to  get 
any  party  started.  If  you  want  a  case  (or  two),  buy  now— only  300  were 
made,  and  theyi!  be  snapped  up  quickly  despite  the  $2,000  price  tag. 
Please  drink  resr^onslbly— and  glamorously.  Richard  Meier  limited-edition 
gift  case  for  Dor.  ""crignon,  $2,0C0;  (877)  SPIRITS,  www.877spirits.com. 


WINTER 


SOLE  SURVIVOR) 

IN  1786,  THE  DANISH  SHIP  CATHERINA 
Flensburg  sank  off  the  coast  of  Cornwall,  art 
cargo  of  Russian  leather  went  to  the  bottoii 
Plymouth  Sound.  Two  hundred  years  lateral 
wreck  was  found— along  with  the  hides,  lai 
undamaged  by  two  centuries  underwater.)! 
noisseurs  went  on  high  alert:  Russian  leath- 
famous  for  its  distinctive  aroma  and  durat; 
(due  to  soakings  in  flour,  yeast,  wood  liquor, 
seal  and  birch  oils),  but  production  of  thei 
thing  disappeared  with  the  Tsars.  Now,  th.^ 
to  British  cobblers  Poulsen  Skone,  you  can» 
shoes  cut  from  200-year-old  reindeer  hide] 
vaged  from  a  shipwrecked  Danish  brigani 
Talk  about  your  conversation  starter.  Cafi 
lace-ups,  $1,500,  by  Poulsen  Skone,  at  Out. 
New  York  and  Chicago;  (800)  776-4053.  I 


or  SOI 


MG  TO  HAVE  A  MAGNIFICENT  END  TABLE  CRAFTED  FROM,  SAY,  BRAZILIAN  CEDAR  AND  IT, 
but  what  if  the  table  actually  does  something  to  earn  its  keep?  Puro's  "Executr 
iiges  by  storing  1,000  of  your  prized  cigars  at  the  perfect  temperature  and, 
.  wtive,  one  of  three  models  from  Puro,  requires  100  hours  of  handwork  to  completj 
'  coats  of  hand-rubbed  finish  for  the  various  kiln-dried  woods  you  can  order 
:l;:  stogie-coddling  capabilities  are  impressive,  too,  including  automatic  climate 
'■■''  lisQiays,  and  an  audible  alarm  in  case  the  thing  is  about  to  hit  an  iceberg 
Jio  Executive,  $4,650  plus  shipping;  (866)  206-7876;  www.purohumidors.a 


lei) 
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Travel  hasn't  lost 
its  masic 


ftECERLECoULTR 
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Master 
Compressor  Geosraphic 

A  second  time-zone  that  adjusts 

instantly  to  the  destination  of  your  choice, 

A  patented  system  for  maximising  water 

resistance,  by  the  two  compressor  keys 

fitted  to  the  crowns.  A  complicated 

movement  in  a  timepiece  that  has  a 

sporty  elegance.  Our  watchmakers 

hove  renewed  the  magic  of  travel. 


»j[aeger-leCoultrp> 


TOURn€nu 


SINCE 


19    0    0 


SHOP-AT-HOME:  800.348.3332 

NEW  YORK     ATLANTA      PALM  BEACH      BAL  HARBOUR 

CHICAGO      HOUSTON      LAS  VEGAS      SOUTH  COAST  PLAZA 

LOS  ANGELES      SAN  JOSE      SAN  FRANCISCO 


■-STffl^lJp"--      ■'"     f 


v^l|y|;- 


VICTOR    TALBOTS 

GREENVALE,    NEW    YORK 

516.625.1787 


^'^^■ 
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BORRELl 


in 


NAPOLI 
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2  12.7  5"2.1  500    ' 
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PEAK 
EMORY! 

■  SENSE  OF  SMELL  IS  THE  THRESHOLD  OF 

ory,  then  La  Grande  Boutique  de 
saq  Parfumeur  offers  an  elegant  way 
sure  that  a  special  occasion  lives 
the  hearts  and  minds  of  those  who 
d.  Known  for  tailor-made  perfumes,  the 
boutique  also  creates  personalized 
its,  votive  candles  and  eaux  de  toilette. 
)mers  may  select  from  a  variety  of 
ances,  fabric  and  label  colors,  and  have 
|r  labels  or  silk  taffeta  fabric  printed 
jtext  in  different  styles  and  colors 
mmemorate  an  event.  Shown,  the 
ant  Camellia  sachet.  Minimum  order 
Jase  price  about  $208.  To  order,  call 
'8-27-50;  (212)  373-4767  or  www.- 
3nparfumeur.com  for  more  information 


bob  cratchit's  prize  turkey  edition 


WE  DON'T  KNOW  FROM 
sugar  plums,  but  we  do 
have  some  delicious 
visions  of  holiday  food 
dancing  in  our  heads. 

If  Santa  were  a 
cowboy — well,  a 
gourmet  cowboy — we'd 
leave  the  jolly  elf  a  slice 
or  two  of  PERINI  RANCH 
mesquite-smoked, 
peppered  beef  tenderloin 
on  the  hearth  instead 
of  cookies  and  scotch. 
Actually,  the  scotch 
might  be  perfect  for  this 
tender,  subtly  smoky 
and  spicy  meat.  The  beef 
comes  from  Buffalo 
Gap,  Texas,  precooked 
and  flash-frozen, 
thereby  making  a  perfect 
low-energy-output 
(for  you)  party  pleaser. 
It's  $88  per  2-2V2  lbs 
at  www.periniranch.com. 

Wondering  where 
your  next  live  giant 
Australian  crawfish  is 
coming  from?  Or  just 
want  to  treat  some 
friends  to  some  super- 
fresh  Kumamoto  oysters? 
Farm-2-Market.com  does 
away  with  middlemen 
by  overnighting  seafood 
nearly  direct  from  the 
docks.  Check  the  "Gem 
0'  the  Day"  offerings 
for  such  surprises 
as  hand-netted  Louisiana 
white  shrimp  ($80 
for  5  lbs.)  shipped  truly 
ufifrozen — very  rare 
for  shrimp  these  days, 
DO  scatter  what  the 
sign  says  at  the  market. 

You've  got  to  show 
up  at  one  of  their  shops 
in  fails,  London,  New 
York  or  Tokyo  to  organize 
3  rno-;oiat5-tasting 


session,  but  LA  MAISON 
DU  CHOCOLAT  (www.- 
lamaisonduchocolat.com) 
will  happily  supply  you 
with  the  goods  at  home. 
Since  1977  Parisian 
chocolatier  Robert  Linxe 
has  fed  fond  addictions 
with  handmade,  all 
cocoa-butter  and 
no-bitterness  confections 
made  exclusively  from 
natural  ingredients. 
(We  don't  really  want 
to  know  what  flavors 
the  "Yoke")  A  27-piece 
assortment  is  $38. 

Hold  onto  those 
fillings.. ..ENSTROM'S 
ALMOND  TOFFEE  is  head- 
turning,  possibly  life- 
altering,  crunchy  stuff 
hand-crafted  from  butter, 
sugar,  almonds  and 
milk  chocolate — that's 
about  it— by  the  same 
Grand  Junction,  Colorado 
family  for  over  50  years. 
One  pound  of  toffee  is 
$15  at  www.enstrom.com. 

Are  your  friends  club- 
bable? THE  GRATEFUL 
PALATE  (www.grateful- 
palate.com)  offers  a 
range  of  clubs  that  will 
have  them  as  members 
anyway.  A  labor  of  love 
bordering  on  obsession. 
The  Grateful  Palate's  Dan 
Philips  has  ransacked 
family  smokehouses 
across  North  America  for 
his  farm-made,  artisanal 
bacons.  Hickory-smoked, 
peppered,  sugar-cured, 
whatever,  they  are 
available  separately  or 
through  the  Bacon 
of  the  Month  Club  ($120 
for  12  months). 

For  the  Southerners — 
or  Southern-wannabees — 


among  us,  nothing  says 
home  and  comfort  like 
a  steaming  bowl  of  grits. 
Southernfood.com  has 
taken  nostalgia  an  extra 
step  back:  Its  stone- 
ground,  white-speckled 
Georgia  grits  are  actually 
better  (shush!)  than 
Momma  made.  At  $2.95 
for  an  8  oz.  sack,  they 
make  righteous  stocking 
stuffers.  Among  much 
else  the  site  also 
offers  that  quintessential 
Southern  acquired 
taste,  boiled  peanuts 
($19.95  per  gallon). 

If  you  love  to  slaughter 
the  metaphorical  fatted 
calf  for  the  holidays 
but  would  really  prefer 
someone  else  do  the 
butchering,  D'ARTAGNAN 
(www.dartagnan.com) 
is  there  for  you.  They 
have  on  hand,  in  fact, 
everything  from  kid  goat 
to  wild  hare  to  ostrich 
in  addition  to  more 
conventional  fare.  Their 
seasonal  selections 
include  such  things 
as  Scottish  red  leg 
partridge  at  $13.50  per 
8  oz.  ("Watch  out  for 
the  shot!!!"  the  site 
advises.)  D'Artagnan 
is  also  America's 
premier  producer  of 
foie  gras  (a  half-pound 
terrine  of  duck  foie 
gras  is  $63.75). 
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palm  beach's  glittering  fair  |  barbados  fuxe  redux  |  londoll 
Indian  jewel  |  Venezuela's  bonefishing  paradise  |  jazzy  in  u 


BEACH 


The  Palm  Beach  Classic:  The  8th  A 
International  Fine  Art  and  Antique  F 

information  on  the  2004  fair,  , 

runs  January  30  to  February  8,  call  | 

209-1300,  www.ifael 
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the  noted  interior  dt  signer,  , 
ANTIQUE    Mh       Wes    ^        ^ 

used  in  Palm  Beach."  -•    .  ' 
sqiuire-ie.ot,  biilloonlike  tent  t}, 
convci..  ion  center)  was  a  blinding 


.  "This  fair  is  totally  appropriate  for  where  it  is,"  said  Juan  Pablo  Molynd 
'^he  halls  of  the  PALM  BEACH  CLASSIC:  THE  INTERNATIONAL  FINE  ART 

t  :   'bruary.  "The  dealers  are  smart;  they  present  things  that  car 
.•  why  one  ot  the  first  things  visitors  saw  when  they  entered  the  55,0 
'liter's  exposition  (this  year's  fair  will  be  held  in  the  perman 
V  iv  of  J'-amonds.  Among  them:  an  asymmetrical,  one-of-a-kind 
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LONDON 

Benares:  There  is  no  question 
that  New  York  is  blessed  with 
life-affirming  pleasures  that 
London  can't  manage:  the 
five-dollar  cab  ride,  air-condition- 
ing, Chinese-Cuban  take-out 
and,  my  wife  tells  me,  a 
cut  and  blow-dry  on  your  lunch 
hour  without  an  appointment. 
But  New  York,  indeed  America- 
do  forgive  one  small  complaint 
from  an  occasionally  home- 
sick immigrant— has  never 
managed  the  cosmopolitan 
perfection  of  a  truly  world-class 
Indian  restaurant. 

I  had  hardly  noticed  the 
crack  in  New  York's  civilizational 
foundation  until  I  ate  dinner  at 
BEKSSSS  i:>  M^yfair,  London. 
Once  I  'nH  ■   /  ^d  the   ^mb 
chops  wii;  ,:!,  the  ;"  •  '>ct 

dal,  the  airy  b?i?=rt  fiSJed  . 
a  stratum  of  p-.;      '  '^tes — 
all  dishes  from  A.        v  HM.'j 
classicallnd'in  mci 
that  crack  assumed  (if    ^v 
mealtime  imagination)  the 
proportions  of  a  gaping  cha: 

Benares  stands  apart  from 
New  York's  scores  of  Indian 
(and  quasi-Indian)  options  in 
two  important  ways.  First, 
its  setting  is  on  a  par  with  its 
menu — i.e.,  the  seating 
'd  gr^^ting  are  as  good  as 

eating.  The  restaurant  was 
-^d  by  Bangkok-born 
odhin,  who  modeled 


necklace  of  800  stones,  totaling  54  carats  (price  tag:  $590,000)  and  radiating  light  beams 
the  stall  of  the  jeweler  FRED  Paris.  "These'aren't  antiques,  are  they?"  one  onlooker  askd 
companion,  both  of  them  glued  to  the  display  like  deer  in  headlights.  They  weren't  antiqui 
course,  but  a  strict  interpretation  of  the  fair's  name  was  obviously  waived  in  favor  of  satisfyin 
of  the  tovra's  ruling  passions:  gems.  "There's  a  joke  in  Palm  Beach  that  whenever  it  rains,  C 
runs  out  of  diamonds,"  one  local  explained.  1 

Modern  jewelry  was  only  one  component,  however,  of  this  showcase,  which  was  laun 
in  1997  and  has  rapidly  become  one  of  the  most  prominent  in  the  U.S.  The  60  exhibit 
the  2003  tent  constituted  a  veritable  who's  who  of  the  international  antique  dealer  estaj 
ment,  giving  this  relative  newcomer  instant  credibility.  But  as  one  of  the  more  esteemec 
warts,  Belgian  dealer  Axel  Vervoordt,  explained,  he  had  initially  resisted  becoming  invo, 

"I  didn't  want  to  come  to  Palm  Beach;  I  thought  it  would  be  too  glitzy,"  he  said,  she 
a  remarkable  prescience  about  the  diamond  displays.  "But  we  discovered  that  there  is 
taste  here."  In  other  words,  the  collectors  and  designers  were  lapping  up  Vervoordt's  di 
showcasing  everything  from  18th-century  French  chairs  to  a  ist-century  Roman  marble 

Ariadne  Galleries  from  New  York  had  one  of  the  pieces  that  everyone  wanted  t( 
another  ist-century  A.D.  Roman  torso,  which  was  based  on  the  5th-century  B.C.  Greek 
ue,  the  "Diadoumenos,"  and  had  once  been  owned  by  Rudolf  Nureyev.  (Price  tag:  $750,0 

Mostly,  though,  the  halls  were  stocked  with  the  blue-chip  staples  of  such  elite  fairs: 
and  18th-century  English  and  French  fiirniture,  European  and  Asian  paintings,  and  vii 
porcelain.  In  the  ornate  room  lined  with  18th-century  French  oak  paneling  assembled  H 
Paris  dealers  Bernard  and  Benjamin  Steinitz,  was  an  early  18th-century  Queen  Anne  hiJ 
of  lacquered  wood,  gilded  with  ebony  inlays.  The  London  dealer  Jorge  Welsh  presented ; 
ner  service  of  porcelain  from  the  18th-century  Qing  dynasty  commissioned  by  President] 
Adams.  Maastricht-based  Noortman  brought  paintings  by  Vlaminck  and  Bonnard. 

Given  the  head- turning  array  of  treasures,  it  was  easy  to  miss  one  of  the  rarest  and 
memorable  pieces  of  aU:  The  London  jeweler  Wartski's  offering  of  a  small  bracelet  of  I 
precious  stones,  a  gift  from  Napoleon  to  his  sister  Elisa,  the  Princess  of  Lucca,  to  celebra- 
daughter's  birth.  The  imperial  jeweler  Fran9ois-Regnault  Nitot  created  the  bracelet, 
spells  out  Napoleon's  name  using  the  initials  of  the  stones:  novamina  (a  rock  crystal),  ame 
peridot,  opal,  lapis  lazuli,  emerald,  onyx  and  novamina.  It  might  not  have  radiated  the 
visual  flash  as  the  nearby  diamonds  and  emeralds,  but  it  made  the  point:  At  the  Palm  Ij 
Classic,  all  that's  gold  isn't  necessarily  gUtzy.— LAURIE  WERNER 


it  on  an  Indian  courtyard,  with 
strong  concentric  lines  offset 
by  soft  cushions  and  "reclaimed" 
i^^^^erials — sexy  low  seating  in 
th"  lounge,  comfortable, 
5.rong-backed  chairs  (built  for 

s-^riotH  business  of  gorging) 
'  dining  room,  pools  strewn 

"if      lies,  well-chosen  wall 
"         ""5  ~  '  :■  'esult  is  spacious 

'  austere,  but  with 
^0.  ■  ■  ill!  pretension 

•  *■>      e';  bustling, 
'■)ti!  wiirtvu.    ■!*»  ovt'.'i" 
bar-side  pu  ^aic  /  of 
"hot"  New  Y.       .les';: 

But  the  boY 
authentic  fare,  w!i;<. 


fussy  nor  nundane.  Pu 


owded 

Tie 
•  ■'  ions, 
the 
'ther 


spicy  quails  with  cinnamon 
sticks,  Kashmiri  chili  powder 
and  green  cardamom.  Lamb 
curry  with  almond  paste  and 
poppy  seeds,  tamarind  pulp 
and  curry  leaves.  Indian  cottage 
cheese  and  broccoli  roasted 
in  tandoor,  a  tribute  to  my 
homeland's  great  contribution 
(misunderstood  in  yoga- 
obsessed  America)  of  making 
vegetables — even  broccoli — 
acceptably  sinful. 

Kochhar  had  previously  won 
a  Michelin  star  as  chef  at 
London's  Tamarind,  but  with 
Benares  he  has  had  a  chance 
to  broaden  his  repertoire, 
including  on  his  menu  dishes 


from  the  distinct  cuisines 
characterize  the  wide-flutii 
ners  of  the  subcontinent. ' 
unifying  theme  is  that  all . 
Indian,  and  exquisite,  and 
because  they  are  being  en 
by  diners  outside  of  India 
itself,  precedent-setting.  C 
hopes — and  if  Mr.  Kochha 
can't  be  persuaded,  perh< 
another  young  talent  will 
take  up  the  challenge — ^th; 
London  will,  someday  sooi 
have  to  share  that  distinc 
Benares;  12  Berkeley 
Square,  Mayfair,  London  I 
020-7629-8886, 
www.  benaresrestaurant.  co 
— TUNKU  VARADAR 
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Fun  shown  actual  size.  Is  it  a  camera  with  a  built-in  big  screen?  Or  a  big 
screen  with  a  built-in  camera?  Either  way,  the  2.5"  DayFine™  LCD  on  our  L3v 
and  L4v  digital  cameras  makes  a  big  difference  when  it  comes  to  taking 
and  sharing  your  pictures.  It's  fun  on  a  larger  scale.  From  the  company 
who  believes  that  even  the  smallest  things  can  always  be  improved. 
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3  or  4  Megapixel  Models  Avail 


""  fun  to  win  a  free  camera?  Visit  our  website  and 

i",'  ■ 
it.Qutf  2.5"  DayFine"  backlit  LCD,  learn  about  the 

(fld  othisrjtfiings  that  mal<e  this  such  a  cool  little 

l^ter  to  win  one.  kyocera.com/l3v 
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NEZUELA 

toques:  i  couldn't 
ber  the  last  time  I 
t  20  bonefish  in  a  day — 
I'd  never  caught  20 
sh  in  one  day.  But  here, 
se  flats  of  the  Caribbean 
elago  about  80  miles 
of  the  Venezuelan  coast, 
ed  that  many  before 
What  makes  the  fishing 
0  otherwordly?  According 
<  Gonzalez,  owner  of 
TON  LODGE,  where  we 
,  it's  the  formation  of  the 
Unlike  the  Florida  Keys, 
turtle  grass  flats  rise  out 
p  water  and  attract 
)aming  ocean  fish  (also 
ing  snook,  permit  and 
)  that  rarely  see  anglers, 
combined  with  very 
ishing  pressure  (we  only 
^0  other  boats  in  four 
makes  for  some  of  the 
shing  I  have  ever 
enced.  Getting  to  Los 
s  requires  a  six-hour 
from  New  York  to 
s,  and  chances  are  you'll 
0  overnight  in  the 
rts  of  Caracas  and  catch 
ly  morning  flight  to  the 
s.  We  booked  through 
ers,  which  provided 
r  to  make  sure  we  were 
ken  care  of  until  we 
nieashed  on  the  flats. 
nights  and  six  days  of 
at  Los  Roques  and  the 
3ton  is  $2,995  per  person, 
ers:  (800)245-1950 
w.  frontierstravel.com. 

—EVAN  McGLINN 
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VASHINGTON,  D.C. 


IVw  UuZZ  OlUUi  Jazz  pianist  JackyTerrasson  is  sneaking  up  on  the 
next  tune,  coaxing  an  introduction  out  of  a  sumptuous  Steinway.  A  simple 
repetitive  riff  leads  to  a  light  rain  of  high  notes  and  finally  the  start  of  the  sim- 
ple, sad  melody  of  Charlie  Chaplin's  ballad  Smile.  The  audience  of  150  or  so 
is  engrossed.  It's  one  of  those  rare  moments  for  lovers  of  live  jazz — and  the 
point  at  which  the  magic  is  all  too  often  shattered  by  the  chirps  of  a  cash  reg- 
ister or  the  wail  of  a  cocktail  waitress  ("Two-drink  minimum!").  •  But  the 
respectful  mood  here  at  Washington's  new  KC  JAZZ  CLUB  holds  throughout 
Terrasson's  entire  set.  This  is  astoundingly  weird.  But  then  ever  since  its  debut 
last  year,  the  KC  Jazz  Club  has  been  a  weird  jazz  club  in  many  ways — all  of 
them  good.  •  For  one  thing,  the  club  is  housed  within  the  Kennedy  Center, 
the  capital's  staid  and  stately  showcase  for  classical  music.  The  center's  "legit" 
atmosphere  doubtless  shapes  the  philosophy  that  patrons  ought  to  be  able 
to  actually  hear  and  appreciate  the  music.  The  room  itself  has  the  feel  of  an 
intimate  nightclub,  complete  with  a  small  black  stage,  cabaret  tables  and  \\ 
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draperies  covering  the  walls.  For  a  jazz  venae,  the  acoustics  are  unbelievably  good.  The 
Center's  supply  of  s\Tnphony-class  pianos  and  audio  equipment  probably  doesn't  hurt. 
'd  never  guess  that  this  club  disappears  and  reappears  throughout  the  year.  Much  of  the 
s  a  bare-bones  room  that  hosts  lectures  and  exhibits.  For  jazz  performances,  the  Kennedy 
s  set  loaders  transform  it  into  a  nightclub  just  as  they  would  convert  a  bare  theater  stage 
;  Forest  of  Arden  for  a  production  ofyls  You  Like  It. 

lineup  for  the  club's  upcoming  season  is  impressive.  Players  range  from  lyrical  pianist  Fred 

and  crooner  Kevin  Mahogany  (doing  a  Johnny  Hartman  tribute)  to  adventurous  saxo- 

;s  Greg  Osby  and  Chris  Potter.  If  you  can  tolerate  a  combination  of  hip  music  with  clean- 

romfort  and  quiet,  then  give  this  place  a  Usten.  — MICHAEL  GOLD 


EYESJINLL 


KC  Jazz  Club,  John  F. 

Kennedy  Center  for  the 

Performing  Arts,  2700 

F  Street,  NW,  Washington, 

D.C.  (800)  444-1324 

or  (202)  467-4600, 

www.kennedy-center.org. 

Season  runs  from 

September  through  May. 

Tickets  are  $25. 


IBADOS 

mes:  For  storied 
lotels,  this  is  the  era 

ig-budget  remake,  with 
hat  goes  like  this:  The 
3tel,  largely  living  on 
lorous  past,  gets  an 
usiy  expensive  face-lift 
I  upwards  of  $100 

and  when  the 
ling  is  unwrapped  the 
:arp  that  the  soul  of 
jerty  has  been  scrubbed 
ong  with  the  years 
ect.  That  was  the  line 
Dorchester  (1990), 

(1991),  the  Beverly 
otel  (1995)  and  the 
V(1999),  and  it  was 
ck  take  in  some  quarters 
DYLANE  in  Barbados 

reopened  in  2001 
redo  that  cost  about 
nillion — or  $2.5  million 
m. . 

critics  should  look 

stayed  at  Sandy  Lane 
;arly  '90s,  and  the 
gloss  it  had  acquired  in 
60s  and  '70s  was 

gone.  Moreover,  the 
tated  architecture 
original  building,  a  deft 
;e  of  18th-century 
sm  and  High  Caribbean 


's  2004  rates  range 
from  $700  to  $4,200. 
itlons:  (246)  444-2000, 
ndylane.com. 


Plantation,  had  been  marred 
by  a  modern  addition  that 
resembled  a  junior  college 
dormitory.  The  new  owners  tore 
down  not  only  the  dorm  but 
the  original  building  too,  and 
then  started  over  using  the 
original's  stylistic  vocabulary: 
Tuscan  columns,  rusticated 
archways  and  cornices  that 
break  the  roofline.  How's  that 
for  coming  full  circle? 

Inside,  Sandy  Lane  II  has 
some  of  the  most  luxurious 
rooms  in  the  Caribbean.  They 
are  enormous — 900  square 
feet  on  average — and  they've 
been  endowed  with  formidable 
info-age  technology,  including 
plasma-screen  TVs,  T-1 
high-speed  Internet  and  DVD 
players  with  speakers  in  the 
loo  and  out  on  the  balcony 
(you  quickly  come  to  love  that). 
Everything — curtains,  lighting, 
fan,  room  temperature — is 
controlled  via  touch  pads 
at  the  doorways  and  bedside. 
The  decor  deploys  an  urbane 
palette  of  white,  gold  and 
mahogany,  with  dabs  of 
Caribbean  hues  and  gorgeous 
if  restrained  flora!  prints. 
Impressive,  too,  is  the  designer's 
keen  eye  for  mundane  room 
realities.  It  shows  in  the 
marble  ledge  opposite  the  toilet, 
positioned  so  you  can  put 
down  that  novel  yov'  j<ist  can't 
put  down.  Best  rooms:  luxury 
Ocean  or  one-bsdroosTi  DoSph^' 
Suite.  Memo  to  high  rnHe« 


The  two  penthouses  ($3,200- 
$7,000  in  2004)  are  not 
the  top  rooms;  they  don't  even 
have  a  beach  view  because 
they're  blocked  by  a  line  of 
mahogany  trees. 

The  47,000-square-foot 
resort  spa  is  a  testament  to  the 
owners'  budget-be-damned 
vision.  It  has  a  7,500-square- 
foot  free-form  pool  with  an 
artificial  waterfall  (a  touch  of 
Vegas);  pedicure  thrones  with 
built-in  heat,  massage  and 
water  pump;  treatment  rooms 
with  plunge  pools;  Jacuzzis 
with  built-in  stainless-steel 
beds;  Pilates  equipment  and 
rooms  dedicated  to  arcane 
treatments  such  as  Jet  Blitz,  a 
celluiite-busting  water  massage. 

Service,  surprisingly,  can 
be  hit  or  miss.  My  bags  were 
whisked  away  at  check-in — 
but  then  didn't  turn  up  for  an 
hour.  Another  guest's  bags — 
a  beautiful  pile  of  midnight-blue 
Juggage — turned  up  at  10  p.m. 


one  night.  It's  not  terminal, 
but  in  such  luxe  surroundings, 
small  lapses  loom  large. 

Sandy  Lane  has  a  1,000- 
foot-long  beach,  one  of  the 
finest  of  any  Bajan  resort,  and 
two  Tom  Fazio  golf  courses. 
It's  still  a  British-inflected 
hotel — half  of  the  clientele 
jets  in  from  the  U.K. — a  legacy 
of  its  founder,  British-born 
Ronald  Tree.  True,  the  original 
house-party  atmosphere 
hasn't  been  (and  can't  be) 
revived.  There's  no  Maria  Callas 
swimming  ashore  from  her 
yacht  anymore,  pet  marmoset 
on  her  back,  nor  a  David  Niven 
at  the  bar  inventing  cocktails. 
That  was  then.  Such  eccentricity 
might  not  even  be  at  home 
here  because  Sandy  Lane,  like 
so  many  very  high-end  resorts 
now,  is  more  about  private-jet 
cocooning  than  jet-set  glamour. 
On  that  basis,  it  should  be 
rated  a  roaring  success. 

—GARY  WALTHER 
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M. 


NOVEMBER  IS  KRU 


MON 


SUNDAY 


MONDAY 


TUESDAY 


WEDNESDAY        THURSDAY 


FRIDAY 


SATURD 


\% 


Stay  in  bed  vvilti 
all  three  Sunday 
newspapers. 


9 

In-laws 
cancel 
brunch 


Pretend  \ou 
need  lo  drown 
your  sorrows. 


16 

Kids"  day: 
museum  and  zoo. 

Order  in.  Burgers 
and  Krug  Grande 
Cuvee  night. 


23 

Catch  up  on  al! 
the  movies  we 
haven't  si  ■cm 


30 

Order  massages 
tjecause  we  love 
our  family,  but  we 
tie(ul  to  relax. 


3  4 

Pre-opera  cocktails       Close  on  new 
at  home.  summer  house. 

Krug  Grande  Cuvee      Celebrate  with 
minis  for  everyone!       Krug  Vintage 

Collection  1981. 


11 

Reminder:  Sister's 
birllidav.  Send 
a  bottle  of  Krug 
Vintage  1988. 


17 

Board  of  directors 
meeting  goes 
extremely  well. 

Celebration! 
Krug  and  pate! 


24 

Pick  up  new  car. 


18 

Dinner  party. 

a.  Order  more 
Krug  Clos  du 
Mesnil  1990 

b.  Finalize  catering 
menu 


25 

Cruise  through 
morfiing  commute 
without  hilling  a 
single  traffic  jam. 


12 

Krug  champagne 
tasting  and 
gourmet  club 
dinner  party. 


26 

Kids  are  out 
of  school:  "Make 
your  own  pizza" 
nighl. 


Kids'  field  trip. 
Tell  kids  that 
it's  "Be  Nice  to 
Parents  Day." 
Tliev  believe  you. 


7 

Company  team 
dinner. 

a.  Stock  up  on 
Krug  Grande 
Cuvee 

b.  Finalize  catering 
menu 


13 

Business  trip  is 
cancelled,  and 
Umberto's  has 
an  opening  at 
7:30  p.m.  Krug 
and  red  sauce! 


20 

Reminder: 

Godmother's 

birthdav 

Send  her  flowers, 
picture  of  the  kids, 
and  Krug  Rose. 


27 

Happv 
Dianksgiving!! 


Cocktails  wills 
the  Hansens 
^j,     ai  6:30  p.m. 


Reminder: 
Order  more  K 
Grande  Cuvee 


8 

Romantic  surpi 
dinner. 

a.  Hire  babysi» 

b.  Hire  limousii 

c.  Bu\  Krug  ft 
and  caviar 


15  i 

Parents'  50lh 
anniversary  pa 

a.  Hire  pholn^r 

b.  Get  bab\ 

c.  Buy  Krug  in 
Coileclion  1! 


21 

Send  kids 
10  visit  their 
grandparents 
for  the 
weekend. 


28       m 

Leftovers, 

Krug 

champagne. 

Monopoly 

and 

football!!! 


22 

Grown-ups'  da 
Krug  Rose  aix 
strawberrie.s. 

29 

Family  golf  out 


Celebrate  every  day...      i 
vUiat  are  you  waiting  for.^  I 

The  art  of  being  Krug. 


Krug      et      Georges      Rousse 


GRAND        VI 


DE      Champagne 


z-^, 


^r 


A/AM/tjU4^4^ 


^J^r 


1  in  .(var  collection. 


I   iH_i*wC'    l^'iilV     k'lH.     J'LWVSt. 


wwwsiowe.com 


Grape  Juic  by  Richard  Nalley 


Moods  for  Moderns: 
*ink  Champagne 

It's  a  beautiful  thing  for  the  holidays. 


the  neighbors  rig  up  their  40-foot, 

candle  Christmas  tree  or  present  little 
;  of  caviar  so  precious  that  each  egg  is 
the  last  stand  of  an  endangered  species. 
e  subtle  touches  that  are  actually  the 

test  at  holiday  time,  the  quiet  nuances 

soothe  our  distracted  psyches  into 
,s  of  sharing  and  celebration.  Here's 
nple  idea  to  help  it  happen — two  ideas, 
\".  Serve  Champagne  or  good  sparkling 
e  whenever  you  can,  and  make  the 
impagne  rose. 

The  Champagne  angle  should  speak 
itself.  No  other  drink  on  the  planet 
ultaneously  makes  a  connection  to 
:ome,  festivity,  extravagance,  tradition 

loosened  inhibition.  Champagne,  in 
sr  words,  steps  on  your  party  accelera- 
ike  nothing  else.  (This  is  literally  true, 
e  all  those  bubbles  usher  the  drink's  al- 
ol  more  swiftly  into  the  bloodstream 

hence  to  the  head.  Another  drop  for 
,  my  pet?) 

50  Champagne,  sure.  But  what's  new 
this  year  is  that  you  will  be  serving  dry 
:,  the  world's  most  debonair  and  mis- 
*erstood  bubbly.  You  will  do  this  for 
;  noble  reason — the  desire  to  bring  a 
dgen  of  your  own  special  star  quality  to 
ir  friends'  and  family's  otherwise  hum- 
m  lives — and  for  many  practical  ones. 
For  starters,  these  are  simply  among 

most  beautiful  wines  you  can  put  in  a 
5s.  You  wiU  realize  that  in  a  visual  flash 


when  you  see  a  row  of  rose  Cham- 
pagne-filled glasses  adding  their 
vivid  color  to  a  dinner  table,  or  just 
two  salmon-hued  flutes-worth  on 
a  white  cloth,  waiting  for  you  and 
your  paramour  to  puU  off  one  of  those 
yogic,  arm-twined,  tango-tango  love- 
toasts.  The  colors  bottled  by  different 
producers  range  from  palish  copper 
to  a  medium-dark  shade  of  rose, 
and  these  colors  are  subtle,  with 
nothing  close  to  the  Mercurochrome 
or  electric-red  "blush  wine"  end  of 
the  spectrum,  unless  you've  goofed 
big  time.  These  are  elegant  wines. 
They  look  as  if  they  cost  a  mint,  and 
chances  are  they  do. 

This  may  require  a  mental  shift  for 
some  people:  Rose  Champagnes  and 
sparkling  wines  are  not  a  step  down 
from  other  Champagnes.  In  fact,  they 
usually  cost  more  than  the  pale  versions, 
because  they  are  extra  trouble  to  produce. 
The  good  stuff^dryish,  refined,  compul- 
sively drinkable — has  nothing  to  do  with 
cold  duck  or  cough-medicine-y,  five  bucks 
a  pop,  small  "c"  "champagne":  Different 
grapes,  different  process,  a  whole  different 
mind-set.  If  rose  seems  like  the  style  of 
Champagne  some  far-gone  boulevardier 
would  slurp  from  his  mistress's  slipper  (do 
send  us  pictures  if  you've  done  this),  it  is 
a  reflection  not  of  rose's  worth,  but  of  its 
sly,  cheeky  association  with  romance.  Well, 


romance  and  a  certain  devil-may-care  atti- 
tude toward  hygiene. 

Back  in  France,  the  Champenoise  arrive 
at  their  rose  Champagnes  by  two  methods. 
Most  houses  give  the  wine  color  by  adding 
a  portion  of  still,  red  Pinot  Noir  wine  to  the 
blend  before  the  Champagne-to-be  under- 
goes its  second  fermentation  in  the  bottle, 
the  one  that  produces  the  trapped  bubbles. 
A  few  die-hards — Champagne  for  Dummies 
author  Ed  McCarthy  cites  Laurent-Perrier 
and  Taittinger — soak  the  clear  juice  of 
the  blend's  black  grapes  (Pinot  Noir  or 
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We  Promised  You  a  Rose  Garden 

Seven  beauties  for  the  holida 


Krug's  full-bodied,  complex 
style  makes  this  wine  a 
standard  for  rose.  It's  a  dry 
Champagne  with  a  fine  cut  of 
acidity,  but  what  you  notice 
more  is  its  richness,  fruit 
and  spice.  Silky-textured,  with 
notes  of  dried  fruit,  chocolate 
and  something  like  ginger. 
If  any  Champagne  is  worth  this 
kind  of  money,  this  is  the  one. 


[Lean,  elegant  and  so  pale, 
in  the  Roederer  rose  style,  as 
[to  be  indistinguishable  as 
[rose,  this  Cristal  still  packs 
Fa  seductive  flavor  punch,  with 
harmoniously  knit,  complex 
flavors  of  citrus,  rose  flower 


and  crushed  berry.  Just  begin- 
ning to  mellow,  it's  a  compactly- 
built,  long-distance  runner. 


ie  uom  doesn't  disappoint. 
Tasted  blind  with  several 
other  fine  roses,  it  stood  out 
like  a  thoroughbred  at  the 
trotter  track.  It  has  a  long, 
toasted  bread  and  red 
fruit  finish,  notable  "wine-y" 
qualities,  and  a  filled-in, 
full-bodied  concentration. 


ANN^EROS£  1996 


The  rare  house  to  barrel- 
ferment  its  vintage  Champagne 
base  wines  for  complexity 
(Krug  is  another),  Bollinger's 
Pinot  Noir-oriented  style 


is  right  in  the  wheelhouse  for 
rose.  From  a  vintage  with  a 
reputation  for  long  ageability, 
this  beauty  is  still  a  very 
fresh,  rich  Champagne, 
with  just  the  early  hints  of  a 
chocolate-y  maturity. 


SARDIN 


ROSE  RESERVE  1996 


Veuve  Clicquot  invented  rose 
Champagne  back  in  1775, 
and  they've  gotten  a  pretty 
good  handle  on  the  style  in  the 
intervening  centuries.  The 
gorgeous  1996  comes  across 
as  elegant  and  medium- 
bodied — surprisingly  for  usually 
rich  Veuve  Clicquot— but 
that's  a  good  thing  here 
in  that  it  allows  the  aromatic 
peach,  citrus  and  red  berry 
flavors  to  emerge  against 
a  crisp  background  of  acidity. 


OSSET  GRAND  ROSE 
nonvintage) 


The  oldest  winery  in  Champ^ 
(1584),  Cosset  today  contir 
another  of  the  region's  tradi] 
tions:  It's  run  by  a  woman, 
Beatrice  Cointreau.  The  win{ 
itself  is  maybe  the  most  purj 
delicious  on  the  board— plu 
juicy  and  generous,  wafting] 
a  floral,  ripe  red  berry  aror 


Made  from  100  percent  Pinfl^ 
Noir,  this  wine  picked  up  its| 
rose-salmon  color  from  cont 
with  the  black  grape  skins. 
The  style  is  dry  and  medium! 
bodied,  but  with  an  impressii 
concentration.  Look  for  hints 
red  berries— especially  stra^ 
berries— and  a  light  toast! nc 


ot  Meunier)  with  their  grape  skins 

g  enough  to  absorb  color  from  them.  In 

ctice,  it  is  a  distinction  without  a  difter- 

e.  The  differences  you  actually  taste  are 

more  to  the  wine's  overall  house  style 

n  to  its  coloring  method. 

Though  they  come  in  a  range  of  tastes, 

m  flamboyantly  fmity  to  almost  flinty 

austere,  as  a  group  rose  Champagnes 

toward  the  fuller-bodied  end  of  the 

kling  wine  scale.  The  good  news  here 

ot  only  that  roses  often  pack  extra 

or,  but  that  they  make  sweet  music  with 

ide  range  of  foods.  Of  course,  all  the 

er  "brut"  Champagnes  do  this  with 

at  flair  anv-way. 

Drier-style,  brut  Champagnes — the 
uine,  French  articles — pull  off  a  balanc- 
act  between  mild  sweetness  and  crisp 
diry  that  gives  the  drink  a  latchkey  to 
ock  surprising  flavor  romances  with 
rything  from  fried  chicken  to  popcorn  to 
esan  cheese,  and  nearly  anything 
ok>'  or  nutt>'.  Bait  roses  work  this  trick 
same  way,  but  those  with  extra  stuffing 
fruit  also  won't  fade  out  in  the  face 
creamy  risottos  (especially  those  with 
;0k\'  mushroom  or  oyster  tastes),  or  grilled 
nb  or  veal  chops.  To  keep  it  completely 
iplc  (write  this  on  your  palm  before  you 
to  the  store):  Pink  Champagne  with 
k  tood.  Pour  pink  with  lobster,  crab  or 
on  and  you  will  be  loving  your  life.  Not 
ention  whomever  you're  with. 
Ghislain  de  Montgolfier,  president  of 
ampagne  Bollinger,  describes  the  wine's 
:ct  this  way:  "Rose  Champagne  is  mag- 
1  and  sex\"  ladies  love  it  for  its  romantic 
ilities  and  gendemen  for  its  robustness." 
vice  versa.  And  you  don't  even  have  to 
Fre'nch  to  experience  this  phenomenon. 
There  was  supposedly  a  poll  taken  in 
itzerland  some  years  back  that  showed 
t  when  a  man  was  seen  drinking  Cham- 
pie  with  a  woman,  two  out  of  three  Swiss 
nped  to  the  conclusion  that  she  was 
t  his  wife.  What  the  Swiss  would  have 
ught  if  the  specific  Champagne  had  been 
e  went  unrecorded,  but  we  can  imagine 
atistically  significant  spike  in  scandalized 
pursing.  It  reminds  one  of  Puritanism,  as 
ined  by  H.L.  Mencken:  "The  haunting 
r  that  someone,  somewhere,  may  be 
3py."  That  someone,  as  it  happens,  might 
the  family  next  door,  toasting  the  holi- 
s-one  gorgeous  sip  at  a  time.  • 


If  you  knew  cancer 

was  the  deadliest 

childhood  disease, 

you'd  be  in  a  hurry 

to  grow  up  too. 


Thirty  percent  of  children  with  cancer  today 
won't  live  long  enough  to  graduate  from 
college.  Our  kids  deserve  better.  Help 
us  support  research  that  can  help  them  live 
longer,  healthier  lives.  Call  1.800.458.6223 
or  visit  www.ConquerKidsCancer.org. 
With  your  help  today,  we  can  give  them 
more  .tomorrows. 


THE  BEGINNING  OF  THE  END 
FOR  CHILDHOOD  CANCER. 

Formerly  the  National  Childhood 
Cancer  Foundation 


SURGEON  GENERAL  WARNING: 

Cigar  Smoking  Can  Cause  Lung  Cancer 
And  Heart  Disease. 


Amerko's  Wheels. 
America's  Cigar. 

of  all  the  vehicles  on  the  rooJ.  nothing  becomes  a  part 
of  you  like  a  rugged,  ageless  -ickup  .^n6  of  all  the  cigars 
in  America,  nothing  enhances  your  ;  .  i-sents  of  reflection 
like  the  snnooth,  timeless  taste  of  a  A/u: mudo.  That's  what 
inspires  the  passion  that  makes  Maconudo  America's 
best-selling  premium  cigar 


MACANUDC 

An  American  Passior 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes, 
MACANUDO  CAFE     MACANUDO  ROBUST  /  IVlACANUDO  fi/IADURO  /  H^ACANUDO  VINTAGE 


SIS' 
ILEl 


So. 
leat 


Gollfia^ 


Course 


Corrections 

a  player  you  may  forever  be  a  diamond 

in  the  rough.  But  the  new  golf  courses 
probably  haven't  helped  your  game  either. 


lU've  ever  wanted  to  slam  your  golf 
into  the  trunk  of  your  car  and  speed 
)t  the  clubhouse  parking  lot  in  a  rage 
lur  dismal,  #@*&:%  !  #  performance, 
interview  may  help  you  relax.  Your 

score  is  not  entirely  your  fault.  For 
)ast  eight  years,  Barbara  Hanley  has 
ht  a  seminar  on  golf  course  develop- 
t  at  Harvard  Design  School.  One  of 
.ation's  premier  golf  course  apprais- 
ind  president  of  Golf  8c  Land  Eco- 
ics-in  Westport  Point,  Massachusetts 
barahanley@cs.com),  Hanley  has 

studied  how  people  who  play  golf 
ch  the  golf  courses  they  play.  She 

itly  spoke  with  FYI  's  executive  edi- 
Patrick  Cooke. 

ES  FYI:  First,  let's  get  the  painful  part 
)f  the  way.  How  do  most  people  rate  as 
jrs? 

LEY:  It's  been  estimated  that  80  per- 
3t  all  golfers  have  no  idea  where  their 
is  going  to  land.  I  think  that  number 
It  actuallv  be  low. 

So  actually  we're  not  very  good  at  the 
eMall? 
ILEY:  In  general,  that's  true.  Par  at  a 


regulation  course  is  usually  72.  Now,  the 
average  score  for  men  is  96 — that's  24 
strokes  over.  For  women  the  average 
score  is  108 — that's  26  strokes  over  par. 
Most  people  don't  realize  this.  We  think 


a  good  golfer  is  somebody  who  breaks 
80,  but  only  six  percent  of  men  and  only 
one  percent  of  women  break  80  on  a  reg- 
ular basis.  Very  few  are  actually  scratch 
golfers  who  shoot  par. 
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FYl:  To  what  do  you  attribute  this  lack  of 
skill? 

HANLEY:  Eight  out  of  ten  people  may  not 
know  where  their  ball  is  going  to  land, 
but  they  know  where  they  want  it  to 
land.  The  problem  is  that  they  don't 
have  the  time  to  practice  and  improve. 
And  golf  course  designers  and  developers 
haven't  helped  the  average  golfer  either, 


rough.  It's  intimidating  and  frustrating 

and  brutal  to  someone  trying  to  learn  the 

game  and  build  confidence.  They  don't 

want  to  come  back. 

FYl:  So  why  don't  developers  make  their 

courses  more  inviting? 

HANLEY:  Well,  I  think  they  haven't  really 

known  their  market.  The  developer  is 

usually  an  avid  golfer  and  is  surrounded  by 


The  past  ten  years  have  seen  the 
development  of  more  "killer"  golf  ronrses 


particularly  during  the  '90s  boom  in  course 

construction. 

FYl:  Why?  Are  the  new  courses  too  hard? 

HANLEY:  Yes,  most  are.  The  past  ten  years 
have  seen  the  development  of  more 
"killer"  courses.  They  just  aren't  friendly  to 
most  skiU  levels.  For  example,  there  may 
be  few  level  lies  or  several  forced  carries,  so 
shots  are  harder  for  the  average  player 
who's  not  that  skilled.  The  courses  are 
beautiful  and  great  for  the  very  best 
golfers,  but  the  typical  golfer  loses  a  lot  of 
balls  and  spends  the  afternoon  in  the 


his  friends,  who  are  also  avid  golfers.  He'U 
want  to  hire  a  marquee  architect  hke  Jack 
Nicklaus  to  design  his  course  if  he  can. 
And  who's  Jack  going  to  design  it  for? 
He's  going  to  design  it  for  the  client — and 
the  client's  perception  of  the  market. 
Most  marquee  architects  are  not  going 
to  have  you  in  mind — the  beginner  or  in- 
termediate hoping  to  learn  and  improve. 
He  can't  relate  to  you  because  he's  never 
played  golf  with  you.  His  client,  the 
developer,  often  can't  relate  to  you  either. 
FYl:  By  the  way,  before  we  go  on,  there's 


something  a  lot  of  people  must  wo 
When  you  see  the  words  "a  Jack  Niclii 
designed  course,"  or  "an  Arnold  Pa  e 
designed  course,"  or  any  of  the  big  n. jj 
does  it  actually  mean  anything? 
HANLEY:  Most  of  the  marquee  desij 
some  of  whom  have  been  paid  up  tc 
$2  million  on  a  project,  have  a  staff  o 
good  professional  golf  course  archi 
The  famous  golfer  architect  defiii 
puts  his  imprint  on  the  design, 
though  his  company  might  be  world: 
15  to  20  courses  at  any  one  time.  W 
project  is  at  the  rough-graded  stag^ 
famous  player/designer  may  point  to 
where  he  wants  dirt  moved  again.  / 
gle  wave  of  his  hand  might  cost  a  d 
oper  $40,000,  but  is  part  of  the  per 
attention  he's  giving  to  the  design. 
FYl:  Okay,  so  the  developer  spent  ai 
money  on  a  big-name  course  that' 
hard  for  the  average  player,  much  les 
beginner,  to  enjoy.  What  should  he 
done  before  breaking  ground? 
HANLEY:  Understand  who  is  going  tC' 
the  course  and  how  they  are  going  tc, 
it.  Almost  all  golf  is  local.  A  private! 


Reclaim  your  inner  child.  Take  a  big  sticl(  and  whack  something. 


.^"H 


Want  to  know  where  this  is'; 

Play  is  particularly  salisfyin 
ot  life.  Why  not  indulge  you 
toll-tree  at  866-770-3390 


•ct    reel  ^oiion  is  as  much  an  art  torm  as  a  way 
.    .ivel  P' -Gket,  contact  the  Arizona  Office  of  Tourism 
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vs  m«st  of  its  members  from  a  radius  of 
to  eight  miles;  a  municipal  course  draws 
a  a  radius  ot  20  miles.  Todav,  after  the 
■building  of  the  '90s,  the  developer  has 
10k  more  closely  at  his  potential  plaver 
lie.  jMany  markets  were  underser\'ed 
2:olt,  so  developers  didn't  stop  to  con- 
r  the  underlying  demographics  until 
•■  the  course  was  designed  and  in  the 
v-in  stage  when  they  started  thinking 
at  marketing. 

Has  there  been  a  renaissance  in  think- 
low? 

LEY:  It's  started.  For  example,  I  have 
end  who's  about  to  build  a  course  in 
is.  He  has  the  money,  the  land,  the  con- 
tor  and  the  management  all  lined  up.  I 
d  him  who  lives  around  the  course  and 
aid  he  has  no  idea.  I'm  flying  down 
before  he  breaks  ground  to  see  who  his 
et  will  be.  We  need  to  make  changes 
le  plan  before  it  gets  built,  so  that  it 
:hes  its  market.  Many  developers  are 
pletely  puzzled  when  their  new  facility 
n't  work.  In  my  opinion,  we  can  posi- 
now  or  we  can  reposition  later. 
And  what  do  you  tell  them  if  they  call 
ifter  it  is  built? 
LEY:  It  a  course  is  already  built,  we  look 
)w  to  modify  its  mission  and  sometimes 
to  modify  the  design  as  well.  You  can't 
a\'  "it  we  build  it  they  will  come"  any- 
:.  In  a  lot  of  markets  they  haven't,  and 
aren't  going  to.  There  are  23  types  of 
rourses  or  "operating  profiles,"  ranging 
the  low-end  municipal  course  to  the 
r\  resort  destination  course.  The  per- 
tions  are  endless.  Little  by  little  the 
str\'  is  waking  up  and  a  lot  of  them 
rses]  are  trying  to  pull  in  new  golfers 
attractive  learning  packages. 
Speaking  of  learning,  is  it  our  imagina- 
or  are  there  driving  ranges  everywhere 
:  days?  Are  people  practicing  for  the  golf 
,e? 

-EY:  Actually,  stand-alone  driving  ranges 
an  entirely  different  demographic  from 
courses.  They  draw  from  a  five-mile 
and  the  demographic  is  similar  to 
of  a  bowUng  alley.  In  fact,  most  people 
go  to  driving  ranges  don't  play  golf  at 
irse.  They  come  out  and  hit  a  bucket 
lis  and  go  home. 
inally,  we  simply  must  ask:  Do  you  play 

i-EY:  Yes.  Badly.  I'm  way  too  busy.  • 
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Give  your  family  a  holiday  experience  they  won't  soon  forget.  A  winter  wonderland  awaits  in  Lake 
Tahoe  with  world-class  skiing,  ice-skating,  sleigh  rides,  dog  sledding,  an  elaborate  gingerbread  house, 
holiday  lights  and  festive  decorations.  Holiday  room  rates*  include  a  special  gift  basket  upon  arrival, 
poinsettias  in  your  room,  valet  parking  and  a  winter  resort  fee  that  covers  all  ice-skating,  cross-country 
skimg  and  snowshoeing  tecs.  Suite  guests  receive  a  $250  Resort  credit  for  a  future  stay  and  those  in 
penthouse  suites  can  cozy  up  to  their  own  Christmas  tree  and  complimentary  wine  and  champagne. 
For  more  information  on  our  available  packages,  call  1-800-497-9349  or  visit  www.squawcreek.com 


Resort  at  Squaw  Creek 

SQI  ,\»    \  \|  I  H    I  S,\   .  I  Akt    lAIIOK,  <  AI.IIORNIA 

400  Squaw  Creek  Road   Olympic  Valley.  CA  96146 

BENCHMARK    ®    HOSI'lTALITY 
■h>r«ay!from  12/26/03-1/3/04  only.  Magic  of  Holidays  package  avjibblc  l2/l>)/03.I2/2S/03. 
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7850  CC  QP  B 

PERPETUAL  CALENDAR   BI-RETROGRADE 

AND  CHRONOGRAPH   COLLECTION 

AUTOMATIC   MOVEMENT 
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we'stime 

^^^.:  :_<r  ,  extraordinary  watches  &  jewelry 

■  •■  ,:  Weslsicic  Paxilion 

%M.  Pico  Blvd.  •  l,os  Anuclcs.  CA  90064 
^tijlu^xcmi  •  (310)  470'^I38S  ■  (888)9-WESTIME 
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I  Deserve  This  bv  Jerome  Cramfir 


Weapons  of 
/lass  Seduction 

Spanish  firearms  maker  Aguirre  y  Aranzabal 
akes  some  of  the  finest  custom  shotguns  in 
the  world.  Anything  this  special  is  worth  the  wait. 


e  a  problem  with  env\'.  I  covet  the 
items,  including  money,  talent  and 
ngers  on  a  keyboard.  But  what  really 
■ny  molars  dripping  are  friends  who 
'me  objects  that  have  been  handed 
to  them  over  years,  even  gener- 
.  Right  now  I'm  busy  coveting  a 
n  canoe  built  by  a  friend's  uncle  and 
leather  shaving  kit  that  belonged  to 
ibor's  stepfather. 

most  serious  object  of  my  desire, 
'er,  is  a  pair  of  Purdey  shotgims  that 
g  to  a  dear  friend.  The  guns  came 
trom  his  larger-than-Hfe  grand- 
,  who  was  one  of  Canada's  preemi- 
business  figures  and  legendary 
men.  Each  time  I  walk  into  his 
I  wrestle  with  the  urge  to  ask  if  I 
andle  these  amazing  weapons.  The 
ys  are  featherlight,  perfectly  bal- 
,  classically  engraved,  and  when  put 
)ulder  feel  like  a  natural  extension  of 
m  and  eye. 

le  fact  is,  I've  never  really  owned 
ing  like  a  tool  or  watch  or  fine  gun 
vas  handed  down  to  me.  My  family 
lurned  out  generations  of  frugal,  if 
ssful,  Midwestern  businessmen.  My 
spoken  father  was  proud  that  he 
d  his  shoes  for  nearly  30  years  and 
his  suits  for  decades.  So  when  my 
died  he  left  me  no  jewelry,  not  even 
djng  ring  or  watch.  I  have  pictures. 


and  wonderful  memories,  of  course,  but 
nothing  that  would  serve  as  an  outward 
sign  of  his  interesting  and  enthusiastic  life. 

SO  WHEN  MY  SON,  ANDREW,  STARTED 
hunting  with  me,  I  promised  that  some- 
day we' would  have  guns  made  and  fitted 
for  ourselves.  Shotguns  are  tools,  and 
while  an  expensive  gun  won't  make  some- 
one an  expert  marksman,  a  well-fitted  gun 
can  make  a  difference  in  whether  one  hits 


or  misses  a  given  target.  And  I  hope  that 
having  guns  made  will  scratch  the  itch  of 
envy.  Someday  Andrew  will  remember 
the  experience  and  have  a  good  story;  in 
the  meantime,  we  will  have  cool  guns. 

This  past  summer  Andrew,  age  16, 
spent  five  weeks  in  Segovia,  Spain.  He 
lived  with  a  lovely  family  and  learned  to 
speak  the  language.  His  academic  progress 
was  amazing  and  he  admits  that  the  trick 
was  three  hours  of  classroom  work  per  day 
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plus  one  hour  in  front  of  the  television 
watching  The  Simpsons  in  Spanish.  ("It's 
great  for  vocabulary,  Dad.")  I  devised  a 
plan:  We  would  meet  in  Madrid  after  he 
finished  his  studies  and  then  travel  to  the 
Basque  region  of  the  country,  where  some 
of  the  world's  finest  shotguns  are  still 
being  made  by  hand. 

From  Madrid  we  traveled  to  San 
Sebastian,  a  beautifiil  belle  epoque  resort 
town  on  the  Bay  of  Biscay  just  southwest 
of  France.  Andrew  and  I  spent  a  few  days 
on  the  beach  pretending  not  to  look  at 
sun-bronzed  women  while  we  pored  over 
catalogues  to  decide  which  shotguns  suited 
our  needs.  We  were  men  on  a  mission. 

Later  we  rented  a  car  and  drove  about 
30  miles  from  the  coast  into  the  breathtak- 
ing mountains  looking  for  the  small  town 
of  Eibar,  home  of  Aguirre  y  Aranzabal — 
better  known  as  AYA.  In  the  business 
since  1917,  this  small  enterprise  has  crafted 
high-quality  and  reasonably  priced  side- 
by-side  shotguns.  I  had  e-mailed  the  folks 
at  AYA  to  let  them  know  we  were  coming, 
and  we  were  eager  to  be  on  time. 

After  getting  lost  and  watching  Andrew 
practice  his  direction-asking  skills  in 


Roll  Out  the  Barrels 


If  your  shooting  is  a  little 
erratic,  perhaps  your 
shotgun  doesn't  fit  quite 
right.  A  qualified 
professional  gunsmith  can 
bend  your  gun's  stock — 
using  steam  or  hot  oil— 
to  match  your  needs.  But  as 
they  say  on  television, 
"Don't  try  this  at  home." 
Wood  has  a  tendency 
to  resist  bending  and  only 
a  qualified  gunsmith 
should  be  trusted  with 
making  adjustments  to 
your  shotgun. 

HoilaRd  &  Holland 


Sporting  Weapons,  Ltd. 
50  East  57th  St. 
NewYo.'-k,  NY.  10022 
(212)752-7755 


3313  W.  South  Airport  Rd. 
Traverse  City,  Ml  49684 
(231)933-0767 

Griffin  &  Howe 
33  Claremont  Rd. 
Bernardsville,  NJ  07924 
(908)  766-2287 

New  England  Arms  Corp. 
P.O.  Box  278 
Lawrence  Lane 


Kittery  Point,  Maine  03. 
(207)  439-0593 

Dakota  Arms 
1310  Industry  Road 
Sturgis,  SD  57785 
(605)  347-4686 


3049  U.S.  Highway  1 
Mims,  FL  32754 
(800)  980-3344 

Thomas  Bland  &  Sons, 

P.O.  Box  363 
Benton,  PA  17814 
(570)  864-3242 


Spanish  with  a  local  poHceman,  a  tavern 
owner,  a  woman  walking  a  dog  and  two 
cabdrivers,  we  arrived  at  AYA's  offices  and 
were  given  a  tour  of  the  premises  by 
Carmen  Lizarralde.  The  factory  is  small 
but  busy.  Everywhere  we  see  lumps  of  steel 
and  wood  gradually  transformed  into 


works  of  art.  Barrels  are  bored  and  ac 
hammered  into  shape.  Craftsmen  v 
ing  with  magnifying  glasses  car«) 
carve  intricate  designs  on  the  actions  ( 
guns.  Blocks  of  walnut  are  cut  and  sai 
and  tiny  patterns  are  carved  into  the  v 
While  AYA  has  37  different  mod 


gun*  to  choose  from,  one  can  order 
ist  any  variation  possible.  Customers 
fv  the  barrel  length,  how  the  barrels 
rhoked  and  how  the  wood  is  to  be 

d.  For  a  little  more  money  a  cus- 
sr  can  send  in  a  picture  of  a  dog  or 
and  have  that  engraved  on  the  gun. 
guns  we  order,  we  are  told,  will  take 
nonths  to  be  dehvered. 
iter  we  have  selected  the  model  and 
;e  ot  the  shotgun  we  want,  we  meet 
o  Zuloaga,  who  fits  us  for  the  guns. 
ng  is  a  complicated  and  somewhat 
;ctive  process  that  matches  the 
ifications  of  the  gun  to  the  physical 
erties  of  the  shooter.  A  gun  with  a 
er  fit  allows  a  shooter  to  mount  a 
to  his  cheek  easily  and  find  a  target 

little  wasted  motion.  While  it 
issible  to  shoot  a  standard  shotgun 

any  sportsman  who  has  been  fitted 
gun  should  shoot  that  weapon  con- 
itly  and  easily.  It's  a  little  like  driv- 
i  car:  One  can  drive  an  automobile 
out  adjusting  the  seat,  but  most  of  us 

better  if  we  have  adjusted  the  dis- 
;  of  the  seat  from  the  steering  wheel 
the  height  of  the  seat  to  permit  the 
view  of  the  road. 

ITARTTHE  nTTING  BY  HOLDING  A 
gun"  specifically  designed  to  help  a 
maker  take  proper  measurements, 
we  are  told  to  hold  the  gun  in  the 
:  ot  our  arms  with  the  barrels  pointed 
e  ceiling.  A  measurement — called 
:h  of  pull — is  taken.  On  me  it  is  15 
s  and  it's  14  on  Andrew.  Next  he 
hes  a  long  round  aluminum  rod  down 
niddle  ot  the  gun's  two  barrels.  He 
s  ifi  the  middle  of  the  room  and  asks 
3  mount  the  gun  on  my  shoulder  and 
t  between  his  eyes, 
his  is  more  than  a  little  unnerving, 
t  ot  us  have  been  taught  since  we  first 
'd  cowboys  to  "never  point  a  gun  at 
ne."  After  more  than  50  years  of 
ent  caution  it  seemed  positively  un- 
al  tor  me  to  lift  a  gun  and  point  it  be- 
n  someone's  eyebrows.  But  Pedro 
this  to  make  sure  the  gun's  wooden 
:  is  attached  at  the  proper  angle  so 
I  can  aim  correctly  with  very  little 
movement.  Then  I  am  asked  to  lift 
Tin  several  times  to  find  the  proper 
nee  point."  This  cahbration  makes 


sure  the  weight  of  the  gun  is  not  too  far 
towards  my  forward  hand  or  too  far  back 
towards  the  gun's  butt.  Measurements  are 
checked  and  double-checked,  and  then  we 
are  escorted  into  a  sweet-smelling  room 
with  a  table  heaped  with  wooden  blocks. 
The  stock  maker  explains — as  Andrew 
translates — that  we  must  choose  a  block  of 
walnut  that  will  be  transformed  into  the 
stock  ot  our  gun.  To  help  with  the  selec- 
tion the  stock  maker  has  a  wet  cotton  rag 
that  he  swipes  over  the  wood.  Instandy  the 
dull  chunks  turn  deep  red  or  golden  chest- 
nut in  color.  Irregular  dark  streaks  sud- 
denly appear  and  give  the  wood  depth  and 
texture.  The  wood  is  breathtakingly  beau- 
tiful, and  I  find  it  impossible  to  make  a  de- 
cision. My  son  picks  a  gorgeous  piece  of 
dark  red  walnut;  I  finally  select  a  piece  that 


slightly  less  fancy  grade  but  asks  for  a 
longer  barrel  and  a  different  finish.  These 
cost  extra,  but  what  the  heck. 

Finally,  Carmen  prepares  a  sheet  that 
lists  the  specifications  of  each  gun.  We 
review  the  options,  make  a  few  last- 
minute  changes  and  then  are  presented 
with  a  bill.  My  gun  will  cost  approxi- 
mately $5,700  and  Andrew's  will  total 
$3,600.  Next  I'm  handed  a  paper  with 
directions  for  the  wire  transfer  of  funds 
and  instructed  that  the  guns  will  be  ready 
for  next  hunting  season. 

We  leave  without  getting  lost  or 
having  to  ask  directions.  It  feels  great:  I 
have  purchased  two  hand-built  shotguns 
for  just  a  bit  more  than  half  the  price  of  a 
single  used  Purdey.  Granted,  these  guns 
are  not  the  quality  of  a  "Best"  English 


After  more  than  50  years  of  caution 

it  seemed  positively  unnatural  for 

me  to  lift  a  gun  and  point  it  between 

someone's  eyebrows. 


tends  towards  golden  with  a  number  of 
dramatic  dark  waves  running  through  it. 

Then  we  go  back  to  the  showroom  to 
select  bur  engraving.  My  dog  is  a  mutt, 
so  old  Bosco  won't  be  immortalized  on 
the  silver  side  of  my  gun.  I  opt  for  the 
highest-grade  shotgun — Number  i — with 
traditional  engraving.  Andrew  wants  a 


game  gun.  But  we  have  purchased  very 
beautifijl,  fine  guns  that  wiU  be  used  in  my 
Hfetime  and — ^with  luck — by  generations 
to  foUow.  I  smile  to  think  of  Andrew 
telling  his  children  the  story  of  how  we 
bought  these  guns.  If  my  grandchildren 
are  afflicted  with  cases  of  raging  envy,  at 
least  it  won't  be  for  shotguns.  • 
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Have  you  ever  dreamed  of  a  place  where  each  day  is  better  than  the  one  before?  So  did 
we.  Which  is  why  we  created  Grand  Lido  Negril,  one  of  the  world's  most  luxurious  Super- 
Inclusive  resorts.    Whether  your  idea  of  paradise  is  a  round  of  golf,  professional  tennis 
instruction,  a  sunset  cruise  on  a  classic  yacht,  massages  overlooking  the 
placid  Caribbean,  24-hour  room  service  and  no  tipping  permitted,  a  staL/ 
at  Grand  Lido  Negril  is  like  living  a  dream,  no  matter  how  many  times 
you  pinch  yourself.  Grand  Lido  Negril  is  simply  the  best! 


For  more  information  on  Air-Inclusive  Designer  Vacations,  visit  us  at: 
or  call  your  travel  agent  or  1  -800-Go-Super  (467-8737). 


SPECIAL  ADVERTISING  SECTION 


"1  €~      '       '  s 


n  the  2 1st  century,  one  of  the  most  eclectic  of 
drinks  is  emerging  as  the  deeper  and  moi^ 
complex  spirit  of  choice. 


ADVERTISEMENT  2 


THE  SPIRIT  OF  TENNESSEE 

In  1863,  when  Jasper  Newton  "Jack" 
Daniel  was  just  a  young  man,  he  pur- 
chased a  whiskey  still  from  a  Lutheran 
minister  for  whom  he  had  been  working 
several  years.  From  that  moment  on,  the 
minister  devoted  his  time  to  his  calling, 
while  young  Jack  began  to  blaze  a  trail 
that  would  make  him  the  stuff  of  legends. 

Jack  went  on  to  perfect  the  charcoal- 
mellowing  process  used  by  the  minister. 
By  1866,  he  had  registered  his  distillery 
with  the  government,  becoming  the  first 
to  do  so  and  making  Jack  Daniel's  the 
nation's  oldest  registered  distillery  and  a 
national  landmark. 

When  he  turned  2 1 ,  Jack  bought  a  foi  mal 
knee-length  frock  coat  and  a  broad-brimmed 
planter's  hat.  This  became  his  daily  uniform 
until  his  death  in  1911  from  an  infection 
caused  by  a  broken  toe.  Those  who  knew 
him  said,  "Once  he  got  something  the  way 
he  liked  it,  he  never  changed  it." 

At  the  1904  World's  Fair  held  in  St. 
Louis,  his  Old  No.  7  Tennessee  Whiskey 
was  awarded  the  World's  Fair  Gold 
Medal,  honoring  it  as  the  world's  best 
whiskey.  You  can  enjoy  that  same 
whiskey,  made  by  the  same  process, 
every  time  you  open  a  bottle  of  Jack 
Daniel's  Old  No.  7  today. 

Tennessee  whiskeys  are  often  consid- 
ered bourbons  by  consumers  and  restau- 
rant servers  becnuse  the  ingredients  are 
the  same  —  corn,  rys,  baiiey  malt  and 
iron-free  water.  If  the  spirii  is  placed  in  a 
barrel  and  aged  imn--'^  ■'•■•-:■  '^-^^  distilla- 
tion. It  IS  bourhiM  .;  .  ^  wh;oi;ey 
straight  from  the  sti.  ■  -vers  the  flavors 
of  the  corn  and  otlier  nrains.  Che--. 
mellowing  changes  th>  „ev,  gjvin    , 

a  head  start  before  it  e  into  the 

new,  charred  white  oak  t 

This  is  the  step  that  r 
nessee  whiskey. The  fede  ...i 


acknowledged  this  distinction  in  a  letter 
its  representatives  sent  to  the  Jack  Daniel 
Distillery  in  1941.  They  wrote,  "Charcoal 
mellowing  imparts  to  your  whiskey  char- 
acteristics unbeknownst  to  bourbon.  You 
are  a  Tennessee  whiskey." 

JUST  WHAT  IS  CHARCOAL 
MELLOWING? 

One  story  has  it  that  early  settlers 
would  sometimes  sweeten  whiskey 
drinks  with  maple  sugar.  Someone  in  Lin- 
coln County,  Tennessee,  thought  to  filter 
whiskey  through  sugar  maple  charcoal 
before  putting  it  into  a  barrel  for  aging. 

No  matter  how  it  began,  by  1866  Jack 
Daniel  had  perfected  his  method  of  char- 
coal mellowing.  In  the  fall,  when  sap  is 
down,  sugar  maple  trees  are  cut  from 
high  ground  and  aged  for  a  year.  They  are 
then  cut  into  slats  and  carefully  stacked 
into  ricks,  splashed  with  140-proof 
whiskey  and  lit  to  begin  two  to  three 
hours  of  burning  in  the  open  air.  Jack 
believed  that  any  other  fire-starter  could 
compromise  the  taste. 


This  burning  is  controlled  by  a  h 
held  water  hose  to  keep  the  pile  1 
being  reduced  to  ashes.  What's  le 
pure,  clean  maple  charcoal  withe 
trace  of  smokiness  or  impurities, 
charcoal  is  ground  up  and  tightly  pa 
into  mellowing  vats.  It  takes  the  whi' 
about  10  days  to  drip  completely  thrc 
the  10-foot-high  stack  of  charcoal. 

JACK  BECOMES  A  GENTLEMA 

While  Jack  Daniel's  Tennessee  Whi 
is  charcoal  mellowed  before  beinc 
into  barrels.  Jack  Daniel  is  known  to 
experimented  with  mellowing  his  v 
key  a  second  time  after  aging.  Base 
this  early  notion,  the  Jack  Daniel  Dist 
introduced  Gentleman  Jack  Rare 
nessee  Whiskey  in  1988.  Crafted  frc 
slightly  different  recipe  and  bottled  ; 
proof,  it  is  silky  and  soft  with  flavo 
caramel,  black  currant  and  mand 
laced  with  vanilla  and  smoke.  Taj 
have  compared  this  light  amber,  del 
yet  balanced  Tennessee  whiskey  to  a 
cognac. 


I 


A  GENTLEMAN  MAKES  DINNER,  AS  WELL  AS 

RESERVATIONS 


I 


GENTLEMAN  JACK.  RARE  TENNESSEE  WHISK! 


A  gentleman  knows  his  limits.  Please  drink  responsibly. 

Alcohol  40%  by  VoluTO  (80  Proof),  Distilled  and  Bottled  by  .Jack  Daniel  Disiiileiy,  Lem  Motiow.  Proprietor.  Lynchtiurg  IPop.  3511.  Tennessee  37352 
Visit  us  at  9entleniianiaclt.com.  GENTLEMAN  JACK  is  a  registered  trademark  of  Jack  Daniel's  ©2002. 
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Its  distinctive  character  is  a  result  of 
natural  fermentation,  careful  distillation 
(twice)  and  use  of  the  distillery's  iron-free 
water  from  the  limestone  cave  spring  that 
runs  at  a  constant  56  degrees  Fahrenheit. 
(This  cave  spring  is  why  Jack  Daniel  built 
his  distillery  in  Lynchburg,  where  it  is  still 
located). 

The  second  charcoal-mellowing  process, 
after  the  whiskey  has  aged  for  a  minimum 
of  four  years  on  all  levels  of  all  warehouses, 
imparts  an  extra  smoothness  to  it  and 
gives  it  a  delightful  finish. 

JACK  DANIEL'S  SINGLE  BARREL 
TENNESSEE  WHISKEY 

Harkening  back  to  the  days  when  Mr. 
Jack  sold  his  whiskey  by  the  barrel,  single 
barrel  whiskey  is  as  individual  as  the  vari- 
ations in  the  oak  wood  from  barrel  to 
barrel.  Bottles  drawn  from  individual  bar- 
rels will  offer  subtle  differences  in  nose, 
color  and  taste. 

Jack  Daniel's  Single  Barrel  Whiskey  is  a 
mature,  dark  amber  Tennessee  whiskey, 
aged  in  the  upper  floors  of  the  ware- 
houses and  bottled  at  94  proof.  Here,  its 
color  and  taste  deepen  and  mature  an 
extra  measure.  Master  Distiller  Jimmy 
Bedford  and  a  team  of  tasters  select  the 
whiskey  when  it  reaches  peak  maturity. 

They  taste  for  a  singular  combination  — 
the  robust  flavor  of  a  single  barrel  and  the 
smooth  character  of  Jack  Daniel's  What 


finally  emerges  from  the  wood  is  a  bold, 
full-bodied  whiskey  with  complex  charac- 
ter and  heightened  flavors  of  toasted  oak, 
vanilla  and  caramel. 

If  you  have  239  friends  that  you  would 
like  to  bless  with  a  gift  that  cannot  possi- 
bly be  duplicated,  consider  buying  your 
own  barrel  of  Jack  Daniel's  Single  Barrel 
Tennessee  Whiskey.  You'll  get  about  240 
bottles.  If  you  want  to  keep  more  than 
one  bottle  for  your  private  stash,  reduce 
the  number  of  friends  who  will  receive 
this  one-of-a-kind  bottle  of  super  premi- 
um Tennessee  whiskey. 

This  is  best  savored  neat,  on  the  rocks 
or  with  a  splash,  but  it  also  adds  a  unique 
flavor  to  your  favorite  juice  or  cola. 

SUPER  PREMIUM  BOURBON  - 
THE  GOLD  STANDARD 

When  Scottish  and  Insh  immigrants  first 
settled  in  America,  they  wasted  no  time  in 
utilizing  their  whiskey-making  skills. 

Not  only  was  whiskey  a  drink  to  relax 
with,  but  it  also  provided  income.  A  cask 
of  whiskey  could  be  traded  for  anything 
and  was  considerably  more  valuable  than 
the  grains  that  went  into  its  production. 

Eventually,  government  got  into  the  act, 
first  with  taxes,  then  with  regulations. 
While  the  bourbon  style  of  whiskey  dates 
back  to  the  late  1700s,  it  wasn't  until  1964 
that  the  government  issued  regulations 
defining  its  production. 


Sour  ma 
name  refe. 
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IS  used  to  starf 

Every  be 
sour  mas.. 


jiSOUR  MASH  WHISKEY? 


igmte  a  special  type  of  whiskey.  The 
|p||es  between  making  whiskey  and 
|:^^fere  a  |)p^itiqn  of  the  previous  batch 

*i^^(;^li  in  ofd(e;r  to  i)romote  consistency. 


:^-i'ii'' 


To  be  called  straight  bourbon,  a  whi: 
has  to  be  made  from  between  51  % 
80%  corn  and  contain  no  neutral  spirit 
blended  bourbon  whiskey  has  to  conj 
at  least  51  %  straight  bourbon. 

Woodford  Reserve  is  a  super  pre 
um,  small-batch  bourbon  with  roots  at 
Labrot  &  Graham  Distillery  (circa  181 
National  Historic  Landmark  in  the  b 
grass  region  of  central  Kentucky. 

Carefully  handcrafted,  this  bourbcj 
painstakingly  selected  by  the  masterj 
tiller  from  only  the  finest  matu; 
whiskey.  Using  his  years  of  experience 
knowledge,  he  selects  only  barrels  wH 
whiskey  has  shown  superior  matura 
qualities  in  its  initial  years.  These  ban 
are  set  aside  for  Woodford  Reserve 
then  moved  to  the  100-year-old  limesi 
warehouses  at  the  Labrot  &  Graham 
tillery  to  finish  their  maturation. 

At  Labrot  &  Graham,  the  barrels  e; 
rience  the  hot  summers  and  cold  win 
that  are  important  contributors  to 
maturation  of  fine  whiskey.  Long  yeai 
slumber  in  these  oldest-surviving  a\ 
houses  in  the  commonwealth  have 
duced  bourbon  of  exceptional  depth' 
character,  with  a  complex,  full-bot 
taste  and  uniquely  smooth  finish.  V\/ 
the  whiskey  in  these  special  bar 
reaches  its  peak,  it  becomes  Wood 
Reserve. 

Once  introduced,  Woodford  Res< 
quickly  developed  an  international  fol 
ing,  culminating  in  its  coveted  Gold  M 
award  at  the  2001  International  Wir 
Spirits  Competition  in  London.  It  coi 
as  no  surprise  then  that  it  is  now 
best-selling  super  premium  bourbc 
Kentucky,  the  homeland  of  bourbon. 

Many  consider  it  to  be  the  gold  s 
dard  against  which  all  other  bourbon; 
measured  —  a  lasting  testament  tc 
distiller's  craft. 


p 


'OODFORD   ReseRV 

Distiller's  Select 


4.t*t1ll«"'WC 


Bourbon  so  extraordinary, 
we  built  a  GLASS  SHRINE 

around    it.  As  much  .is  we  <-iclmite  the 
bottle  it  resides  in,  our  bourbon  itself  is  what's 
truly  exceptional.  Handcrafted  using  age~old 
Kentucky  methods,  no  bourbon  is  made  with 
greater  attention  to  detail.  We  hope  you'll 
share  our  passicjn  alter  a  sip  or  two. 


boDFORD  Reserve 


handcrafted   KENTUCKY  BOURBON     I 


tm:}; 


Please  drink  responsibly. 
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MIXING  IT  UP 

At  upscale  bars,  lounges  and  clubs 
there  is  a  definite  upticl<  in  the  call  for 
super  premium  bourbon  and  Tennessee 
whisl<eys. 

"People  ask  about  small  batch  and 
single  barrel  bourbons,"  says  the  bar  man- 
ager at  one  chic  midtown  Manhattan  spot. 


"We'll  give  a  complimentary  sip  and 
hear  oohs  and  aahs,  then  a  request  for  a 
Manhattan  or  Old  Fashioned  made  with 
that  brand.  Sometimes  they'll  want  it 
neat  in  a  brandy  snifter,  the  way  I  per- 
sonally prefer." 

Recently,  his  bar  held  a  Mint  Julep  Day. 
"You'd  think  we  were  in  Louisville  at  Ken- 


tucky Derby  time,"  he  says.  "We  ra 
have  a  call  for  a  Mint  Julep,  but  that 
it  seemed  like  everybody  had  a  ^ 
Julep  in  hand." 

You,  too,  can  prepare  a  Mint  Jule' 
other  scintillating  bourbon  orTennes 
whiskey  drinks  for  yourself  or  guel 
These  recipes  make  it  foolproof. 


MINT  JULEP 

•  4  sprigs  fresh  mint 

•  1/2  tsp.  granulated  sugar 

•  1  oz.  v^ater 

•  Shaved  ice 

•  2  oz,  of  Woodford  Reserve  Small  Batch  Bourbon  (or  Gentleman 
Jack  or  Jack  Daniel's  Single  Barrel  Tennessee  Whiskey) 

Muddle  (crush  against  the  sides)  3  sprigs  of  mint,  sugar  and 
water  in  the  bottom  of  a  Julep  cup  or  a  highball  glass.  Fill  the 
glass  w/ith  crushed  ice  and  the  spirit.  Dust  the  fourth  mint  sprig 
with  powdered  sugar  for  a  garnish.  Serve  with  two  straws,  cut 
short  enough  to  extend  about  2  inches  above  the  cup. 


GENTLEMAN  JACK'S  PERFECT  MANHATTAN 

•  2  oz.  Gentleman  Jack  Rare  Tennessee  Whiskey 

•  1/4  oz.  Noilly  Pratt  Sweet  Vermouth 

•  1/4  oz.  Noilly  Pratt  Dry  Vermouth 

•  Dash  of  bitters 

Combine  in  a  mixing  glass  with  ice  and  stir.  Serve  up  in  a  chilled 
glass  or  on  the  rocks. 


OLD  FASHIONED 

•  2  lime  wedges 

•  1  tsp.  granulared  sugar 

•  Splash  of  v.'aLer  or  soda  water 

•  2  ounces  Jack  Daniel'n  Single  Barrel  Tennessee  Whiskey  (or 
Gentleman  Jack  Hare  Tennessee  Whiskey  or  Woodford  Reserve 
Small  Batch  Bourbon) 

Place  lime  wedges,  sugar  and  water  into  an  Old  Fashioned  glass 
and  muddle  (crush  against  the  sides)  aggressively  Add  ice  and 
spirit.  Garnish  with  a  fresh  lime  slice  or  wedge. 


HOT  TENNESSEE  TOD:  = 

Po'ir  n  good  shot  of  eit 
Whii   ^\,  or  Gentleman 
heavy     i.ig.  Add  a  spc    n 
good  squt^eze  of  lemo 


\-iinicI  s  Single  Barrel  Ttennessee 
:■  ■'  f-ntssee  Whiskey  into  a 
■anamon  stick  and  a 
/      ■.      i  'ling  water  and  stir. 


WOODFORD  RESERVE'S  LiaUID 
BOURBON  BALL 

•  1  oz.  Woodford  Reserve  Small  Batch  Bourbon 

•  1  oz,  white  creme  de  cacao 

•  1/4  oz.  hazelnut  liqueur 

Mix  bourbon,  creme  de  cacao  and  hazelnut  liqueur. 
Shake  in  a  mixing  glass  with  ice. 
Pour  into  a  chilled  glass. 


WOODFORD  LONG  SHOT 

In  a  glass  cocktail  shaker  filled  with  ice,  add: 

•  3  dashes  each  of  Peychaud  and  Angostura  bitters 

•  11/2  oz.  Woodford  Reserve  Small  Batch  Bourbon 

•  1/2  oz.  ginger  liqueur 

•  1/2  oz.  Southern  Comfort 

Shake  until  the  shaker  is  frosted  and  strain  into  a  chilled  m 
ni  glass.  Garnish  with  3  pieces  of  candied  ginger,  represen 
win,  place  and  show. 


THE  MIDWAY 

FRONT  PORCH  SOCIAL  SIP 

(From  Chef  Ouita  Michel  of  the  Holly  Hill  Inn) 

•  1  tea  bag  of  your  favorite  flavor 

•  2-3  tbsp.  sugar  (to  taste) 

•  Several  sprigs  of  mint 

•  1  cup  water 

•  1/4  cup  fresh  orange  juice 

•  2  tbsp.  fresh  squeezed  lemon  juice  (approximately  1  letn 

•  1  tbsp.  Blond  Lillet  (optional) 

•  3  oz.  (or  to  taste)  Woodford  Reserve  Small  Batch  Bourboi 
Combine  teabag,  sugar,  mint  and  water  in  a  saucepan.  Sim 
until  sugar  has  melted,  and  let  tea  steep  and  cool  for  abot 
minutes.  Remove  mint  leaves  and  stir  together  remaining  ir 
dients.  Pour  over  ice  and  garnish  with  sprig  of  mint,  M< 
enough  for  two  large  iced  tea  glasses  filled  with  ice. 
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ESH  TAKE  ON  FINE  FOOD 

e  same  spirits  that  make  excellent 
tails  can  add  intense  flavors  to  your 
rite  foods.  Many  fine  chefs  have 
jloped  award-winning  recipes  that 
de  Jack  Daniel's  Tennessee  Whiskey 
Woodford  Reserve  Small  Batch 
bon. 

ss  Mary  Bobo's  Boarding  House  is  a 
iurant  in  Lynchburg,  Tennessee,  run 
ick  Daniel's  great-grandniece,  Lynne 
y.  Surprisingly,  the  county  has  been 
ince  Prohibition,  and  although  drinks 
ot  be  sold,  spirits  can  be  used  in 
ing.  Miss  Mary's  always  serves  at 
one  dish  with  a  little  bit  of  the  home- 
I  product,  Jack  Daniel's  Tennessee 
key. 

;  MARY  BOBOS  PAN-FRIED 
TERHOUSE  STEAKS  WITH 
!HBURG  PAN  SAUCE 
onerhouse  steaks. 
1  to  1  1/4  inches  thick 
t  and  pepper 
isp  vegetable  oil 
)sp.  butter  or  margarine 
!p.  Worcestershire  sauce 
cup  Jack  Daniel's  Single  Barrel  Ten- 
;see  Whiskey  (or  Gentleman  Jack 
e  Tennessee  Whiskey), 
he  steaks  and  sprinkle  with  salt  and 
'er.  Heat  large  cast-iron  skillet  over 
lum  heat  for  10  minutes.  Coat  with 
Mace  steaks  in  pan  and  cook  until 
:d  and  browned  on  one  side,  about  5 
ites.  Turn  and  cook  another  5  min- 
for  medium  rare,  6  minutes  for 
lum.  Remove  from  skillet  and  let 
1  on  a  board  while  you  prepare  the 
hburg  pan  sauce. 

It  butter  or  margarine  in  skillet,  stir 
'orcestershire  sauce  and  whiskey. 
I  to  a  boil  and  cook  1  to  2  minutes. 
o^er  steaks  and  serve.  ^ 
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The  Jicama  Grill  in  Louisville,  featuring 
the  gastronomy  of  Chef  Anthony  Lamas, 
relies  on  the  Woodford  Reserve  for  the 
delicious  orange  demi  sauce  that  blankets 
the  adobo-rubbed  pork  tenderloin. 

JICAMA'SADOBO  PORK  TENDERLOIN  WITH 
SMOKED  CHEDDAR  CHIPOTLE  SWEET  CORN 
GRIT  CAKE  WITH  WOODFORD  RESERVE 
ORANGE  DEMI  SAUCE 

(Serves  4) 

SMOKED  CHEDDAR  CHIPOTLE 
SWEET  CORN  GRIT  CAKE 

•  3  quarts  water 

•  1/4  cup  olive  oil 

•  1  tsp.  kosher  salt 

•  3-quart  container  of  Quaker  instant  grits 

•  1  6-oz.  can  of  chipotle  chiles  in  adobo  (or 
less  depending  on  taste  as  chipotle  is 
very  hot) 

•  2  lbs.  smoked  cheddar  cut  into  1  -inch 
pieces 

•  11/4  cup  fresh  raw  Silver  Queen  corn 
cut  off  the  cobs  (about  4  cobs) 


"^"^"^^sfsimm^^ 


•  1/2  lb.  unsalted  butter 

•  1/4  cup  flour 

Bring  water,  olive  oil  and  salt  to  a  boil  in 
large  pot.  Add  grits  slowly  about  1/4  cup 
at  a  time,  continually  whisking.  As  grits 
begin  to  thicken,  add  butter  and  chiles. 
Cook  for  about  2  minutes  and  lower  heat. 
Slowly  add  cheese  and  stir.  Stir  in  corn 
and  remove  from  heat. 

Using  a  paper  towel,  generously  grease 
a  1-inch  half  sheet  pan  with  olive  oil. 

Pour  the  grit  mixture  into  the  sheet  pan, 
using  a  rubber  spatula  to  get  excess,  and 
spread  evenly.  Cover  with  plastic  wrap  and 
refrigerate  for  4  to  6  hours  (may  refriger- 
ate up  to  24  hours).  Mixture  will  coagulate. 
Using  a  cookie  cutter,  cut  desired  shape  to 
create  your  mini  grit  cake,  or  cut  small  tri- 
angles using  a  butter  knife.  Dust  cake  with 
flour  and  pan  fry  in  olive  oil  for  about  2 
minutes  on  each  side,  giving  the  cake  a 
slighdy  golden  look.  Place  cakes  on  sheet 
pan  and  finish  in  oven  at  350  degrees  for 
3  to  5  minutes. 
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At  upscale 
bars,  lounges 

ADOBO RUBBED  PORK 
TENDERLOIN 

and  clubs, 

•  1  tbsp.  cayenne  pepper 

there  is  a 

•  1  tbsp.  cumin 

•  1  tbsp.  coriander 

definite  uptick 

•  1  tbsp.  kosfier  salt 

•  3  tbsp.  chopped  garlic 

in  the  call  for 

•  1/2  cup  olive  oil 

super  premium 

•  2  lbs.  pork  tenderloin,  cut 
into  8-oz.  portions 

bourbon  and 

Mix  ingredients  together  and  marinate 

Tennessee 

pork  overnight. 

whiskeys. 

WOODFORD  RESERVE 

CHIPOTLE-ORANGE  DEMI  SAUCE 

•  1  mini-bottle  Woodford  Reserve  (1/4  cup) 

•  1  medium  onion,  chopped 

•  1  tbsp.  chopped  garlic 

•  1  6-oz.  can  chipotle  chiles  in  adobo  (or 
less  depending  on  taste  as  chipotle  is 
very  hot) 

•  1  cup  crushed  tomatoes 

•  1  cup  ketchup 

•  1/2  cup  rice  w^ine  vinegar 

•  1/4  cup  Worcestershire  sauce 

•  1  tbsp.  paprika 

•  1  tbsp.  chili  powder 

•  1  cup  orange  concentrate 

•  1  tsp.  salt 

•  1/4  cup  honey 

•  Corn  and  cilantro  for  garnish 
Combine  all  ingredients  in  saucepan  and 
stir  together  over  medium-high  heat  for  5 
minutes,  then  strain. 

Grill  pork  on  mediiK;-  --.-.r  '(or  8  to  10 
minutes.  Place  grit  czK  :•  -.r-er  of  plate 
and  place  pork  next  to  -  -  jp,-p,j 

sauce  around  grit  cake  ,..,.  -.rk. 

Garnish  w/ith  Silver  Queen  ^d 

cilantro. 

Chef  Ouita  Michel  of  the  Hollv  Hill  Inn  :■ 
Midv^ay,  Kentucky,  puts  VV'O'  ■  j  ; ,     ■^e:-*^- 
bourbon  to  work  on  th. 
seared  sea  scallops  ti.if  jon 


with  heirloom  cherry  tomatoes  and 
Wiesenberger  Mill  sweet  corn  polenta. 

SCALLOPS  AU  WOODFORD 

IN  THE  STYLE  OF  WOODFORD  COUNTY 

(Serves  2) 
POLENTA  (make  first) 

•  3  cups  water 

•  1    cup   Wiesenberger   stone   ground 
yellow  grits 

•  2  ears  fresh  local  sweet  corn,  removed 
from  cob 

•  1/2  cup  Kenny's  Country  Jarlsberg  cheese, 
or  your  favorite,  grated 

•  2  tbsp.  butter 

•  Salt  and  white  pepper,  to  taste 

Bring  3  cups  water  to  boil  in  a  heavy- 
bottomed  saucepan.  Sprinkle  the  grits 
over  the  boiling  water  a  little  at  a  time, 
stirring  with  a  wooden  spoon  as  you  add 
the  entire  amount.  Add  1  tsp.  salt.  Turn 
the  heat  very  low  and  gently  cook  for 
about  30  minutes.  Add  butter  and 
cheese;  check  seasoning.  If  polenta  is 
too  thick,  add  a  little  milk.  If  it  is  too 
thin,  cook  a  little  longer  or  sprinkle  in 
more  yellow  grits.  It  should  be  the  con- 
sistency of  soft  whipped  potatoes.  Just 
before  serving,  stir  in  the  sweet  corn. 


SCALLOPS 

•  3/4  lb.  large  dry  pack  sea  scallops 

•  1  tbsp.  clarified  butter 

•  8  cherry  tomatoes  from  your  fav 
farmer  (we  use  Elmwood  Stock  Far 

•  1  tbsp.  fresh  tarragon,  roughly  choj 

•  1  shallot,  thinly  sliced 

•  1  clove  garlic,  minced 

•  1 12  cup  Woodford  Reserve  Bourbo 

•  1 12  cup  creme  fraiche  or  reduced  h 
cream 

•  Salt  and  white  pepper,  to  taste:  chi' 
Dry  the  scallops  by  laying  them  out 
paper  towel.  Season  with  a  sprinkle  o 
and  pepper  Heat  a  good  saute  pan  to 
hot.  Add  the  clarified  butter  Sear  scallof 
one  side,  about  2  minutes.  TUrn  them 
Add  the  shallot,  garlic,  cherry  tomatoej 
bourbon,  then  stand  back  and  shout, 
Mama!"  Add  the  creme  fraiche  and  fresi 
ragon  and  taste  for  salt.  Spoon  a  little  m' 
of  the  polenta  into  the  center  of  the  \ 
Arrange  the  scallops  and  cherry  tom; 
around,  pour  on  the  sauce  cind  garnish 
a  leaf  of  tarragon  on  a  blade  of  chive. 

Written  by  Dave  Steadman,  in  conjur 
with  StaffWriters  Plus,  Inc.  Dave  is  the  a 
of  "Beverage  Biz  Is  Show  Biz! "  and  "Re 
rant  Biz  Is  Showbiz! " 


fJn't  a  whole  barrel  of  Tennessee  Whiskey  make  a  great  gift  to  a  goo^  friend  or  customer?  If  you  agree,  call  us  at  1-888-551-5225, 

LKS  ENJOY  JACK  DANIEL'S  SINGLE  BARREL 

II  MUCH,  WE'VE  DECIDED  TO  MAKE  IT  AVAILABLE  BY  THE  BARREL. 

.  h  barrel  of  Jack  Daniel's  Single  Barrel  is  hand-selected  during  aging  by  our  head  distiller 
rareness  and  taste.  Just  one  of  our  white  oak  barrels  yields  approximately  240  bottles 

Dur  newest  Tennessee  Whiskey.  (Which  could  make  you  quite  a  popular 
giver,  come  holiday  season.)  If  you're  interested,  just  write  our  head  distiller 

e,  Jimmy  Bedford.  He'll  even  put  your  name  on  the  barrel  if  you'd  like. 

course,  if  you're  not  quite  ready  for  a  barrel,  a  bottle  will  do  just  fine. 


JACK    DANIEL'S   SINGLE   BARREL 

Your  friends  at  Jack  Daniel's  remind  you  to  drink  respoixsibly . 


Tennessee  Whiskey  •  47%  alcohol  by  volume  (94  proof)  •  Distilled  and  Bottled  by 

JaeJt  Dame!  Distillery,  Lem  Motlow,  Proprietor,  Route  1,  Lynchburg  (Pop.  361),  Tennessee  37352  •  www.jdsinglebarrel.com 

Placed  in  the  National  Register  of  Historic  Places  by  the  United  States  Government. 

JACK  DANIEL'S  is  a  registered  trademark  of  Jack  Daniel's.  ©2003. 
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Prices  approximate; 
for  details,  see  page  96. 

W   White-gold  mobile 

f—i   phone  by  Vertu. 

S   $15,000.  Stainless-steel 

I>   Reverse  Grande  Dale 
watch  by  Jaeger- 
LeCoultre.  $7,400. 
White-gold-aiid- 
diamond  Monogram 
bracelet  by  Louis 
Vuitton.  $21,500.  White 
chocolate  coconut 
truffles  by  Ganache 
Chocolates.  $18.75  (for 
a  box  often). 
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This  holiday  season,  the  best  gifts 

come  in  all  the  whiter  shades  of  pale. 

By  Mark  Grischke 
Photographs  by  Ron  Reeves 

The 
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rather  brooch  by 

.arn-  Winston.  $50,000. 

11  props  in  this 

ory-  by  Jen  Everett. 
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■^   gold  Tank  Divan 
J^    '  oo,  and 

>     ( 

wrap  \^ 
»i,450.  \\  . 
aiid-mothci-. 
pearl  Tror.yr 
by  Bulgan.  m,- 


adra  lamp  by 
bcrt  Marinelli.  $300. 
nn  Kloss  Model 
e  radio  bv  Tivoli 
dio.  5IOO.  BeoCom  i 
dless  phone  by 
ng  iS:  Olufsen. 
5.  IVhite  bowl  by 
in  Pavvson  at 
ss  New  York.  $220. 
nd-up  tov  bv 
be-Works.  su. 
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Tivoli  Audio 
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MODEL  ONE 
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/,<?  Brf/f  custoin-made 
silk-satin  corset  with 
silk  velvet  and  lace 
trim  by  Maggie  Norris 
Couture.  $23,000. 
Fox  cuff  (from  a  set  of 
two)  by  Anne  Dee 
Goldin.  $i8o.  Marsh- 
mallow  body  powder 
by  Urban  Decay. 
$25.  Mohair  mice  by 
SteiffN.A.  $40  each. 
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1th  Sea  pearl 

kl.Kc  with  diamonds 

in  platinum  by 

n  Schlumberger 

Tittanv  &.  Co. 
000.  Toothhaish 
aswcll-Massey. 

Toothpaste  by  Santu 

ria  Novella.  $ii. 
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(J   Perforated-leather 
2   bomber  jacket  by 
f-H   Bruno  Magli.  $1,095. 
0^    Leather  raquetball 
y   bag  by  Tretorn.  5.1,000. 
CO    Zippered  cashmere 
cardigan  by  Arnold 
Brant.  $595.  Field  shoe. 
by  Y-3.  S250. 
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Stainless-steel  Urhait 
Sue!  watch  b\ 
Michele  Watches. 
S5g5.  Diamond-and- 
platinum  brooch 
set  with  on^Tt  and  one 
Australian  South 
*  Sea  pearl  by  EUa  Gafter 
tor  Ellagem.  s^S.ooo. 
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"When  Aeschines  spoke,  the  people  said,  'How  well  he  speaks.'  I 
when  Demosthenes  spoke,  they  said,  'Let  us  march!'" — Anonym^ 

"Over?  Did  you  say  over?  NOTHING  is  over  until  WE  decidt 
is!  Was  it  over  when  the  Germans  bombed  Pearl  Harbor'?  HET\ 
NO!" — Bluto  Blutarsky,  in  Animal  House 


History  doesn't  record  who  gave  the  first  pep  talk  or  what  t 
occasion  was,  but  at  some  point,  a  long,  long  time  ago  wh 
the  chips  were  down  and  things  were  looking  bleak,  someoi 
probably  wearing  fiir,  stood  atop  a  boulder  in  some  Neolitl 
locker  room  and  said,  "We  had  a  rough  first  half  out  there.  \ 
weren't  counting  on  the  volcano  erupting  and  the  velocira 
tors.  But  are  we  going  to  let  a  bunch  of  woolly  mammot 
walk  all  over  us  and  eat  our  lunch?  Or  are  we  going  to  sh« 
them  what  Neanderthal  Man  is  made  of?"  To  which  the  rcf 
was,  surely,  "Huah!  Huah! 

Give  me  a  lever,  said  Archimedes,  and  I'U  move  the  wor 
A  few  well-chosen  words  can  do  the  same.  George  W.  Bu 
stood  on  the  rubble  at  Ground  Zero  and  told  the  rescue  woj 
ers  through  a  bullhorn,  "I  can  hear  you.  The  rest  of  the  wo 
hears  you,  and  the  people  who  knocked  these  build- 
ings down  will  hear  all  of  us  soon." 
Nothing  stirs  the 


Ug  bills    lllC  ^ 

^  History 
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ood  like  the  prospect  of  spilling  the  enemy's. 

Ronald  Reagan  went  on  TV  hours  after  the  space  shuttle 
'hallenger  Roman-candled  over  Florida  and  said,  "The  future 
)esn't  belong  to  the  fainthearted;  it  belongs  to  the  brave.  The 
hallenger  crew  was  pulling  us  into  the  future,  and  we'll  con- 
nue  to  toUow  them."  His  most  memorable  movie  role  was 
aying  George  Gipp — "the  Gipper" — who  inspired  the  1928 
otre  Dame  team  to  go  back  out  there  and  beat  Army. 

In  lite  as  in  the  movies,  Reagan  was  always  upbeat,  always 
■ging  others  on,  even  when  he  was  being  wheeled  into  the 
mergence'  Room  with  a  bullet  in  his  chest.  "I  hope  you're  all 
epublicans,"  he  said  as  they  wheeled  him  into  surgery,  no 
3ubt  sensing  that  doctors  who  suddenly  find  themselves  hav- 
g  to  save  the  life  of  a  President  of  the  United  States  are  under 
me  stress. 

Pep  talks  are  formally  delivered  in  locker  rooms  at  half-time, 

the  threshold  of  battlefields,  from  marble  podiums 
ter  Japanese  bombers  have  ruined 
1  otherwise  lovelv 
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Sunday  morning  in  Hawaii. 
They  can  have  a  sinister  aspect,  as  anyone  who 
las  stood  before  the  front  gate  at  Auschwitz  and  seen  the  slo- 
Ji  ':^rM/Mif>??/Frf/"  ("Work  Makes  Freedom")  can  attest. 
They  can  take  the  form  of  asserting  a  negative.  "Failure  is 
)t  an  option!"  Apollo  13's  Mission  Control  flight  director 
ene  Kranz  famously  barked  to  his  brigade  of  crew-cut,  white- 
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shirt  engineers.  In  the  movie  Glengarry  Glen  Ross,  the  tyranni- 
cal sales  manager  incentivizes  his  Willy  Lomans  by  telling 
them,  "As  you  all  know,  first  prize  is  a  Cadillac  Eldorado. 
Anybody  want  to  see  second  prize?  Second  prize  is  a  set  of  steak 
knives.  Third  prize  is  you're  fired." 

A  pep  talk  can  have  a  self-consciously  melodramatic  air. 
The  valet  of  the  Due  de  Saint-Simon's  nephew  would  wake 
him  with  the  words,  "Levez-vous,  Monsieur  le  Comte,  vous  avez 
de  grandes  choses  a  faire  aujourd'hui. "  ("Wake  up,  Count,  you 
have  big  things  to  accomplish  today.")  The  other  day,  the  hotel 
operator  gave  me  my  wake-up  call,  saying,  "You  have  a  fan- 
tastic day!"  Apparently  the  hotel  management  had  decided 
that  wishing  the  guest  a  "good"  day  was  no  longer  adequate  to 
the  times. 

It  can  have  a  somber  fatalisfic  air:  "Let  us  eat  and  drink;  for 
tomorrow  we  shall  die"  (Isaiah  22:13).  ^  promissory  aspect: 
"Blessed  arc  they  which  are  persecuted  for  righteousness' 
sake:  for  theirs  is  the  kingdom  of  heaven"  (Matthew  5:10). 
Reassurance:  "Let  not  your  heart  be  troubled,  neither  let  it  be 
afraid"  (John  14:27).  Hope,  amidst  excruciation:  "Today  shalt 
thou  be  with  me  in  paradise"  (Luke  23:43). 

It  doesn't  have  to  be  a  proper  "talk"  at  all:  "The  corner  has 
definitely  been  turned  toward  victory  in  Vietnam"  (Defense 
Department  announcement.  May  1963). 

But  the  great  ones  tend  to  be  delivered  formally,  script 
in  hand.  They  also  tend  to  become  the  signature  utterances 
of  whoever  said  them.  History  favors  the  up-hfter  over  the 
doomsayer. 

On  December  8,  1941,  with  the  U.S.S.  Arizona  still  smok- 
ing and  hissing  in  Pearl  Harbor,  President  Roosevelt  spoke 
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plainly  to  the  nation.  "We  are  now  in  this  war.  We  are  in  it — 
all  the  way."  He  didn't  sugarcoat:  "It  will  not  only  be  a  long 
war,  it  will  be  a  hard  war.. .  .We  don't  like  it — ^we  didn't  want 
to  get  in  it — but  we  are  in  it  and  we're  going  to  fight  it  with 
everything  we've  got." 

ChurchiU  also  inspired  by  straight  talk,  though  his  prose 
was  more  polished.  It  sounded  as  though  it  had  been  written 
in  firelight,  with  quill  pen  on  parchment. 

You  ask,  what  is  our  policy?  I  say  it  is  to  wage  war  by 
land,  sea  and  air.  War  with  all  our  might  and  with  all  the 
strength  God  has  given  us,  and  to  wage  war  against  a  mon- 
strous tyranny  never  surpassed  in  the  dark  and  lamentable 
catalogue  of  human  crime.  That  is  our  policy. 

You  ask,  what  is  our  aim  ?  I  can  answer  in  one  word. 
It  is  victory.  Victory  at  all  costs — victory  in  spite  of  all 
terrors — victory,  however  long  and  hard  the  road  may  be, 
for  without  victory  there  is  no  survival. 

He  made  defiance  into  a  virtue,  even  afi:er  226,000  soggy 
British  troops  and  110,000  French  had  to  be  rescued  off  the 
beaches  at  Dunkirk.  'We  shall  defend  our  island  whatever  the 
cost  may  be;  we  shall  fight  on  beaches,  landing  grounds,  in 
fields,  in  streets  and  on  the  hills.  We  shall  never  surrender..." 
Two  weeks  later,  on  June  18,  1940,  Churchill  delivered  his 
most  famous  speech. 

The  Battle  of  Britain  is  about  to  begin.  On  this  battle 
depends  the  survival  of  Christian  civilization. .  .Hitler 
knows  he  will  have  to  break  us  in  this  island  or  lose  the  war. 

If  we  can  stand  up  to  him  all  Europe  may  he  freed  and 
the  life  of  the  world  may  move  forward  into  broad  sunlit 
uplands;  but  if  we  fail,  the  whole  world,  including  the 
United  States  and  all  that  we  have  known  and  cared  for, 
will  sink  into  the  abyss  of  a  new  dark  age  made  more 
sinister  and  perhaps  more  prolonged  by  the  lights  of 
a  perverted  scien  ce. 

Let  us  therefore  brace  ourselves  to  our  duty  and 
so  bear  ourselves  that  if  the  British  Common- 
wealth and  Empire  last  for  a  thousand  years,  men 
will  still  say,  "This  was  their  finest  hour. " 

Churchill  was  a  painter.  "Broad  sunlit  uplands"  is 
a  painter's  metaphor:   He  was  showing  the 
British  people  what  the  landscape  would  look 
like  after  victoiy.  He  was  also  a  historian. 
"New  dark  age"  k  a  vivid,  resonant,  terrifying 
image,  even  if,  to  our  generation,  it  might 
sound  like  Gandalf  trying  to  rally  a  bunch  of 
wobbly  hobbii-s.  Churchill's  ypoech  is  marmo- 
real; this  i^-  prose,  fn  -/can  Iro'-   r'^  raise  the 
hairs  on  vou'  .^h  vou'd 

heard  the  v.o- 
The  most 
pep  tiilk.  The  a 
There's  not  a  shr:- 
ever  said  a  word  ot'  i  u 
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Henry,  no  longer  the  caUow,  frat-boy  Prince  Hal,  is  on  t| 
Continent  reasserting  his  claim  to  the  throne  of  Franfl 
(English  kings  were  always  having  to  do  this.)  Rallying  1 
exhausted  men  before  the  walls  of  Harfleur,  Henry  cri( 
"Once  more  unto  the  breach,  dear  friends,  once  more... 

I  see  you  stand  like  greyhounds  in  the  slips. 
Straining  upon  the  start.  The  game's  afoot: 
Follow  your  spirit,  and  upon  this  charge 
Cry,  'God for  Harry,  England,  and  Saint  George!' 

Three  centuries  later  "The  game's  afoot"  became  the  battle  ( 
of  another  famous  Englishman.  Sound  familiar?  Elemental 
my  dear  Watson. 

On  his  march  back  to  Calais,  Henry  finds  his  way  blocked 
Agincourt  by  25,000  hopping-mad  French.  He  is  down  to  6,0( 
archers  and  a  few  thousand  foot  soldiers.  On  the  eve  of  batt 
his  aide-de-camp,  Westmoreland — resonant  military  nair, 
that — moans, 

0  that  we  now  had  here 

But  one  ten  thousand  of  those  men  in  England 

That  do  no  work  to-day! 

This  is  Henry's  cue  to  riff  magnificently  on  the 
general  superiority  of  the  English.  'Wogs  begin  at  Calais," 
as  the  saying  goes. 
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If  we  are  mark  'd  to  die, 

we  are  enow 
To  do  our  country  loss; 

and  if  to  live. 
The  fewer  men,  the  greater 

share  of  honor. . . 

We  few,  we  happy  few, 

we  band  of  brothers; 
For  he  to-day  that  sheds 

his  blood  with  me 
Shall  be  my  brother; 

be  he  ne'er  so  vile. 
This  day  shall  gentle 

his  condition; 
And  gentlemen  in 

England  now  a-bed 
Shall  think  themselves 

accursed  they  were  not  here. 
And  hold  their  manhoods 

cheap  whiles  any  speaks 
That  fought  with  us 

upon  Saint  Crispin's  day. 
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.  ne.4t  day,  Herm-'s  army  of  grunts  disemboweled  the  shiny 

jh  noblesse  with  sharpened  stakes  and  rained-down 

>.  French  body  count:  5,000.  Enghsh  body  count:  100. 

r 's  actual  words  after  the  battle  are  recorded  by  Holinshed: 

re  going  to  Disney  World!" 

Kenneth  Branagh's  rendition  of  the  speech  in  his  1989  movie 

-rirring  you  want  to  gallop  up  to  the  nearest  French  em- 

And  ride  a  horse  through  the  front  door.  The  Laurence 

jr  version,  filmed  in  1944  while  World  War  II  was  being 

J  where  Henry  had  once  fought,  was  a  pep  talk  deUvered 

rime.' 

-A  Gibson  gives  a  rousing  talk  to  his  troops  in  the  movie 

:  -  ceart,  before  the  battle  of  Stirling.  The  laddies  need  some 

Jcing  up,  as  they've  just  had  a  good  look  at  the  Enghsh  army, 

ich  includes  those  bloody  lethal  archers.  Braveheart  gallops 

and  puts  the  lead  back  in  their  sporrans. 


"Will  you  fight?" 
Fook  that! 

'Aye,  fight  and  you  may  die, " 
he  tells  them. 


Germany,  ancient  and  modern,  has  been  the  setting  for 
memorable  pep  talks.  The  most  stirring  of  my  youth  was  given 
in  Berlin  by  John  F.  Kennedy  on  June  26, 1963.  It  was  remark- 
able at  even  a  technical  level:  One  key  hne  was  in  Latin,  the 
punch  hne  was  in  German. 

"Two  thousand  years  ago  the  proudest  boast  was  civis 
Romanus  sum.  Today,  in  the  world  of  freedom,  the  proudest 
boast  is  Ich  bin  ein  Berliner T  The  words  were  spelled  out  pho- 
netically in  Kennedy's  speech  text  as  "ISH  BEEN  OIN  BEAR- 
LEE-NER." ' 

Berhners  needed  some  cheering  up.  They'd  been  through 
rather  a  lot,  what  with  World  War  I,  Weimar,  World  War  II. 
Two  years  prior  to  Kennedy's  visit,  the  East  Germans  had  built 
a  wall  through  the  city.  Every  night,  they  went  to  sleep  to  the 
sound  of  guards  shooting  escapees  and  Russian 
tanks  on  the  other  side  revving 
their  engines. 
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That  was 
the  stage  onto  which  the 
handsome  young  American  president  had 
stepped,  telling  them. 


'Run  and  you  II 

live — at  least  a  while.  And  dying  in 

your  beds  manyyearsfom  now,  would  you  be  willing 

to  trade  all  the  days  from  this  day  to  that  for  one  chance,  just 

one  chance  to  come  back  here  and  tell  our  enemies  that  they 

may  take  our  lives,  but  they'll  never  take  our  freedom  ?" 

king  a  speech  on  horseback  seems  to  work  twice  as  well 
ust  standing  there,  whacking  your  shins  with  a  riding  crop. 


I  want  to  say,  on  behalf  of  my  countrymen,  who  live  many 
miles  away  on  the  other  side  of  the  Atlantic,  who  are  far  dis- 
tant from  you,  that  they  take  the  greatest  pride  that  they  have 
been  able  to  share  with  you,  even  from  a  distance,  the  story  of 
the  last  18  years.  I  know  of  no  town,  no  city,  that  has  been  be- 
sieged for  18  years  that  still  lives  with  the  vitality  and  the  force, 
and  the  hope  and  the  determination  of  the  city  of  West  Berlin. 

When  he  got  back  aboard  ^z>  Forc^  One,  the  adrenahne  was 


)n  Braveheart's  men  are  hfting  their  kilts,  mooning' the      still  pumping.  He  said  to  his  speech  writer  Ted  Sorensen, 
glish  and  on  their  way  to  distilling  300  types  of  single  malt.      "We'll  never  have  another  day  hke  this  one,  as  long  as  we  live 


at's  a  pep  talk. 

In  the  movie  Gladiator,  Russell  Crowe  plays  the  Roman 
;eral  Maximus.  (Why  can't  our  generals  have  names  like  this, 
tead  of  Norman  and  Tommy?)  Maximus  is  up  against  the 
nkiest-looking  barbarians  in  movie  history — Germans,  to 
ure.  Even  Kofi  Annan  and  Dominique  de  VUlepin  would- 
bother  vvith  inspections  on  this  bunch,  who've  just  returned 
Roman  negotiator  tied  to  his  horse,  minus  his  head. 


That  turned  out  to  be  prophetically  correct. 

The  speech  marked  the  high  point  of  transatlantic  rela- 
tions. These  days,  German  politicians  tend  to  run  against  the 
U.S. — and  win.  But  in  1987,  Ronald  Reagan  gave  West 
Berliners  a  pep  talk  that  turned  out  to  be  the  first  death-knell 
of  Soviet  Communism.  "Mr.  Gorbachev,"  he  said,  looking  un- 
characteristically grave,  "tear. .  .down. .  .this. .  .wall!" 


Leni  Riefenstahl  died  this  September  at  age  loi.  Her  1934 
Maximus  addresses  his  men  in  the  charged  dawn  mists:      film  Triumph  of  the  H^?7/ documented  the  20th  century's  most 
chers!  Three  weeks  from  now  I  wiU  be  harvesting  my  crops.      ominous  pep  talk,  Hirier's  at  Nuremberg.  Hitier  was,  by  all  ac- 
counts, one  of  the  most  powerftil  speakers  of  the  20th  century. 


igine  where  you  will  be,  and  it  will  be  so."  Then  he's  thun 
ing  up  to  the  barbarian  front  Une  from  behind,  blade  drawn, 
'Uting  to  his  captains,  "Stay  with  me!  If  you  find  yourself 
ne,  riding  in  green  fields  with  the  sun  on  your  face,  do  not 
loubled — for  you  are  in  Elysium,  and  you  are  already  dead!" 
The  centurions  chortle.  That  Maximus — what  a  cutup! 
at's  leadership,  getting  a  chuckle  out  of  men  who  are  about 
50  toe-to-toe  with  second-century  Huns  with  hammers 
axes. 


'  Convalescing  from  his  wounds  in  an  Italian  hospital  during  World  War  I,  Ernest 
Hemingway  met  a  British  soldier  who  wrote  out  a  line  from  Henry  IV.  Part  11.  The  words 
became  Hemingway's  mantra.   He  quoted  them  in  his  short  story,  "The  Short  Happy 
Life  of  Francis  Macomber."  The  line  is  spoken  in  the  play  by  a  character  named  Feeble: 
"By  my  troth,  I  care  not:  a  man  can  die  but  once;  we  owe  God  a  death. ..and  let  it  go 
which  way  it  will,  he  that  dies  this  year  is  quit  for  the  next." 

Legend  has  it  that  this  translates  literally  as,  "I  am  a  jelly  donut,"  Ein  Berli/ier  being  a 
local  pastry,  and  Berliner  htmg  an  inhabitant  of  the  city.  Maybe,  but  the  Berliners  who 
heard  Kennedy  speak  knew  perfectly  what  he  meant.  As  1  type,  today's  New  York  Times 
carries  the  obituary  of  Robert  H.  Lochner,  84,  Kennedy's  translator  on  that  day. 
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Even  before  he  got  to  "in  conclusion,"  the  audience  was  reach- 
ing for  the  keys  to  the  Panzer  and  the  Baedeker  guide  to 
Poland.  And  yet — can  you  quote  a  single  thing  he  said,  other 
than,  "Is  Paris  burning?"  Hitler  is  a  paradox:  the  great  orator 
who  left  no  quotes.  Maybe  Goebbels  put  speed  in  their  cider. 

It's  similarly  difficult,  poring  over  the  pep  talks  of  other 
20th-century  monsters,  Stalin,  Mao,  Mussolini,  Castro, 
Saddam  Hussein — and  not  much  flin,  really — to  find  memo- 
rable lines.  Perhaps  it's  that  pep  talks  given  by  dictators  are 
organically  flawed:  They  lack  sincerity.  Dictators  don't  have  to 
bring  their  crowds  to  their  feet. 

You're  sitting  there  in  Row  3  at  the  i8th  Party  Congress, 
into  the  fourth  hour  of  Stalin's  speech  about  how  you,  com- 
rade, can  increase  tractor  and  hydroelectric  output  under  the 
new  Five  Year  Plan.  Are  you  inspired?  See  the  guy  sitting  at 
the  end  of  the  row,  in  the  KGB-issue  black  leather  raincoat, 
checking  to  see  how  loudly  you're  applauding?  You  bet  you're 
inspired!  Boy,  the  Boss  is  really  cooking  tonight! 

Dictators  not  only  give  Potemkin  pep  talks,  but  also  Trojan 
Horse  ones.  In  1957,  Chairman  Mao  Tse-tung  gave  an  uphft- 
ing  speech  in  which  he  urged — demanded! — that  the  Chinese 
express  themselves  freely,  no  matter  if  it  was  contrary  to  the 
Party  line.  "Let  a  hundred  flowers  bloom,"  he  said,  "and  a  hun- 
dred schools  of  thought  contend."  Harvard  professors  cheered! 

What  followed  was  the  Cultural  Revolution,  in  which  all 
the  free-thinkers  found  themselves  being  dragged  through 
the  streets  wearing  dunce  caps,  on  their  way  to  being  reedu- 
cated, or  worse. 

Saddam  Hussein's  inspirational  style  is  harder  to  charac- 
terize. Last  March  20,  on  the  eve  of  Shock  and  Awe,  he 
appeared  on  television  to  stiffen  the  doubtless  quavering 
spines — and  sphincters — of  his  followers.  He  called  the  Iraqi 
people  "Dear  friends."  Under  his  rule,  an  estimated  quarter  of 
a  miUion  people  were  detained  or  murdered.  As  a  rule,  the 
more  of  his  own  people  a  dictator  has  murdered,  the  more 
affectionately  he  addresses  them  in  pubhc. 

"We  love  peace,"  he  said.  He  urged  Iraqis  to  "Go  use  sword. 
Draw  your  sword,  and  I'm  not  afraid.  Draw  your  sword.  The 
enemy  is  making  a  ftiss."  (This  possibly  sounded  more  inspir- 
ing in  the  original  Arabic.)  Like  FDR  and  Churchill,  he  told 
it  straight,  telling  the  "brave"  Iraqi  people  what  they  were 
up  against:  "the  criminal  junior  Bush"  and  "the  criminal 
Zionists... who  have  agendas."  Well,  who  doesn't  have  an 
agenda  these  days?  He  signed  off  "Long  live  Jihad!"— my 
current  candidate  for  Worst  C:]-,-erleading  Roufine. 

But  it  was  Saddam's  Information  Minister,  Mohammed 
Saeed  al-Sahaf,  who  showed  himself  the  true  master  of  the 
pep  talk.  "Baghdad  Bub,"  a-  lie  was  nicknamed,  had 
Americans  chceri.  ••■  >'^'  h=m.  He  'v~s  ilic  ur-cheerleader, 
the  Super-Panglo  .  on  LSD. 

"Today  we  slaugh  .urport!"  he  an 

nounccd  on  TV,  even  ,s   Aorc  taki 

smoV'  -breaks  in  the  contri 

"The  infidels  at    commitu  ^' the  hun- 

dreds or.  the  gates  ,hdad!"  L  vith  so  man> 
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U.S.  tanks  rolling  through  that  MPs  had  to  direct  traffic. 

"As  our  leader  Saddam  Hussein  said,  'God  is  grilling  th 
stomachs  in  hell!'"  Finally,  a  notable  dictatorial  metaphor.  If 
been  a  "brave"  Iraqi -soldier,  cowering  in  the  basement  of  a  hi 
pital  or  orphanage  and  I'd  heard  that  on  the  TV,  I  like  to  thi 
I  would  have  rushed  right  out  and  shot  some  woman  in  the  ba 

On  a  cheerier  note,  if  the  killing  of  whales  can  be  call 
that,  are  the  pep  talks  given  by  the  three  mates  in  Moby-D 
to  their  respective  crews  as  they  pull — puU! — at  their  oa 
Here's  Stubb,  the  second  mate,  urging  his  crew  to  row  fast 

"Pull,  pull,  my  fine  hearts-alive;  pull,  my  children;  pull,  my 
little  ones. . .  Why  don  'tyou  break  your  backbones,  my  boys? 
What  is  it  you  stare  at?  Those  chaps  in  yonder  boat?  Tut! 
They  are  only  five  more  hands  come  to  help  us — never  mind 
from  where — the  more  the  merrier.  Pull,  then,  do  pull; 
never  mind  the  brimstone — devils  are  good  fellows  enough. 
So,  so;  there  you  are  now;  that's  the  stroke  for  a  thousand 
pounds;  that's  the  stroke  to  sweep  the  stakes!  Hurrah  for  the 
gold  cup  of  sperm  oil,  my  heroes!.  ..Pull,  babes — pull,  suck- 
ings — pull,  all. . . "" 

Wouldn't  you  break  your  back  for  a  coxswain  Hke  that?  Ch 
mate  Starbuck,  whose  name  has  now  become  synonymc 
with  "grande  nonfat  mocha  latte  with  an  extra  shot,"  urged 
his  crew  more  economically.  All  he  said  was,  "Pull,  puU, 
good  boys." 

Flask,  the  Pequod's  third  mate  and  most  eager  whale-hunt 
could  barely  contain  himself: 

Sing  out  and  say  something,  my  hearties.  Roar  and  pull,  my 
thunderbolts!  Beach  me,  beach  me  on  their  black  backs,  boys; 
only  do  that  for  me,  and  Til  sign  over  to  you  my  Martha's 
Vineyard  plantation,  boys;  including  wife  and  children, 
boys.  Lay  me  on — lay  me  on!  0  Lord,  Lord!  but  I  shall  go 
stark,  staring  mad:  See!  See  that  white  water! 

As  for  the  whaleboat  management  secrets  of  Captain  Ah 

Melville  was  coy:  "But  what  it  was  that  inscrutable  AI 

said  to  that  tiger-yellow  crew  of  his — these  were  words  b 

omitted  here;  for  you  live  under  the  blessed  Ught  oft 

evangeUcal  land."  But  the  man  did  know  how  to  inct 

tivize.  Want  to  improve  your  third  quarter?  Trying  naili 

a  gold  doubloon  above  the  water  cooler.  Business  scho 

could  use  these  four  disparate  styles  of  pep-talking  as  c 

studies  on  how  to  motivate  employees,  though  it's  po? 

ble  that  human  resources  might  have  a  problem  wi 

"Pull,  sucklings!" 

Then  there's  what  might  be  cal 

the  Anti-Pep  Talk,  which  seeks 

inspire  by  scaring  the  bejee; 

out  of  the  audience.  One 

the  most  memorable  of  t 

genre  was  delivered  by  the  I 

Herb  Brooks,  the  U.S.  Olym 

hockey  coach  whose  team  p^ 

formed  the  "Miracle  on  Ice" 
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beating  the  Soviets  in  1980.  On  that  occasion,  the  famously 
abrasive  Brooks  went  into  the  locker  room  and  told  his  men, 
"You're  meant  to  be  here.  This  moment  is  yours.  You're  meant 
to  be  here  at  this  time." 

Very  calm,  almost  Zen-like.  And  boy  did  it  work.  Before 
the  next  game,  with  Finland,  he  told  them,  "If  you  lose  this 

game,  you'U  take  it  to  your  f g  grave."  And  left,  pausing  at 

the  door  to  add,  "Your  f g  grave."  Myself  I'd  have  been 

tempted  to  reply,  "Maybe,  but  I'U  still  have  a  set  of  steak  knives." 

Vince  Lombard!,  legendary  coach  of  the  Green  Bay 
Packers,  inspired  by  evincing  contempt  for  anything  but  vic- 
tory. "There  is  a  second-place  bowl  game,"  he  said,  "but  it  is  a 
game  for  losers  played  by  losers.  It  is  and  always  has  been  an 
American  zeal  to  be  first  in  anything  we  do,  and  to  win,  and 
to  win,  and  to  win." 

This  American  will  to  win  is  showcased  in  the  opening 
scene  of  the  movie  Patton,  which  consists  of  a  pep  talk  to  the 
troops  on  the  eve  of  the  invasion  of  Europe.  George  C.  Scott 
strides  out  on  stage,  exquisitely  accoutered  with  chrome  hel- 
met and  ivory-handled  .45s,  riding  crop  and  riding  breeches. 

"The  Americans  love  a  winner,"  he  says,  "and  cannot  tol- 
erate a  loser.  Americans  despise  cowards.  Americans  play  to 
win — all  the  time.  I  wouldn't  give  a  hoot  for  a  man  who  lost 
and  laughed.  That's  why  Americans  have  never  lost  and  will 
never  lose  a  war,  for  the  very  thought  of  losing  is  hateful  to 
an  American." 

The  above  is  from  the  speech  given  by  the  actual  Patton  in 
the  spring  of  1944.  Historians  call  it  "The  Speech."  It  was  care- 
fully rehearsed  and  staged,  and  he  gave  it  four  or  more  times 
on  the  eve  of  invasion.  In  contrast  to  the  quiet  invigorations  of 
Ike  and  Omar  Bradley,  Patton's  is  pure  trumpet,  the  Mother 
of  All  Pep  Talks.  Moreover,  the  movie  version — written  in 
part  by  a  young  Francis  Ford  Coppola — is  less  profane  than 
the  real  article:  "An  army  is  a  team.  It  lives,  sleeps,  eats,  fights 
as  a  team.  This  individual  heroic  stuff  is  a  lot  of  crap.  The 
bilious  bastards  who  wrote  that  kind  of  stuff  for  the  Saturday 
Evening  Post  don't  know  any  more  about  real  battle  than  they 
do  about  f g." 

It  ends,  as  well,  on  a  high-comic  note:  "There  is  one  thing 
you  all  will  be  able  to  say  when  you  go  home.  You  may  all  thank 
God  for  it.  Thank  God  that  at  least  30  years  from  now,  when 
you  are  sitting  around  the  fireside  with  your  brat  on  your  knee, 
and  he  asks  yya  what  you  did  in  the  great  World  War  II, 
you  won't  have  b'  y-xj  rhstyou  shoveled  s—  in  Louisiana!" 

Contrast  that  with  che  pep  talk  scene  in  the  war  movie  A 
Bridge  Too  Far.  Allied  troops  arc  about  to  embark  on  the  ill- 
fated  Operation  Mark'-  i 
Lieutenant  General  b 
Edward  Fox,  teUs  fhen^ 


your  grandchildren,  ,^  ; 

On  the  eve  of  Ope: 
commander  of  the  First 
gave  a  remarkable  talk  to 

Tkt  cnemv  should  be  in  no 
thai  w.  g  about 
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■-^-n  mission  in  Holland.  British 
j'ls,  played  by  the  excellent 
.' .  ;n,  this  is  a  tale  you  will  tell 
:i-!'     ".d  they'U  be!" 

:>.i mi,  the  42-year-old 
■  '  \\';U  Irish  Regiment 
^         uuoting: 


h  '  nemesis  and 
■f-fj}!..  There  are 


many  regional  commanders  who  have  stains  on  their  souls 
and  they  are  stoking  the  fires  of  hell  for  Saddam.  He  and 
his  forces  will  be  destroyed  by  this  coalition  for  what  they 
have  done.  As  they  die  they  will  know  that  their  deeds  have 
brought  them  to  this  place.  Show  them  no  pity. 

There  are  some  who  are  alive  at  this  moment  who  will  not 
be  alive  shortly.  It  is  my  foremost  intention  to  bring  every 
single  one  of  you  out  alive,  but  there  may  be  some  among  us 
who  will  not  see  the  end  of  this  campaign.  We  will  put  them 
in  their  sleeping  bags  and  send  them  back.  There  will  be  no 
time  for  sorrow. 

Those  who  do  not  wish  to  go  on  that  journey,  we  will  not 
send.  As  for  the  others,  I  expect  you  to  rock  their  world.  Wipe 
them  out  if  that  is  what  they  choose.  But  if  you  are  ferocious 
in  battle,  remember  to  be  magnanimous  in  victory.  It  is  a  big 
step  to  take  another  human  life.  It  is  not  to  be  done  lightly. 

I  know  of  men  who  have  taken  life  needlessly  in  other 
conflicts.  I  can  assure  you  they  live  with  the  mark  of  Cain 
upon  them.  If  someone  surrenders  to  you,  then  remember  they 
have  that  right  in  international  law  and  ensure  that  one  day 
they  can  go  home  to  their  family.  The  ones  who  wish  to  fight, 
well,  we  aim  to  please. 

If  you  harm  the  regiment  or  its  history  by  overenthusiasm 
in  killing  or  in  cowardice,  know  it  is  your  family  who  will 
suffer.... 

We  go  to  liberate,  not  to  conquer.  We  will  not  fly  our  flags 
in  their  country... .Iraq  is  steeped  in  history.  It  is  the  site 
of  the  Garden  of  Eden,  of  the  Great  Flood  and  the  birthplace 
of  Abraham.  Tread  lightly  there. . . . 

You  will  see  things  that  no  man  could  pay  to  see. . . " 

Lt.  Colonel  Tim  Collins  is  from  Belfast,  and  the  Irish,  Nor 
and  South,  are  known  for  their  gift  with  the  spoken  word.  li 
speech  to  his  troops  became  a  sensation — ironic,  inasmuch 
he  was  subsequently  accused  of  pistol- whipping  an  Iraqi  ci' 
leader  and  shooting  at  the  feet  of  civihans.  He  was  cleared  1 
the  Ministry  of  Defence,  but  his  battalion  is  being  investigate 
for  other  incidents.  The  colonel,  whose  nickname  is  "Nails," 
on  his  way  to  Pattonization. 

Perhaps  the  most  inspiring  speech  given  by  a  soldier — or  an 
one — was  the  few  short  words  spoken  two  and  a  half  millenr 
ago  in  a  tent  by  the  mountain  pass  of  Thermopylae,  in  Greece 

The  entire  Persian  army  was  about  to  pour  through  tl 
pass,  which  was  defended,  as  you'll  recall,  by  a  small  unit 
Spartans.  The  episode  is  found  in  Herodotus: 

".  ..one  man  is  said  to  have  distinguished  himself  above  all  t 
rest,  Dieneces  the  Spartan.  A  speech  which  he  made  before  t 
Greeks  engaged  the  Medes  [Persians]  remains  on  record.  One  oft 
Trachinians  told  him,  'Such  was  the  number  of  barbarians,  th 
when  they  shot  forth  their  aiTows  the  sun  would  be  darkened 
their  multitude.'  Dieneces,  not  at  all flightened  at  these  words,  b 
making  light  of  the  Median  numbers,  answered,  'Our  Trachini, 
friend  brings  us  excellent  tidings.  If  the  Medes  darken  the  sun,  '> 
shall  have  our  fight  in  the  shade!'" 

Now  go  out  there  and  kick  ass.  • 
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forget  they're  on  your  head."  To  enjoy  peace  and  quiet,  simply  tum 
them  on.  To  add  Bose-quality  sound,  attach  the  included  audio 
cord  and  connect  them  to  a  home  stereo,  laptop  computer,  portable 
CD/MP3  player  or  in-flight  audio  system.  When  you're  done,  our 
new  fold-flat  design  allows  you  to  quickly  tuck  your  headphones 
away  in  a  bag  or  briefcase,  so  you  can  take  them  almost  anywhere. 

Experience  Them  for  Yourself 

We  don't  expect  you  to  take  our  word  for  how  dramatically 

our  new  headphones  reduce  noise,  how  clean  and  full  they  sound  or 

how  comfortably  they  fit.  So  we  invite 

you  to  try  them  for  30  days,  risk  free.  If 

you  can  live  without  them,  return 

them  for  a  full  refund.  It's  that  simple. 

Order  by  December  31,  2003  and 


For  Free  Shipping 

Order  By 

Dec.  31,  2003. 


(Mr./.Vts./Mrs.l 

Name 

(Please  Print) 

Address 

City/State/Zip 

Day  Phone 

Evening  Phone 

E-Mail  (Optional) 

.Mail  to:  Bose  Corporation,  Dept.  DMC-Q2311,  The  Mountain,  Framingham,  MA  01701-9168 


enjoy  no-interest  financing  until  January  2005.* 

QuietComfort"  2  headphones  -  the  new  standard 
from  Bose,  the  most  respected  name  in  sound. 


CALL  1-800-720-2673 

ext.  02311 

For  information  on  all  our  products:  www.bose.com/q2311 
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Spotting  the  winners  with  poker  guru 


Jim  IVIclVlani: 
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1 
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JIM  McMANUS  SLIPPED  THE  DOORMAN  A  TEN  SPOT  SO  HE  COULD  LEAVE 
his  new  Mercedes-Benz  in  the  loading  zone  of  the  Palmer  House  Hilton  Hotel. 
The  big  engine  is  purring.  He's  waiting  for  me.  The  Palmer  House  is  a  point  on  a 
line  between  Harrah's  East  Chicago  in  Indiana  and  Arlington  Park,  the  racetrack 
in  Chicago's  northwest  suburbs.  The  races  are  tomorrow;  tonight  I  go  to  Harrah's 
poker  table  with  McManus,  but  just  to  watch.  He  is  out  of  my  league — and  his  five 
grand  stack  of  chips  will  be  one  of  the  smallest  stakes  at  the  table. 

I  sink  into  the  car's  leather  upholstery  and  say:  "Congratulations  on  the  book,  Jim." 

"Poker  and  sex,"  he  nods.  "Popular  stuff" 

In  fact,  McManus'  book.  Positively  Fifth  Street:  Murderers,  Cheetahs,  andBinion's 
World  Series  of  Poker,  is,  as  he  says,  "selling  like  frozen  daiquiris  in  hell."  A  few  years 
ago,  he  was  a  writer  and  a  professor  with  a  love  of  poker.  Now,  he  plays  on  televi- 
sion shows  about  poker.  He  explains,  consults,  provides  quotes.  He  routinely  holds 
his  own  with  the  best  poker  players  in  the  world. 

Positively  Fifth  Street's  salacious  angle  covers  a  Las  Vegas  stripper  and  her  boy- 
friend, a  casino  heir,  whom  she  allegedly  murdered.  The  poker  part  is  about  Jim 
McManus  himself  On  assignment  from  Harper's  magazine  to  cover  the  Binion's 
World  Series  of  Poker,  he  entered  his  advance  pay  and  expense  money,  $4,000,  as 
a  stake  in  a  pregarne.  He  won  that  game,  and  with  it,  a  tournament  seat  worth 
$10,000.  He  then  be.it  out  507  other  entrants  to  come  in  fifth  and  take  home  a  very 
cool  jacket  and  about  a  quarter  of  a  miUion  bucks. 

He  has  the  Binion's  final-  table  windbreaker  folded  up  in  the  back  of  the  Mercedes. 

We  are  going  to  play  a  poker  game  called  pot-limit  Omaha  at  Harrah's  East 
Chicago,  on  a  docked  riverboat  or.  Lake  Michigan.  Understand:  This  is  not  gambling, 
at^least  the  way  ?     Manus  secs'it.  W.C  Fields  had  liis  own  take.  In  My  Little  Chickadee, 
■'■  ^  6^-'»c  of  ch:i\;v;e,  and  Relds  replies,  "Not  the  way  I  plav  it." 
al  playei  !;ii<-  is  only  ^  cerl.iin  part  of  what  happens  at  casinos  or  at 

''''^^^'  ■  ■  who  either  don't  know  what  they  are  doing,  or  like  to 

-     nlayers,  like  good  horseplay- 
h-:\  i-,-.:;c  Tb(  f  look  for 


Mac  West  asks  it 
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JIM  McMANUS— IN 
HIS  BINION'S 
JACKET— LOOKS  FOR 
INSPIRATION. 
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By  Max  Watman  /  Photographs  by  Eric  van  den  Bruile 


small  truths  they  hope  other  people  don't  notice. 
They  manage  risk,  and  expect  rewards  for  play- 
ing well.  They  like  the  sport.  They  like  knowing. 
CaU  these  people  sportsmen,  cardplayers,  horse- 
players.  Don't  call  them  pure  gamblers. 

Other  people  may  have  a  hard  time  with  this 
concept,  and  McManus'  wife,  Jennifer,  would  be 
one  of  those  people.  At  the  end  of  his  book,  vic- 
torious, Jim  documents  the  changes  that  his 
poker  windfall  brought  about.  Purchase  Benz. 
Buy  eldest  daughter  Bridget  a  trip  to  Europe  and 
her  own,  smaller  example  of  German  engineer- 
ing. Reduce  mortgage  period  from  24  years  to  9. 

Yet  Jennifer  still  considers  poker  to  be  an 
expensive  hobby.  She  believes  that  Jim's  poker 
fund  (kept  separate  from  household  financing — 
he  purposely  doesn't  know  the  access  codes  for 
the  ATM  machines,  or  even  the  account  num- 
bers) might  be  better  applied  to  a  college  fund  for 
daughters  Grace  and  Beatrice.  Some  folks  will 
just  never  approve.  Jim  thinks  it's  early  influence. 
"You  were  either  raised  in  a  house  that  thought 
gambling  was  fun,  or  not.  If  not,  you'll  never  get 
it."  There's  that  word  again. 


I 


THE  POKER  ROOM  AT  HARRAH'S  IS  DIM, 
fluorescent-ht,  with  drawn  blinds.  The  tables 
are  covered  in  worn  green  felt.  It's  dusty.  There 
is  a  constant  low  rumble  of  soft-spoken  comments,  the  dealers 
riffmg  and  the  players — many  of  them  professionals — quietly 
responding.  Louder  is  the  constant  cHck  and  shuffle  of  chips. 
The  chips  slip  around  in  the  players'  fingers,  tangible  abstrac- 
tions of  what  they  are  here  to  lose  and  gain.  Everyone  at  the 
Omaha  table  tonight  can  shuffle  his  chips  with  one  hand.  They 
can  split  piles,  or  take  two  piles,  each  two  and  a  half  inches  tall, 
and  shuffle  them  together  with  one  hand  so  that  the  chips  in- 
terleave in  a  smooth  clicking  rush,  one  on  top  of  the  other. 

"Let  me  show  you  something,"  said  Jim,  while  we  waited  for 
players  to  fill  out  the  table.  We  pushed  open  a  door  and  walked 
into  another  part  of  the  casino.  People  were  playing  craps,  black- 
jack, baccarat  in  a  well-lighted,  red-plush  room  with  a  full  bar 
and  big  flat-screen  televisions.  The  staff  was  smiling.  It  was  very 
difficult  to  remember  that  we  were  on  a  boat,  and  the  same  boat 
as  the  scrufty  poker  room. 

"Casinos  don't  make  any  money  on  poker,"  McManus  ex- 
plains. "These  games  out  here  are  played  against  the  house.  They 
treat  poker  players  like  shit." 

At  thi  Omaha  table,  there  are  men  who  look  like  my  grand- 

ennis  shorts,  a  cane,  a  visor.  There's  a  young  Asian 

Jasscs  and ;.  h-<z  ■'^'atcl. — he's  an  aggressive 

against  the  odds.  There 

--..  .  .  •••..  vv,  man  on  the  young  side 

V  ''-ly  been  wearing  his  bespoke  shirt  for 

'  ng  his  eyes.  As  the  night 

■■  I'ic  Reports  will  trickle 

\'  he's  down.  He  will 


Z^^^..-^M^. '  « ^_      •^^  ■; 


father 
man  in 
player,  a, 
is  one  very 
of  midc'';  age 
too  many  hou; 
goes  on,  he  wi! 
in,  he's  up  big  . 


come  back  to  the  table  looking  stunned,  carrying  a  new  ,'■' 
chips.  The  pros  take  those  chips  from  him,  and  he  goes  i 
cash  in  more  and  lose  it  somewhere  else. 

Jim  turns  to  me  and  whispers:  "Most  of  the  guys  here  are 
Except  for  that  guy.  He's  a  money  farm." 

When  we  move  to  sit  at  the  table,  the  players  eye  me  s' 
ciously.  I'm  smiling  and  putting  my  hands  up  half  in  bles 
half  in  supphcation,  but  the  fact  that  my  hands  are  hold 
notebook  and  a  pen  must  make  me  look  suspicious. 

"I've  got  a  reporter  here  with  me.  He's  doing  an  article  '< 
me.  He's  not  going  to  help  me  because  he  doesn't  know ; 
And  although  I  resent  it  a  little,  it  certainly  helps. 

"There's  going  to  be  a  photographer,  too.  Is  everybody ' 
with  that?" 

"Damn.  I  left  my  blazer  in  the  car,"  mutters  somebody.  V\ 
is  more  a  jab  at  the  fact  that  I,  in  a  run-down  cotton  blaze: 
button-down  shirt,  might  be  a  litde  overdressed  than  a  com 
on  his  desire  to  be  presentable.  It  is  also  a  clear  indication 
Jim's  technique — arriving  with  a  reporter  as  an  art  of  wai^ 
going  to  intimidate  anyone. 

"This  gonna  be  in  the  paper?"  asks  the  man  vwth  the  cai 

"No,  Forbes  FYI  magazine,"  answers  Jim. 

"What's  Forbesr 

"Ifs  like  Penthouse,  but  for  the  East  Coast,"  says  another  p 

We  get  agreements,  though  suspicious  ones,  and  play  be 

You  are  no  longer  allowed  to  smoke  in  here  (thanks,  it 
out,  to  one  of  the  players  at  the  table  tonight).  Nor  are  you  all 
to  read  anything  except  Card  Player  magazine.  Neither  r 
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exactly,  but  the  second  is  bent  quite  a  bit.  Guys  lean  very 
trom  the  table  and  read  the  paper.  One  guv  is  reading 
iks  about  the  Grand  Canyon.  Boredom,  real  or  feigned, 
:it. 

e  guys  chuck  their  cards  immediately.  They  spend  90 
\t  ot  their  time  folding,  waiting  for  the  big  hand.  They  have 
■naha  is  similar  to  Texas  Hold  'em,  but  the  players  are  dealt 
cards.  They're  more  likely  to  draw  a  better  hand,  and  thus 
eed  a  better  hand  to  wdn.  Given  that,  they  wait  until  they 
Jim  played  maybe  five  full  hands  over  the  course  of  the 
3urs  we  were  there.  Probablv  fewer. 

vers  receive  four  cards,  face  down,  and  another  five  cards  are 
up  in  the  middle  of  the  table,  to  be  used  communally.  The 
iree,  dealt  at  once,  are  called  the  flop.  Then  comes  fourth 
or  the  turn.  The  final  card  is  fifth  street,  a.lca.  the  river. 
)u  don't  bet  after  the  flop  unless  you're  drawing  to  the  nuts." 
^o  hours  into  the  game  Jim  gets  his  lucky  seat.  Half  an  hour 
he  puts  on  his  sunglasses  and  orders  a  vodka  tonic.  He's 
ooling  around, 
e  hours  into  the  game,  a  couple  of  thousand  dollars  up,  he 


of  personal  insurance.  GambHng  on  horses  and  cards  and  dice  is 
practically  illegal,  allowed  by  special  dispensation.  In  Illinois  and 
Indiana,  you  have  to  be  standing  on  water  to  gamble  on  anything 
except  horses.  Insurance,  on  the  other  hand,  is  mandatory.  When 
Jim  lost  that  last  pot,  he  had  figured  the  odds  of  taking  it  were 
about  91  percent.  The  odds  of  getting  back  the  money  he's  pay- 
ing into  his  car  insurance  to  drive  down  the  highway  are  much 
less.  Odds  of  totaUng  your  car  are,  I  think,  i  in  1,200.  Worse, 
though,  is  that  to  get  the  money,  you  have  to  hurt  yourself  To 
win,  you  have  to  do  what  you  are  doing  badly. 

THERE'S  A  TRADER  VIC'S  IN  THE  PALMER  HOUSE,  AND 
that's  where  I  headed  that  night,  to  pore  over  the  program  for 
tomorrow  at  the  track.  It's  a  weird  day  of  claiming  races  and 
maidens,  difficult  to  bet.  In  a  claiming  race,  the  horse  is  for  sale. 
I  could  bring  home  some  of  the  horses  running  here  for  as  little 
as  $5,000.  A  thoroughbred  that  someone  is  willing  to  unload  for 
five  grand,  after  spending  tens  of  thousands  a  year  stabling  it,  giv- 
ing it  medicine  and  training  it — well,  chances  are  that  ain't  much 
horse.  Maiden  races  are  run  between  horses  that  haven't  won  a 


ASINOS  DON'T  MAKE  ANY  MONEY  ON  POKER. 
iMES  OUT  HERE  ARE  PLAYED  AGAINST  THE 
)USE.  THEY  TREAT  POKER  PLAYERS  LIKE  S— . 


gets  the  hand  he's  been  waiting 
e's  holding  two  kings,  there's  an- 
in  the  flop  and  he  might  also  be 
g  at  a  full  house, 
ryone  folds  except  the  Asian  kid, 

holding  hearts,  but  will  have  to 
nto  the  flush.  Since  five  of  those 
would  give  Jim  the  winning  fijll 
Jim  figures  that  the  odds  are  lo-i  in  his  favor.  He  pushes 
chips  into  the  pot:  "All  in." 

kid  doesn't  blink.  Just  shuffles  seven  grand  out  of  his  own 
id  pushes  it  forward, 
re 'is  $15,000  in  the  pot. 

dealer — a  big  man  with  a  French  manicure — doesn't 

pause  for  dramatic  effect.  For  those  of  us  paying  atten- 
is  the  longest  45  seconds  of  the  night. 

turn  brings  nothing,  no  changes, 
is  plaving  the  best  poker  a  man  can  play.  The  odds  are  on 
,  and  he's  not  afraid.  Who  would  be  afraid  at  lo-i? 

dealer  lays  down  fifth  street. 
re  is  an  audible  intake  of  breath.  And  Jim  is  standing. 

kid  got  his  heart, 
all  over  for  Jim. 
re  going  home. 

wants  to  blame  me:  "Wow.  You  are  some  good-luck 
charm." 

We're  flying  down  the  highway,  and 
for  some  reason  I  am  pondering  the  odds 


HE  MORNING 
UTS  AT 
TOd:  EVERY 
LOOKS 
j/VINNER. 


race  yet.  Some  of  these  horses  are  seven  years  old!  Five  years  of 
stepping  into  the  gate,  and  no  wins.  The  horse  that  wins  tomor- 
row will  do  so  only  because  all  of  the  horses  are  running  around 
the  track  in  the  same  direction.  One  is  bound  to  get  there  first. 

WE  GET  TO  THE  TRACK  EARLY,  AND  WALK  AROUND  THE 
backstretch.  Arlington  Park  is  a  gorgeous  track.  The  parts  of  it 
that  the  pubhc  normally  does  not  see,  the  barns  and  dormitories, 
are  first-rate.  They  run  a  summer  camp  for  the  children  of  the 
staff,  and  in  the  background,  out  there  on  the  backstretch  before 
things  get  going,  you  hear  children  playing  soccer  and  laughing. 
There  is  nothing  like  watching  horses  work  out  in  the  morn- 
ing. The  track  is  largely  silent  but  for  the  rush  and  thunder  of  the 
hooves.  The  early  morning  light  slants  down  and  catches  the  dew 
in  the  grass  of  the  infield.  The  trainers,  jockey  agents,  dockers 
and  a  couple  of  hacks  sprawl  in  the  apron  seats  or  lean  against 
the  rail.  Watching.  Horses  wait  their  turn,  lining  up  at  the  rail 
and  watching  the  other  horses.  Some  are  working  out  in  pairs, 
others  flying  around  the  track  alone.  You  can  hear  the  clucks  and 
the  coaxing  the  exercise  riders  give  the  big  animals. 
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"Okay  there. .  .Here  you  go. .  .Whoa. .  .That's  a  boy. .  .hup  hup 
hup." 

We've  brought  McManus'  wife,  Jennifer,  with  us,  and  she  is 
petting  horses  and  loving  the  whole  thing.  She  knows  horses, 
used  to  be  a  horse  girl,  loves  the  track.  Jim  loves  the  track,  but 
he's  a  plunger.  Gone  are  the  calculated  risks  of  the  poker  table. 

"I  just  bet  long  shots,  names  that  appeal  to  me  for  one  weird 
reason  or  another." 

I  figure,  wrongly  of  course,  that  I'll  have  the  advantage  out 
here,  avid  studier  of  the  Daily  Racing  Form  that  I  am. 

Out  on  the  backstretch,  we're  in  Gene  Cilio's  barn — consis- 
tendy  one  of  the  leading  trainers  at  Arlington — looking  at  a  horse 
called  Noon  Affair.  He'U  be  running  in  the  eighth,  and  the  assis- 
tant trainer,  George,  a  good  ol'  boy,  welcoming  and  smart,  thinks 
he's  got  a  good  chance.  Jim  considers  this  a  tip.  George  is  laugh- 


We  settle  into  our  box.  We  have  perfect  lines  of  sight, 
fortable  seats,  our  own  television  to  show  us  the  odds  ar 
backstretch — and  later  the  White  Sox  score.  We  have  waiti 
to  bring  us  lemonades  and  tonic  drinks. 

We  have  easy  access  to  a  wonderful  semicircular  chert) 
betting  table.  Arlington  Park  is  the  tops. 

Jim  is  betting  these  great  wheels  trying  to  get  a  good  pric 
tells  me  all  day  that  he  would  have  brought  a  lot  more  mo 
he'd  won  last  night.  As  it  stands,  he'll  only  bet  about  $300.  H{ 
a  horse  he  likes,  and  he  bets  it  in  an  exacta  with  every  other 
in  the  race.  This  is  exactly  like  betting  a  horse  to  win,  but( 
more  expensive. 

He  hits  a  $14  win. 

Storm  clouds  are  rolling  in,  we're  going  to  get  soaked,  I 
ning  is  crackling  down  and  the  track  is  getting  sodden.  B 


McMANUS  LOVES  THE  RACETRACK,  BUT 
HE'S  A  PLUNGER.  GONE  ARE  THE 
CALCULATED  RISKS  OF  THE  POKER  TABU 


ing  a  little,  and  he  and  I  are  joking  about  how  every  trainer  going 
into  a  race  thinks  his  horse  has  a  shot  at  it.  Everyone  can  see  a  way 
that  his  horse  could  end  up  in  the  money. 

Jim  is  asking  about  styles  of  running.  "How  do  you  know  if 
the  horse  is  going  to  like  the  turf  more  than  the  dirt?"  "Which 
side  of  the  family  donates  the  speed,  the  sire  or  the  dam?"  "What 
about  stamina?" 

George  answers  these  questions  as  best  he  can,  but  these 
questions  lie  at  the  root  of  horse  racing.  They  can't  be  answered. 
There  are  probabilities,  and  people  try  to  play  within  them,  but 
there  are  no  certainties. 

Crv.j^.,  blackjack,  roulette:  These  are  system  games,  numbers 
games.  Once  you  master  the  odds,  know  the  rules,  there's  really 
nothing  to  it.  You  lay  down  the  money,  you  win  some,  you  lose 
more. 

Poker  and  horses  ai\  ,>  r.iplete,  disguised  systems  of  in- 
formation. 

In  poker,  you  don't  kno\\ 
ers  arc  holding,  and  th, 
hinges  upon  the  fact  t: 
tell  you,  "Actually,  a  miiv 
;:3i:'t  really  stretch  out  pas> 

..iTiount  of  research  w 
'.'ple  say  w  th  a  ihrug; 
hanpen. 


FYI 


■  ainty  what  the  other  play- 
mislead  you.  Horse  racing 
alk.  If  a  horse  could  just 
'■   •  i.ttle  long  for  me — I 

Mf.'pare  you.  At  the 
.mg.'  Meaning  any- 


are  all  very  happy,  because  Jim  is  gQ 
cash  in  a  ticket  for  $14. 

"1  was  really  on  my  best  behavii 
night.  Losing  like  that  really  make 
want  to  puke." 

One  of  the  questions  you  are 
posed  to  ask  yourself  to  find  out 
have  a  gambhng  problem  is,  "Do  y( 
remorse  after  gambling?"  The  answer,  obvious  to  Jim  and  i 
"Only  when  I  lose." 

The  track  turns  to  soup.  This  is  a  classic  condition  in  • 
one  needs  to  look  for  horses  that  can  close  the  race.  Early 
horses  will  become  exhausted  by  having  their  hooves  stick 
mud,  and  they  will  sink  Uke  fishing  weights.  Reading  the 
after  a  downpour,  you  need  to  look  for  horses  with  experiei 
wet  tracks  and  tactical  closing  speed. 

I  look  at  a  horse  called  Mr.  Sandstorm,  and  although  I'vi 
doing  badly  all  day,  I  convince  Jim  that  he's  the  one.  Jim  s 
one  of  his  crazy  exotic  bets.  Mr.  Sandstorm  figured  to  wir 
Sure  enough,  our  horse  comes  home. 
Watching  the  horse  you  thought  would  be  the  fastest  w 
race  is  a  feeling  that  stirs  something  deep  within  us.  The 
Frederic  Remington  painting,  one  of  those  black  and 
journalistic  ones,  that  captures  the  essence:"Ceremony 
Fastest  Horse"  portrays  a  young  Native  American  stea 
bride  from  another  tribe.  If  his  horse  hadn't  been  the  f; 
he'd  have  been  a  goner. 

It  is  that  msh  that  hits  us.  That  flush  feeling  of  victory 
powers  the  losses.  Jim  has  taken  home  $98.20  over  the  coi 
these  two  days,  and  lost  something  like  $7,200.  But  we  are 
to  have  a  ceremony  of  the  fastest  horse.  We  were  righ 
had  the  winner.  When  we  get  back  to  his  house,  we  pop  < 
bottle  of  Veuve  Clicquot.  • 


CHRISTIE'S 


Rolex.  A  fine  and  rare  stainless 
steel  water-resistant  triple 
calendar  chronograph  wristwatch 

Sold  for  $169,900  on  June  5,  2003 
at  Christie's  Rockefeller  Center 


Important  Pocket  Watches  and  Wristwatches 


Auction 

Inquiries 

New  York 

December  8 

212  636  2323 

20  Rockefeller  Plaza 

Viewing 

Catalogues 

New  York,  New  York  10020 

December  3-7 

800  395  6300 

View  catalogues  and  bid 
online  at  christies.com 
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ew^cf-tojuruia 
)rof  essional  organizer 

/AKE  UP  ONE  MORNING  AND  CAN'T  FIND  THE  KEYS  TO  THE  VOLVO? 

)r  worse,  you  can't  even  get  to  the  Volvo,  because  you've  mis- 
»laced  the  instruction  manual  for  the  remote  that  opens  the 
j||rage  that's  basically  just  a  storehouse  anyway  for  all  the  junk 
ou  never  needed:  those  pulse-sensing  treadmills  and  ergonomic 
•aby  joggers  you  swore  you'd  use.  Before  panic  paralyzes  you, 
o  what  they  do  in  Beverly  Hills:  Speed-dial  your  organizer. 


)y  Uavid  Hochman  /  illustrations  by  Chuck  Gonzales 
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THE  FIVE 
COMMANDMENTS 
OF  ORGANIZING 


HAVE  A  HOME 
FOR  EVERYTHING 


losing 

t,  your 

car  keys— it's  probably 
because  you  don't  have  a 
home  for  that  object.  Hang  a 
key  box  next  to  the  door. 
Create  a  permanent  spot  on] 
your  dresser  for  your  wallet. 


START  WITH 
A  BLANK  SLATE 


office,  a  garage  or  just  a 
junk  drawer,"  says  Dorothy 
Breininger,  "don't  stand 
in  the  middle  and  try 
to  organize  piece  by  piece. 
You'll  get  distracted." 
Pull  everything  out  first 
so  you  can... 


SORT  AND  PURGE 


rule,"  Ruth  Kennison  says. 
"Scissors  go  with  scissors, 
sweaters  with  sweaters, 
tax  statements  with  tax 
statements."  Containerize 
golf  balls,  matchbook 
collections,  old  love 
letters.  Put  gadget  manuals, 
financial  statements  and 


SETATIMEF 


cleanup  works 
wonders.  "Just  because 
your  life  is  a  mess," 
Breininger  says,  "doesn't 
mean  you  have  to  take  all 
day  to  get  it  together." 


to  be  living  out  of  a  Hefiy  bag.  At  a  certain  point  (say,  afteii 
passport  must  be  reissued — a  fourth  time),  one  realizes  t 
little  glory  in  being,  a  total  slob.  Losing  your  Six  Million  L 
Man  lunchbox  is  one  thing.  Losing  your  honeymoon 
tickets,  that's  crossing  the  Hne. 

Ruth  began  with  my  desk.  Gone,  gone,  gone  were  my  Poc 
paperweight,  used  earplugs,  Doobie  Brothers  ticket  stubs.  In 
place  came  compartmentalized  drawer  trays,  Lucite  pencil 
ers,  gleaming  in-  and  out-boxes.  Where  once  there  was  a  te 
ing  monolith  of  unread  New  Yorkers,  there  is  now  a  grad 
metal  "tickler"  file  with  a  color-coded  "action"  folder  for  eac 
of  the  week. 

For  Ruth,  quite  frankly,  I  am  a  charity  case.  This  beinj 
Angeles,  her  cUents  are  usually  captains  of  the  entertain! 
industry  or  performers  of  some  renown.  Their  stock-market 
tend  to  be  counterbalanced  by  three-picture  movie  deals  or 
agant  sitcom  royalties.  What  they  suffer  from  most,  it  seer 
the  burden  of  Too  Many  Things. 

Ruth  has  returned  home  exhausted  after  reckoning 

an  international  businessman's  15  sets  of  china,  some  of  m 

included  table  settings  for  100.  She  once  organized  a  fai 

attorney's  museum-worthy  collection  of  N 

memorabUia.  One  venerable  actor  askei 

to  archive  action  figures  of  himse 

chronological  order  of  his  movies 

has  decluttered  home  theaters,  a 

betized  first-edition  libraries 

presided    over    the    dissolutio: 

whole  Barbie  nations. 


ex 


Donate,  File,  Distribute, 
Mail  and  so  on.  "That 
way,"  Breininger  says, 
"once  you've  pulled  things 
out,  half  the  organizing 
job  is  already  done." 


KEEP  LIKE 
THINGS  TOGETHER 


MY  WIFE  IS  NOT  ALONE  IN 
tireless  crusade  against  chaos. 

^^^_^_^__  National  Association  of  Profess 

[NiXON  y^ ^^^  Organizers  (NAPO),  which 

founded  in  L.A.  in  1985,  now  1 

chapters  across  America.  They 

meetings  (everyone's  always  on  t 

and  picnics  (you've  never  seen 

Tupperware).  There  are  organizers 

systematize  offices,  others  who  on 

, .  ^_  ^^^Ki  ^^^  garages,  some  who  tackle  the  mu 

Professional  organizers  are  the        ^^^  ^Hj  inside  personal  computers.  There's  ever 

latest  go  -to  gums,  filli  ag  a  niche  some-  ^^  who  speciaUzes  in  kosher  kitchens, 

where  between  a  personal  trainer  and  a  private  There  is,  for  example,  Tom  Nevermann  of  Be 

yogi.  Brandishing  label-makers  and  three-ring  binders,  an  orga-  Hills,  the  Moving  Doctor.  "I'm  basicaUy  Uke  a  wedding  plan 
nizer  (there  are  more  than  2,000  of  them  around  the  country)  is  he  says,  "but  for  people  moving  into  very  expensive  home 
the  last  refiige  of  the  serious  iTi;u.,-rialist~those  overwhelmed  by  typical  chent  of  his  might  be  moving  from,  say,  a  io,ooo-sqi 
the  very  stuff  tlicy  once  thought  would  free  them.  foot  spread  in  Pacific  PaUsades  to  a  24,000-square-foot  Be 

I  should  know.  My  wife,  Ruti,,  .s  a  professional  organizer,  and      estate.  On  moving  day,  it's  a  httle  hke  Operation  Storm 

Closets.  Tom  and  his  ten-person  crew  use  walkie-talkies 


• 


I,  well,  I  am  pr  i   .".uUy  dib^orgainzecl 

It  is  a  malady  tii.^  h.is  dogged  mc  ^acc  birth.  When  I  was  a 
sii ,  v,"  hild,  )ny  exasf -luted  mother,  tin\l  of  stubbing  her  toes  on 
Wufic  bats  ,..k!  Ataii  cartridges,  resorted  to  bagging  up  my 
strewn  pov  nd  tossing  them  >-lown  into  the  basement. 

But  it  is  detto  "i,  for  a  man  of  advancing  years 


oversee  the  unpacking  and  shelf  stacking  with  the  precisic 
Navy  SEALs.  At  the  end,  his  chents  can  get  a  shck  house 
manual  so  they  understand  how  to  manage  their  new  h 
"They  know  everything,  from  where  all  the  remote  contro 
kept,"  Tom  says,  "to  when  the  ice  filters  need  to  be  chani 
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YES,  OUR  ROOMS 

DO  HAVE  TV  SETS. 

J^lthough 

our  guests  often  'wonder  'why. 


ON-SITE  Colonial  Williamsburg  hotels  arc  exceedingly  comfortable  with  every 
modern  convenience.  But  don't  expect  to  spend  much  time  in  them.  Here  you 
are  surrounded  with  far  too  many  temptations,  from  interactive  performances 
and  museums  to  colonial  taverns  and  shops.  Come,  see  what  you've  been  missing 
Governor's  Inn  •  Woodlands  Hotel  fie  Suites  •  Williamsburg  Lodge 
Colonial  Houses   •  Williamsburg  Inn 

VACATION     PACKAGES 

from   $p  ^  per  person,  per  night 

Whether  you  fancy  a  holiday  shopping  spree,  a  magnificent  fireworks  display,  or 

a  special  reading  of  a  Charles  Dickens  classic,  we  have  a  vacation  package  to  suit 

you.  Each  includes  a  great  room,  preferred  dining  reservations  and  special  discounts. 

Call  1-800-404-3372  for  details.  Some  restrictions  may  apply. 

M  E^R  i  C  A.    C  H  A  P  XE  R  I. 


Williamsburg,  Virginia    1-800-404-3372    ColonialWilliamsburc.com 
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Hard  to  imagine  we  once  kept  track  of  these  matters  on  our  own. 

Organizer  Lanna  Nakone,  a  former  actress  based  in  Napa 
Valley,  could  get  a  Ph.D.  in  clutter.  My  head  spins  when  I 
speak  to  her  because  I  realize  how  few  people  appreciate  what 
an  unholy — and  unrealized — mess  our  world  is  every  day.  A 
typical  executive,  she  tells  me,  wastes  150  hours  each  year 
looking  for  things.  One  in  20  lost  documents  is  never  recov- 
ered. Eighty  percent  of  paper  fded  is  never  seen  again.  A  piece 
of  paper  is  usually  moved  eight  times  before  it  is  either  tossed 
or  fded.  An  average  three-bedroom  home  has  350,000  things 
in  it. .  .and  on  and  on. 

But  Nakone  is  an  optimist  (she  named  her  company  Per- 
fection Prevails).  She  likes  to  tell  the  story  of  a  fisherman  she 
worked  with  who  had  more  than  500  angling  trophies.  His  house- 
keeper couldn't  stand  it  anymore,  and  finally  Nakone  imple- 
mented a  solution.  She  had  a  professional  photographer  shoot 
all  the  trophies  and  taxidermied  fish  heads,  then  laminated 
the  pictures  and  framed  them  exquisitely.  She  did  the  same  for 
another  client,  a  former  Canadian  baton-twirling  champion,  who 
got  a  scrapbook  out  of  the  deal. 

The  famous  country  singer  wdth  the  massive  weapons  collec- 
tion wasn't  such  a  pushover.  "He  had  this  Room  of  Death  and 

The 
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ORGANIZERS 

napo.net 

(770)  325-3440 

Atlanta 

MONICA  RICCI 
Catalyst  Organizing 
Solutions 

CatalystOrganizing.conD 
(770)569-2642 
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Center  for  Organization 
&  Goal  Planning 
centerfororganization.com 
(800)  688-GOAL 

RUTH  KENNISON 
Simplicity  Organizing 
Services  trysimplicity.com 
(310)463-1935 

TOM  NEVERMANN 
The  Moving  Doctor 
movingdoctor.com 
.(310)  289-7894 

'3  Valley 
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he  just  wouldn't  get  rid  of  anything,"  she  says.  "So  we'sor 
all:  Wild  West  guns  went  here,  antique  machine  guns 
hatchets,  machetes^  medieval  swords.  It  was  kinda  creepy. 

Nobody  appreciates  a  high-class  pigsty,  though,  like  Do 
Breininger.  Her  tales  from  the  upper  crust  of  disorganizatio 
send  you  jogging  to  the  nearest  Staples.  There  was  the  att( 
from  Encino  who  wept  when  Dorothy  found  an  uncashed 
dated  check  for  $20,000.  There  was  the  Bel  Air  real 
developer  (and  former  model)  who  had  Dorothy  crawling  ai 
for  hours  looking  for  three  pairs  of  $500  Gucci  sunglasse; 
later  turned  up  in  the  woman's  handbags.  One  L.A.  car  c 
hired  Dorothy  to  program  40  speed-dial  numbers  on  t 
phones  around  his  estate,  including  the  one  at  his  heUpad. 

Then  there  was  the  Pink  Princess,  the  wife  of  a  top  h 
wood  actor  whose  closet  appeared  to  be  in  perfect  order 
she  handed  Dorothy  a  list.  "She  had  her  own  organiz 
agenda,"  Dorothy  says.  "Pink  sweaters  with  short  sL 
together,  pink  sweaters  with  long  sleeves  together, 
sweaters  with  buttons  together,  pink  sweaters  without  bu 
together.  Pink  sweaters  with..." 

You  get  the  picture. 

eekends,  when  most 
pies  are  busy  acqi 
junk,  Ruth  is  m; 
me  get  rid  of  mine, 
goodbye  to  my  extei 
collection  of  owi 
manuals  for  gadg 
no  longer  own.  So 
magnetic-therapy 
wrap  with  hot/col 
insert  (still  in  its  original  box  five  years  later  and  counting', 
Room  by  room,  drawer  by  drawer,  I  battle  fatigue  anc 
loathing  and  separation  anxiety.  First  comes  the  sorting.  C 
floor  around  us  are  giant  cardboard  boxes  marked  "Give  A 
"Throw  Away,"  "Sell"  and  "Store  Elsewhere."  To  which 
another  category:  "If  I  ever  buy  something  like  this  agair 
shoot  me." 

Next  comes  actually  getting  rid  of  things,  or  the  "purg 
use  the  parlance  of  the  organizational  elite.  Abiding  b 
12-month  rule  (if  you  haven't  used  something  in  a  year,  it' 
tory),  I  divest  myself  of  REO  Speedwagon  LPs,  phone! 
from  1991  and  a  bright  orange  shirt  I  was  keeping  "just  in 
Finally  it  comes  time  to  find  a  home  for  everything  that 
All  the  keys  in  the  house  are  now  in  a  cherrywood  ke 
by  the  front  door.  My  travel  magazines  are  in  travel  mag 
holders,  my  random  ideas  are  in  random  idea  folders.  E 
thing  else,  it  seems,  can  be  found  in  three-ring  binders: 
statements,  family  letters,  freelance  contracts,  even  notes  f( 
article  on  organizing. 

At  last,  my  closet  is  unfettered,  my  desk  straightenei 
mental  garden  weeded.  I  am  revitalized:  I  can  be  anythir 
anywhere.  Though  come  to  think  of  it,  I'm  not  really  sure  ■■ 
my  passport  is.  • 
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horloger     genevois 
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Hand-asscmbltcl  movement.   Limited  production  of 2X  pieces,  '(he  ficnevu  Seal. 

]-or  furtiier  information  on  ihis  and  otiicr  vvalclies  in  our  collection,  please  coniact: 

RC)f;F:R  DLBLIS  (570)  970  88XH  •  .MKXICX)  (.52-55;  52X14122 


Ar 


m 


ittesr 


It  was  a  Grand  Old  Party  when  50 

Republicans  boarded  a  luxury  yacht  for  the 

Galapagos  to  revel  in  the  lessons 

of  Darwinism.  /  By  RJ.O'Rourke 


SEVERAL  MILLION  YEARS  AGO,  THE  GALApAGOS  ISLANDS 
popped,  volcanically,  out  of  the  Pacific  Ocean.  The  South 
American  mainland  being  600  miles  away  and  nothing  else 
nearby,  each  island  was  a  tabula  rasa.  Various  birds,  Uzards,  sea 
mammals  and  seeds  blew  in  and  washed  up.  Biological  coloniza- 
tion occurred  by  dumb  luck.  Very  dumb  luck,  to  judge  by  how 
the  local  critters  flap,  crawl  and  paddle  up  and  present  themselves 
to  visiting  omnivorous  bipeds  for  examination  of  gustatory 
potential.  Pirates,  whalers  and  other  nonmembers  of  the  Sierra 
Club  had  an  estimated  100,000  friendly,  curious  Galapagos  giant 
tortoises  for  lunch. 

I  ;<:>lation  allowed  unusual  life-forms  to  flourish.  It's  an  exper- 
iment we  dJi  UT-i'-'-:,  -vhrr)  w  were  single,  with  Chinese  takeout 

'.resting  what  happens  when  all  the 

cer  turf  are  empty.  Charles  Darwin 

siaug  int  Galapagos  aboard  the  H.M.S. 

■■■'•^l!i":.  ■■.f::-v  •(  heavy  meal  of  turtle  and 

ou're  slow  and  edible,  and 


left  in  the  fnJgi 
ecological  nichi. 
thought  so,  toi; 
Beagh,  Danvi.i- 
beer — formuii 
I  have  a  gun,  t'- 1 

Unfortunate, 
the  Galapagos  are  ai. 
I'cro-  -ic  a  problem.  IT 

.  uisc  ship.  This  . 
tiavcj—being  a  tourist  on 

'^'.   ■    ■""isc  ship  is '"he  moi\ 


commissioned  and 

iig  there  in  style  has 

i.mds  is  as  a  tourist 

'  e  profanation  of 

^        The  old  and 


the  useless  are  put  there  to  drift  away.  Although  we're  k  1 
(and  more  hypocritical)  than  the  Eskimos.  We  provide  tl 
and  the  useless  with  nine  meals  a  day,  karaoke  and  slot  mac 
and  pretend  not  to  mind  when  they  return  from  Bermuda 

The  curse  of  being  a  tourist  is  that  you  aren't  at  home.  'S 
in  the  Sistine  Chapel  and  it  looks  like  God  is  saying  to  / 
"PuU  my  finger."  But  the  Vatican  City  decent  doesn't  g' 
joke.  We  need  a  sightseers'  Domino's  so  that  we  can  send  c 
tourist  destinations  and  enjoy  asking  the  citizens  of  Pisa,  "V 
Italian  for  'plumb  bob'?"  in  the  company  of  our  friends. 

Luckily,  among  my  own  friends  is  a  Texas  couple  wdi 
Texas  energy  and  ingenuity  needed  to  tackle  the  twin  dowi 
ot  a  Galapagos  excursion.  George  and  Barbara  (not  the: 
names)  spent  a  year  jugghng  the  busy  schedules  of  50-soiii 
who  appreciate  the  works  of  Darwin — at  least  insofar  a: 
apply  to  the  free  market.  Plus  we  all  love  nature,  especially 


» 


Marine  iguanas  provide  todays 
ecological  activists  with  useful  knowledge: 
how  Woodstock  looked  to  their  parents. 


:y  of  it  is  pointed  by  our  bird  dogs,  if  you  know  what  I 
George  and  Barbara  then  balanced  the  juggled  schedules 
he  sailing  dates  of  the  M.S.  Polaris,  owned  by  that  paragon 
izer  of  exotic  trips,  Lindblad  Expeditions. 
us,  in  June  2003,  we  arrived  in  the  Galapagos  not  as 
ts  but  as  a  floating  house  party.  We  had  booked  the  whole 
r.  A  vessel  that  might  have  flown  the  "Geriatric  Roger,"  the 
s  head  and  crossed  defibrillators  of  a  cruise  ship,  now,  in 
hoisted  the  happy  burgee  of  a  yacht.  If  our  dinner  seating 
led  retirees  from  Ypsilanti  who  trade  garden  gnomes  on 
we  could  tell  the  smarmy  cruise  director,  "Throw  these 
:  overboard!" 

t  that  Lindblad  Expeditions  has  smarmy  cruise  directors. 
lad  has  naturalists  with  advanced  degrees  in  wildlife  biology. 
day  these  guides  took  us,  by  Zodiac  boats,  to  a  different 
agos  island.  There  they  delivered  informative  talks  on 


Galapagos  flora  and  fauna,  giving  us  important  ecology  lessons. 
But  I'm  not  sure  our  bunch  was  getting  the  lessons  intended.  On 
Fernandina  Island,  our  guide  said,  "The  vestigial  wings  of  the 
flightless  cormorant  evolved  due  to  a  lack  of  natural  predators." 
Significant  glances  were  exchanged  among  my  shipmates.  We're 
Repubhcans — we  are  natural  predators.  A  nearby  flightless  cor- 
morant spread  stumpy  and  flinctionless  appendages  that  looked  to 
make  him  eligible  for  membership  in  the  Feather  Club  for  Birds. 

"That's  what  happens  to  you  without  marketplace  competi- 
tion," said  Barbara. 

'The  flightless  cormorant  is  endemic  to  the  Galapagos  islands 
of  Fernandina  and  Isabela,"  said  our  guide.  ("Endemic"  is  wildlife 
biologist  talk  for  "doesn't  get  out  much"  or  "stuck  here.") 

"Notice  how  close  we  can  get  to  the  birds,  even  when  they 
are  nesting,"  our  guide  continued.  'This  is  because  they  have  no 
experience  with  humans,  they  are  truly  wild." 
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rain  one  of  these  fellows  to 
.^.^A  and  you  could  get  fresh  ^ 
ahi  instead  of  a  boring  newspaper 


'Blue-footed  b' 
ike  to  do  to  Howar, 
frigate  bird  endorse 


"Of  course!"  said  a  Dallas  lawyer.  "I  should  have  realized  that 
a  long  time  ago — specifically  in  my  junior  year  of  college — ^wUd 
equals  stupid." 

It  was  an  insight  that  dominated  shipboard  sundowner  gin- 
and-tonic  chatter. 

"Into  the  stupid  blue  yonder." 

"Call  of  the  stupid." 

"Stupid  Kingdom." 

"Stupid  thing,  you  make  my  heart  sing,  you  make  every- 
thing... stupid." 

The  Galapagos  are  an  Ecuadorian  national  park  as  well  as  a 
UNESCO  World  Heritage  Site.  Strict  preservation  of  the  pris- 
tine stupidity  of  the  wilderness  allowed  us  to  experience  a  close 
communion  with  the  animal  world  that  you  can't  get  even  from 
Rover,  no  matter  how  stupid  he  is.  The  endemic  waved  albatross 
let  us  in  on  its  every  Dr.  Phil  moment.  The  birds  mate  for  hfe, 
then  separate.  They  go  off  alone  for  months  at  sea  and  return  to 
Espanola  Island  in  the  Galapagos  to  breed.  But,  our  guide  said, 
before  the  albatross  husband  gets  back  together  with  his  albatross 
wdfe,  he  rapes  the  other  wives.  There  is  an  elaborate  reconcUia- 
tion  with  squawking  and  slapping  of  beaks  ending  in  mutual 
embrace — perfect  for  daytime  bird  television.  They  have  an  egg, 
probably  to  strengthen  the  relationship.  Then  they  take  turns  sit- 
ting on  it  for  up  to  a  week  at  a  time.  When  Al  Junior  is  hatched 
he  gels  a.-  much  as  iour  and  a  half  pounds  of  food  regurgitated 
down  his  thioat  in  s  single  feeding.  By  five  months  the  chick 
weighs  more  than  his  parents.  Feminist  issues,  family  leave, 
childhood  obesity-  on  Espanola  we  had  found  a  place  where 
Hillary  Chnton  truly  could  iiiakc  a  difference. 

Speaking  of  objects  cf  ridicule,  there  is  the  fooUshly  waddUng, 
risibly  yclept  blue  footetl  booby  The  boobies'  webbed  toes  are  as 
funny-colored  as  a  UN  U.  .■,  Thr  ,  :\t\ng  dance  is  a  disco  polka. 
They  give  each  other  p,   "  ' 

Boobies  share  their 
f'l:   n  bird.  The  frigate 

•  '  grace  the  sky  wn: 
;uinu;c  tlie  one  and  disparage  t.. 
'."<■•  U'^obics  arc  skilled  divers.  I 


in  the  air  into  water  sometimes  only  i8  inches  deep,  they  ha 
whole  schools  of  fish.  Then  the  frigate  birds  grab  the  bo! 
by  their  tails  in  midair  and  bite  them  and  shake  them  unt 
boobies  cough  up  their  food.  "Back  on  the  ground,"  salt 
guide,  "the  male  frigate  birds  have  a  very  large  red  throat  p 
which  they  puff  fiiU  of  air  to  attract. . . "  ! 

"Voters,  I'U  bet,"  said  a  woman  who'd  survived  a  poi 
appointment  in  the  Bush^^r^  administration.  "Observ 
frigate  birds,"  she  said,  "and  you  know  everything  you  nd 
know  about  the  Democratic  presidential  candidates."         ^ 

"The  blue-footed  boobies  need  rebranding,"  said  a  mark 
consultant  from  New  York.  "Those  feet — they're  a  skatel 
sneaker  franchise  crying  out  for  a  Ucensing  deal." 

"Look,"  said  our  guide,  "a  lava  guU."  He  pointed  to  a  birt 
was  more  like  a  dove  than  the  airborne  sanitation  enginei 
call  a  gull.  "They're  very  rare,"  said  the  guide,  "maybe  onl: 
pairs  in  the  world." 

"They  must  be  delicious,"  said  one  of  our  more  avid 
hunters.  Our  shipboard  party  was  of  the  opinion  that  extin 
may  have  as  much  to  do  with  flavor  as  with  pollution  or  cl 


A  Darwin's  finch,  perfectly  ada 
to  its  environment,  having  just  sat 
on  something  that  made  it  wish  it  h 
thought  twice  before  evolving. 


aters  vvnth  the  noble 
\(  >••>[■>  on  vast  scimitar 
U's  impossible  not  to 

'  it's  lime  for  work. 

I  .>n,  <i  hundred  feet 


rri 


^e.  Whenever  a  new  creature  was  spotted,  our  first  question 
'How  do  they  taste?" 

took  all  week  to  get  one  of  our  guides  to  admit  that  he  knew 
;iant  tortoise  tastes.  Not  personally,  of  course,  but  he  was  bom 
Galapagos  and  "a  long,  long  time  ago  my  parents  had  some." 
Veil?"  we  asked, 
cod." 

le  food  on  the  Polariswzs  good,  too,  albeit  lacking  in  turtle 
1  and  breast  of  lava  gull.  The  crew  was  joUy.  The  cabins  were 
)o  boat-sized.  And  every  night  the  Lindblad  guides  deliv- 
ftirther  informative  talks  on  Galapagos  flora  and  fauna, 
I  us  more  important  ecology  lessons, 
though  some  of  us  preferred  to  spend  the  evenings  on  the 
1  in  consultation  with  Professor  Dewar's  and  Dr.  Monte 
).  Inside,  a  Lindblad  guide  was  explaining  how  young  the 
)agos  Islands  are,  in  geological  time.  Outside,  George  was 
sting  that  setting  our  watches  to  geological  time  could 
stress  and  keep  us  young.  "I'll  get  back  to  you  on  that  right 
—in  geological  time." 

ornings  we  snorkled — an  abrupt  and  effective  hangover 
cure.  Commercial  fishing  is  banned  in  the 
Galapagos.  The  island  waters  are  fish 
Calcutta.  So  many  giant  king  angelfish 
appeared  that  I  felt  like  the  bubbling 
deep-sea  diver  in  the  aquarium  of  a  pet 
store  that  just  can't  make  a  sale.  Tiny, 
silver  pizza-toppers  swam  in  schools  the 
size  of  Little  Italy.  Parrot  fish,  damselfish 
and  wrasses  exhibited  the  same  oblivious- 
ness to  our  presence  as  the  waved  alba- 
tross. MercifioUy,  so  did  the  white-tip  reef 
sharks.  Manta  rays  in  watery  flight  winged 
by  and  had  a  look,  as  did  "gringo  fish,"  so- 
called  by  the  locals  because  they're  pale  in 
the  water  and  turn  bright-red  in  the  sun. 
Back  in  the  Zodiac  (and  rather  pink 
ourselves)  our  guide  told  us,  "You'll  notice 
the  puffer  fish  is  particularly  friendly — be- 


cause It  IS  poisonous. 

"Typical,"  said  a  Houston  hostess  who  has  to  endure  a  lot  of 
pohtical  fijnd-raisers. 

Young  sea  lions  came  out  and  dove  with  us.  They  did  barrel 
rolls  around  our  torsos,  nibbled  our  swim  fins  and  played  tug-o'- 
war  with  the  Zodiac's  lifesaver  ring.  They  are  aqua-puppies.  On 
the  lava  shore  of  Santiago  Island  we  saw  a  little  feUow  who'd  just 
been  born.  Like  a  well-bred  American  Kennel  Club  dam,  his 
mother  allowed  us  an  up-close  look.  No  one  asked,  "How  do 
they  taste?" 

At  that  evening's  fantail  colloquium,  fly-casters  asked  bird- 
hunters,  "Is  there  a  reason  we  couldn't  train  sea  lions  to  flush 
bonefish  in  the  Florida  Keys?" 

The  adult  male  sea  hons,  the  bulls,  wouldn't  be  much  use. 
They  spend  their  \ives  guarding  a  particular  stretch  of  beach  from 
sea  lion  pool  boys,  sea  lion  UPS  drivers,  etc.  Meanwhile  their 
wives  come  and  go  as  they  please.  "I  tell  my  clients,"  said  the 
Dallas  lawyer,  "]\x5tgive  her  the  house." 

Not  that  our  tour  group  meant  to  introduce  collars  and 
kennels  or  animal  divorce  courts  into  the  Galapagos.  There's 
been  enough  disturbance  of  nature's  balance.  Feral  goats,  let 
loose  by  settlers  from  the  mainland,  ate  the  giant  tortoise 
habitat.  On  the  smaller  islands  the  goats  have  now  cashed  in  their 
40i(k)s,  but  Isabela  still  has  tens  of  thousands.  The  Charles 
Darwin  Foundation,  the  World  Wide  Fund  for  Nature  and 
other  organizations  are  spending  millions  on  goat  eradication. 
We  volunteered  to  do  it  for  free.  Well,  not  exactly  for  free.  But 
give  us  the  goat-hunfing  rights  and  we'd  sell  trips  to  the 
Galapagos  to  wealthy  American  sportsmen  offering  unlimited 
trophy  goat  opportunities.  The  Lindblad  people  looked  dubious. 

The  Galapagos  Islands  do  need  assistance,  however.  The  gov- 
ernment of  Ecuador  does  its  best  but  is  hampered  by  being, 
frankly,  the  government  of  Ecuador.  Send  lawyers,  guns  and 
money.  Actually,  our  group  had  the  lawyers  and  guns  covered. 
Send  just  the  money  to  donations@darwinfoundation.org.  Think 
of  those  giant  tortoises.  They  date  back  to  the  age  of  the  dino- 
saurs. They  have  movie-star  good  looks  {E.  T.  was  a  huge  hit). 
And  there's  something  about  the  giant  tortoises  that's  just 
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A  Penguin  who  flunked  Statistics 
101  wonders  where  the  iceberg  and 
that  cute  chick  in  the  wet  dress  with  the 
Celine  Dion  theme  song  went. 


so... so...  "Extinctable,"  said  Barbara.  "When  life-forms  with 
more  on  the  ball  than  dinosaurs  arrived,  they  thought,  'It  comes 
in  its  own  casserole  dish!'" 

On  Santa  Cruz  Island  we  saw  a  few  tortoises  in  the  wild. 
They're  easy  enough  to  find,  being  in  exactly  the  same  place  they 
were  when  the  last  Lindblad  tour  came  through.  Top  speed  is 
approximately  zero.  And  we  saw  a  turtle  herd  at  the  Charles 
Darwin  Research  Station,  where  a  tortoise  dating  service  is 
attempting  to  reestablish  various  subspecies  and  repopulate  the 
Galapagos.  According  to  my  Bradt  Galapagos  Wildlife  book, 
"When  hormonal  levels  are  running  high,  male  tortoises  have 
even  been  known  to  ivy  mounting  rocks. . ." 

"Ugggh,  men^"  said  the  women  in  our  group. 

"Mating  is  very  vigorous,"  said  the  Research  Station  biologist. 
He  pointed  to  the  last  male  of  the  Pinta  subspecies.  "We  knew 
that  this  one  was  scxuaUv  dysfunctional  when  he  copulated  for 
only  20  minutes." 

"Oocoo,  furtksT  said  the  women. 

And  then  there  is  the  pure  beaut)-  of  nature  in  the  Galapagos. 
One  afternoon,  steaming  beh.veen  islands,  we  encountered  a  pod 
->i  u  tnousr.na  dolphins,  jumping  in  undulations,  Barv'shnikoving 
above  the  wav-s.  Even  the  Bu.'  -.aan  Republicans  among  us  held 
"''^"■'  '■         '^  Tiored  the  Kyoto  Protocol. 

■  .kjng  sperm  whale,  such  a 
'"d,  harming  it  would 
I  .v.per  sticker  on  your 

s  lawyer.  "Sudden- 
'     I  r"s>  ores,  either." 


Oil 

rviagnn 

be  as  bad  j:  . 

congrcssmari  ■ 

"This  trip  re 
Iv  1  want  to  read  /i ' 


"And  40  years  after  the  fact,  I  finally  understand  my  Stai 
class,"  said  George.  He  was  referring  to  the  penguins  and  fl 
gos  we'd  seen  the  previous  day.  We  had  been  told  that  this 
only  place  on  earth  that  has  both.  The  Galapagos  are  c 
equator,  so  they're  tropical,  but  the  icy  Humboldt  Current 
the  air,  forming  a  dense,  foggy  mist  called  the  gariia  that  gc 
erything  soaking  wet  even  though  the  Galapagos  are  des 
lands.  The  climate  is  perfect — if  you  average  it.  Getting  a 
confused  with  median,  as  we  all  did  in  Statistics  class,  per 
and  flamingos  both  arrived. 

I  think  we  were  also  supposed  to  be  learning  something 
the  famous  Darwin's  finches.  But,  to  tell  the  truth,  they're 
drab  and  boring.  It  is  a  mark  of  Darwin's  genius  that  he  n 
them  at  all.  Then,  by  observing  the  various  evolutionary  rr 
cations  in  their  little  beaks,  Darwin  somehow  discovere 
men  are  descended  from  monkeys,  although  he  woulc 
known  that  already  if  he'd  asked  the  men's  wives. 

Which  goes  to  show  that  not  all  lessons  in  ecology  are 
ing.  The  marine  iguana,  for  example.  Washing  ashore  fro 
mainland,  it  learned  to  go  with  the  flow.  It  became  th' 
seagoing  lizard.  It  eats  almost  nothing  but  algae.  Here 
lizard  version  of  moving  to  Humboldt  County,  California, 
ing  your  own  vegetables  and  weaving  your  clothes  from 
Marine  iguanas  are  as  duU  as  folk  songs  and  as  ugly  as  un 
pottery.  They  spend  all  day  laying  on  top  of  each  other 
iguana  group  gropes. 

Looking  at  the  marine  iguanas,  the  Dallas  lawyer  said 
wife,  "Honey,  do  you  think  we  should  have  left  the  teei 
home  by  themselves?"  • 
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Macanudo  and  Partagas  Cigars. 
Visitwww.cigarworld.com. 

Travel  &  Tourism 

^  Flight  Options,  Inc. 

Fractional  jet  ownership.  The  most  requested  jets 
for  35%  less.  We  have  your  options. 
Visit  www.flightoptions.com. 

9.  New  Zealand 

Discover  New  Zealand's  unspoiled  natural 
wonders,  Maori  culture  and  urban  sophistication. 
For  information,  visit  wvw.new  zealand.com 
or  call  1-866-639-9325. 


10.  Arizona  Office  of  Tourism 

Arizona  is  a  land  defined  by  its  wild  beauty  and 
simple  openness.  By  world-class  resorts,  dining 
&  golf.  Amaze  Yourself,  Explore  Arizona.  Call  for  a 
free  Arizona  Travel  Packet  1 -866-770-3390 
or  visit  www.  ArizonaGuide.com. 

Celebrating  in  Style:  Luxurious 
Holiday  Entertainment 

^  Orrefors  Kosta  Boda 

Visitwww.orreforskostabodacompanystore.com 
or  call  1-800-351-9842. 

Champagne  Wishes 
^  Krug 

Visit  www.krug.com. 

Spirited  Living 
Gentleman  Jack 

Visit  www.gentlemanjack.com. 

Jack  Daniel's 
Visitwww.jackdaniels.com. 
^  Woodford  Reserve 

Visit  www.woodfordreserve.com. 


"^  Web  visit  phone  call  only 
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Happy  Shopping...  And  Warmest  Holiday  Wishes  from  Forbes  FYI 

Browse  through  the  following  pages 
for  luxurious  and  unique  holiday  gift  ideas. 


^ 
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With  its  lovely  outspread 

wings,  Papillon  soars  over  the  table. 

The  shape  symbolizes  a  butterfly  at  rest, 

its  wings  folded.  "Papillon  is  French 

for  butterfly.  My  inspiration  came  from  the 

first  wing-flutterings  of  a 

spring  butterfly,"  explains  designer 

Martti  Rytkonen. 


Orrefors 

FINE  CRYSTAL  SINCE  1 898 

Orrefors  Kosta  Boda  Company  Stores 

685  Madison  Avenue,  NYC,  NY 

212-752-1095 

South  Coast  Plaza,  Costa  Mesa,  California 
714-549-1959 


vineyard  vines 

martha's  vineyard 


www.vineyardvines.com 

For  your  local  retailer,  please  call:  1-800-892-4982 


Advertisement 


The  Forbes  FYI  Ultimate  Gift  Guide 


Diamond  jewelry  is  the  corporate  gift/incentive  that  will  increase  in  value.  All 

of  our  diamonds  come  from  Diamond  Trading  Company  (DTC),  the  rough 

diamond  sales  division  of  De  Beers  Mining  Company  and  are  "cut  to  perfeaion 

in  Antwerp,  the  diamond  capital  of  the  world." 

Whatever  the  quantity,  from  1  to  5,000,  our  line 

of  ttaditional  classic  jewelry  will  meet  your  holiday 

needs.  Your  corporate  logo  can  also  be  customized 

with  one  or  several  diamonds  for  a  minimum 

order  of  only  25  units,  delivered  in  just  a  few 

I     ri  •  if-iAr,  1225  Franklin  Ave. 

weeks.  Prices  start  at  $200.  /-    j     r-     ivn/,,^Tfv 

Garden  City,  NY,  1 1530 

Tel:  877-303-0666  /  Website:  antwerpdianiondsincentives.com 


ANTWERP 

DIAMONDS 

INCENTIVES 

(USA) 


©2003  Kyocera  Optics.  Inc.  Specitic^tions  subject  to  change  without  notice.  General  Mot05 
trademarks  used  under  license  to  Maisto  International.  Inc.  Ford  traden^rks  on  Ford  brand  replica 
cars  shown  with  permission  of  Ford  Motor  Company, 


Whiter  teeth  and  healthier  gums. 
It's  a  gift. 

Stop  Brushing  J  Start  Sonicare 


PHILIPS  _... 

sonicare 

SOnicare.com  the  sonic  toothbrush 


si 
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^   TIMEPIECES 

%  INTERNATIONAL 


■retail  price  $685.  ON  YOUR  WRIST  $159 

IN  YOUR  POCKET  $526. 

he  Uaus  Kobcc  Couture  Sports.  A  high  fashion  timepiece  designed  for  the  cosmopolitan  man  or  woman  and  sports  professional  alike,  is 
ow  available  direct  horn  the  manufacturer  at  the  astonishingly  low  price  of  $159  -  a  saving  of  $526  on  the  retail  price  of  $685.  So  how  can 
•e  make  an  offer  like  this?  The  answer  is  beautifully  simple.  We  have  no  middleman  to  pay  No  retail  overheads  to  pay  And  not  the  usual  M^ii 
lark-up  to  make,  which  on  luxun  items  (including  watches)  can  be  enormous.  We  just  make  beautihjj  watches,  beautifully  simple  to  buy 


30  DAY  MONEY 

SACK  GUARANTEE 


UDIE.S  RETAIL  PRICE  $625  DIRECT  PRICE  $155  GENTS  RETAIL  PRICE  $685  DIRECT  PRICE  $159  FEATURES  INCLUDE:  STAINLESS  STEEL  CASE. 
STAINLESS  STEEL  BlTTERfLY  CLASP  TO  THE  LLIXURY  PADDED  BLACK  LEATHER  BAND  CHRONOCRAPH  FEATURING  SEYCHELLES  BLUE  INDEX 
COUNTERS.  HOURS,  MINUTES  AND  SECONDS.  TWINNED  WITH  SEYCHELLES  BLUE  MATCHING  CROWN  AND  BAND  ATTACHMENTS.  CALENDAR. 
WATER  RESISTANT  TO  3ATMS.  SUPPLIED  TO  YOU  IN  A  MAGNIFICENT  PRESENTATION  CASE  LADIES  WATCH  DOES  NOT  INCLUDE  CHRONOGRAPH, 


Shipping/  Handling  $9.99  FL  Res  add  6%  Sales  Tax  total  charge 


CREDIT  CARD  HOTLINE  1-800-733-TIME  (1-800-733-8463),  24  HOURS  A  DAY,  SEVEN  DAYS  A  WEEK.  PLEASE  QUOTE  CODE  FYI/3NLB. 

I     TIMEPIECES  INTERNATIONAL,  3580  NORTH  WEST  56TH  STREET.  FORT  LAUDERDALE.  FLORIDA  33309.  FAX:  1  888  675  30^5  www.timepiecesusaxom 


The  spy  who  saved  Poland  |  Hayriding  with  Carter  and  Cash  |  A  golf  game  for  shopaholics  '  Polanski's  first  feature 
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THE  BIKERIDERS, 

by  Danny  Lyon; 
Chronicle  Books;  $23 


WHEN  DANNY  LYON'S  PHOTO  BOOK,  THE 
Bikeriders,  went  on  sale  for  $5.95  in 
1968   no  ope  really  noticed.  It  got  just 
one  review — a  blurb  in  the  Village 
I'o/ce— then  fell  out  of  p,  int.  Over  the 
years,  however,  it  has  hung  on  to  become 
a  sleeper  hit  of  '60s  photojournalism — 
and  deservedly  so.  i-s  pictures,  which 
follow  a  biker  gang  called  the  Outlaws, 
vividly  exposed  that  picareique  world 
of  chopped  Harleys  and  Wehrmacht 
headgear— a  year  'vfore  Zaz<  Rider .  lade 
■'  cool.  These  days  ^  '•.  ;  r      ion  in 
^ood  shape  can  go  of  $5C0. 

But  this  month  The  B,. 


re-published  with  a  new  preface  by  the 
author  as  well  as  29  photos — 14  of  them 
in  color — not  included  in  the  original 
book.  This  time  around,  sales  will 
undoubtedly  be  brisk.— THOMAS  JACKSON 

A  SECRET  LIFE,  by  Benjamin  Weiser; 
PublicAffairs;  $26 

IF  PROVIDENCE  HAD 
assigned  a  guardian 
angel  to  Cold  War  Poland, 
he  might  have  looked 
something  like  the 
slightly  built,  five-and-a- 
half-foot  lieutenant 
colonel  who  signed  his 
first  note  to  the  CIA  "PV"  for  "Polish 
Viking."  From  1972  until  the  eve  of  martial 


law  at  the  end  of  1981,  PV,  a.k.a. 
Ryszard  Kuklinski,  would  provide  the 
with  well  over  40,000  pages  of  classi 
documents  from  the  innermost  counc 
of  the  Warsaw  Pact.  A  fast-rising  star 
in  the  Soviet-dominated  Polish  milita 
Kuklinski  was  first  and  foremost  a 
Polish  patriot.  His  access  to  closely  \ 
materials  allowed  him  to  realize  that 
Soviet  "defense"  plans  were  in  fact 
entirely  offensively  minded  and — unc 
the  scheme  called  the  Second  Strata 
Echelon — designed  a  war  to  be  fougf 
to  the  last  Pole.  He  became  the  U.S. 
most  vital  spy  in  Eastern  Europe,  or 
whose  information  often  went  straig 
presidents  Carter  and  Reagan.  His 
information  saved  NATO  billions  in  * 
planning,  but  also  undermined  the  S 


r 


ii   s  indentions  and  actions  against 

Id  and  the  West.  New  York  Times 
er  Weiser's  account  of  Kuklinsl<i's 
•racking,  nine-year  high-wire 
kes  the  reader  back  inside  the  Cold 
'ividly  reminding  us  what  a  very 
Kworld  it  was,  especially  behind 
;  :n  Curtain.  This  meticulously 
ciented  real-life  spy  story  is  alive 
he  tension  of  secret  meetings, 
stine  handoffs,  near-fatal  slipups 
at  last — a  very  narrow  escape 

West.— RICHARD  NALLEY 

BY  INCH,  by  Geoffrey  Norman; 
Press;  $23 

REY  NORMAN  HAS  CONTRIBUTED 
articles  to  FY  I  over  the  years, 
rything  from  mountain  climbing  to 
g  to  scuba  diving.  Now  his  most 


recent  novel  is  out.  Inch 
By  Inch  is  a  roman  a 
clef,  we  hope  he  will  not 
mind  our  revealing  here, 
of  his  wife's  valiant — 
and  successful — battle 
against  breast  cancer.  It 
begins  with  a  lump  in  an 
X-ray  and  ends  by  putting  one  in  your 

throat.— CHRISTOPHER  BUCKLEY 

ONCE  UPON  A  TIME,  by  Slim  Aarons; 
Harry  N.  Abrams;  $75 

BEFORE  THERE  WAS  MTV  CRIBS,  THERE 
was  Slim  Aarons.  From  the  late  1940s 
until  the  '80s,  he  filled  the  pages  of 
magazines  like  Town  &  Country,  Harper's 
Bazaar  and  Look  with  pictures  of  the 
jet-set  crowd  in  their  private  domains. 
This  new  collection  of  his  work  overflows 


with  wide-angle  portraits  of  dukes  in  their 
drawing  rooms,  Irish  chieftains  before 
their  castles  and  Palm  Springs  socialites, 
champagne  glasses  in  hand,  lounging 
pool-side  behind  their  desert  homes.— tj 


» 


LIVE  RECORDINGS  FROM 

THE  LOUISIANA  HAYRIDE.  June  Carter     JUNE 

and  Johnny  Cash;  Scena;  $17  each  CARTER 


NY  CASH  SENT  ME  A  NEW  BATHING  SUIT  THAT 
ant  for  me  to  wear  on  the  show,"  jokes  the 
Southern  belle  before  the  packed  theater  in 
port,  Louisiana.  "What  it  really  was,  was  just  a  ■ 

of  suntan  lotion  and  a  zipper!"  The  year  was  ' 

-SIX  years  before  she  would  marry  Cash— and 
y  music  legend  June  Carter  was  performing  on  the  Louisiana 
e.  the  radio  program  that  helped  launch  Elvis  Presley  and 
Villiams.  This  new  compilation  of  her  Hayride  performances'is 
ation,  filled  with  delightful  (and  surprisingly  racy)  cornpone 
folksy  chestnuts  like  "Wildwood  Flower"  and  a  hearty  duet 
5r  future  husband  on  "It  Ain't  Me,  Babe."  Cash  himself  got 
ly  start  with  the  Hayride,  and  his  compilation  consists  of 
ripped-down  versions  of  classics  like  "I  Walk  the  Line"  and 
Prison  Blues"— as  well  as  a  plug  for  Hayride  sponsor 
irn  Maid  Donuts.  The  sound  quality  may  be  rough  by  con- 
ary  standards,  but  one  feels  witness  to  a  buoyant  early  land- 
music  history,  which  makes  Cash's  and  Carter's  passings  this 
the  more  poignant.— MATTHEW  REED  BAKER 


SO  MUCH  FOR  THE  CITY, 
The  Thrills;  Virgin;  $14 


IN  1999,  WHEN  THESE  FIVE  IRISH 
lads  were  about  19,  they  spent 
four  months  together  in  California. 
Judging  from  this,  their  debut 
album,  they  haven't  been  able  to 
think  about  much  else  since.  The 
balance  of  its  sparkly,  infectious 


t 


songs  evinces  the  deepest  longing  to  be  some- 
where—anyw/rtere— in  the  Golden  State.  The 
title  track,  "Santa  Cruz  (You're  Not  That  Far)," 
must  have  been  written  on  a  rainy  day  in 
Dublin.  Ditto  for  track  two.  "Just  don't  go  back 
to  Big  Sur,"  it  goes.  "Baby  baby  please  don't 
go."  In  a  ballad  called  "Deckchairs  and  Cigar- 
ettes," lead  singer  Conor  Deasy  croons,  "Let's 
go  to  San  Diego.  That's  where  all  the  kids  go." 
No  one  has  rhapsodized  California  like  this 
since  the  Beach  Boys,  and  they  lived  there.  But  that's  the  charm  of 
these  effervescent  songs— they're  a  reminder  that  the  world  is  still  big 
enough  for  these  guys  to  fantasize  about  a  faraway  place.  When  Virgin 
Records  offered  The  Thrills  a  deal,  incidentally,  they  accepted  under 
one  condition:  that  they  be  allowed  to  record  their  debut  album  in 
Los  Angeles.  They  did,  and  here  it  is.— TJ 

ANTHEM,  Matt  Haimovitz;  Oxingale;  $17 


I 


CELLIST  MATT  HAIMOVITZ  MADE  QUITE 
A  splash  last  year  when  he  became  the 
first  artist  to  play  classical  music  at  down- 
town Manhattan's  legendary  rock  club 
CBGB.  The  show's  crowning  moment 
came  when,  amidst  the  Bach  suites, 
he  played  the  national  anthem  a  la  Jimi 
Hendrix  at  Woodstock.  Somehow  he  made 
his  18th  Century,  Venetian  cello  squeak  and  moan  like  a  Stratocaster 
turned  up  to  11.  His  latest  album  begins  with  a  live  recording  of 
that  performance,  followed  by  a  collection  of  contemporary  pieces 
by  American  composers.  Haimovitz  is  currently  on  a  50-state  tour, 
bringing  classical  music  to  places  you'd  least  expect  to  hear 
it  including  the  Mangy  Moose  in  Jackson,  Wyoming,  and  Salt  Lake 
City's  Dead  Goat  Saloon.  For  dates,  check  www.oxingale.com.— TJ 
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TIGER  WOODS  PGA  TOUR 
2004  (PC,  XBox,  PS2,  GO); 
EA  Sports;  $50 

I  CAN'T  BELIEVE  IT.  I  JUST  PLAYED 
Colin  Montgomerie  on  the  Old 
Course.  He  took  an  early  lead  on 
hole  3,  but  I  stormed  back  on  the 
sixth  with  a  44-foot  birdie  putt.  Then  I  battled 
20-mph  crosswinds  to  grab  the  lead  on  hole 
7  and  I  never  lost  it.  For  my  stunning  victory, 
I  was  awarded  my  PGA  Tour  card  and  about 
$225,000  in  winnings.  On  top  of  that,  watch- 
maker TAG  Heuer  slipped  me  $75,000  to 
endorse  its  products.  This  Walter  Mitty-esque 
fantasy  is  made  possible  by  the  latest  in  vir- 
tual golfing  diversions,  Tiger  Woods  PGA  Tour 
2004.  On  its  surface,  the  game  is  the  straight- 
fonward  experience  you  would  expect.  It  has 
19  world-renowned  courses  and  20  PGA 
pros,  as  well  as  simple,  intuitive  controls  and 
graphics  that  look  almost  as  good  as  the  real 
thing  does  on  TV.  Trees  whip  in  the  wind  at 
Sahalee  CC  and  waves  pound  the 
cliffs  at  Pebble  Beach.  But  the  new 


"Game  Face"  feature  is  what  makes  Tiger  '04 
so  devilishly  immersive.  Instead  of  imperson- 
ating a  pro,  you  create  your  own  digital  mar- 
ionette— male  or  female — to  trot  out  onto  the 
tour.  You  design  the  facial  features,  body 
shape,  skin  tone,  hairstyle  and  even,  if  you 
like,  tattoos.  Clone  yourself,  or  create  a  purple- 
haired  Samoan.  And  when  he  wins  a  purse, 


he's  off  to  the  pro  shop,  where  you  ca 
him  name-brand  clubs  and  balls,  a 
as  upwards  of  800  different  clothing 
sunglasses,  watches  and  other  access 
many  of  them  virtual  facsimiles  of  prodi 
sale  today  at  your  local  mall.  A  golf  game 
actually  about  shopping?  It  might 
seem  sinister  if  weren't  so  fun.— TJ 


Ti-fE  BREAKERS 

PALM    B  E AC  H 

lo  stay  at  The  Breakers  Palm  Bea 
is  to  enjoy  tne  pleasure  oi  truly  per?o 
service,  luxurious  accommoaatji 
one-nalr  mile  oi  private  beacli,  , 
oceanrront  spa,  an  array  or  riiu 
tlinnig,  36  noles  oi  cnampionsnip  l 
world-class  tennis,  awara-wmnn 
amily  ana  cnildren's  program^, 
ana  tne  Imest  on-site  Doutiqiicr 
A  stay  at  The  Breakers  is  an 
experience  worth  repeating  loi 
generations  to  come. 


,''        Try  Something 
Different  This  Season 

Roy's  Prix  Fixe  Menu  $36  ^ 
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APPETIZER  I 

^  Roy's  Hawaiian  Fusion  Sample ^ 

OUR  CHOICE  OF  A  MEAT  OR   FISH    ENTREE 

-Meai-    ^ 

<i  Charbroiled  Shortribs  of  Beef,  or 

Braised  New  Fashioned  Misoyaki  Glazed  Pork  Pol 


-Fish- 
Roy's  Original  Blackened  Island  Ahi  Tuna,  or  Macadamia 
n  Crusted  Mahi  Mahi  with  a  Lobster  Essence  Sauce 


DESSERT 


's  Melting  Hot  Chocolate  Souffle 


Hawaiian  Fusion  Ci 


.  this  earth 
is  going  to  please  you"  -  zagat  survey  2003 
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OYSRESTAURANT.COM         NOW  AVAILABLE  INI 


If.^iwi  ■  I  c  ^M  •y^iM  MI7jf*l;lc 


r(M'JA>Jt>if^if.li«t-ibttBl4'.VJ^' 


Jacksonville  Beach   La  Jolla   Las  Vegas   Newport  Beach   Orlando   Philadelphia 
Rancho  Mirage    San  Francisco    Scottsdale   Summerlin  Tampa 


rlay  whereWhe  WU^wspm 


\WWAil 


Th e  islands  of  aloha 


Plan  your  next  trip  to  Hawaii  at  wwtv.gohawaii.com  or  call  1  800  GO  HAWAII. 


SCARFACE; 
Universal;  $19 


ITS  BEEN  20 
years  since  Tony  Montana 
staggered  across  the  screen, 
white  powder  dripping  from 
his  nose,  guns  blazing  at 
lies  real  and  imagined.  Universal 
|ios  celebrates  the  milestone  with 
:ial  DVD  anniversary  edition  of 
DePalma's  1983  drug-induced 
[mare  of  the  American  dream, 
jace.  Largely  dismissed  as  overly 
It  and  pointless  when  it  debuted, 
ilm's  staying  power  has  been 
|ly  due,  sadly,  to  its  reverent 
Hon  by  the  hip-hop  culture — Def 
[Recordings  recently  released 
lute  CD  of  artists  inspired  by  the 
!.  Film  students  will  note  that 
^ace  also  marks  the  departure  of 
10  the  quietly  brooding  actor 
)rpico  and  The  Godfather,  and  the 
:h  of  the  Pacino  of  today:  scenery 
|er  extraordinaire.  —PATRICK  COOKE 

^E  IN  THE  WATER; 
'riterion  Collection;  $40 


scenes  like  the  Corot-esque  moment 
when  dawn  discovers  the  little 
boat  snugged  up  in  the  reeds,  and  the 
haunting  last  image  of  the  couple's 
car  hesitating  at  a  crossroads.  The 
Criterion  Collection's  newly  released 
DVD  also  includes  eight  of  Polanski's 
pre-1962  short  films,  showing  just  how 
much  determination,  talent  and  time 
went  into  his  becoming,  with  Knife  in 
the  Water,  an  overnight  sensation.— RN 

JOSEPH  CORNELL: 
SHADOWPLAY...ETERNIDAY; 
Thames  &  Hudson;  $60 

WHEN  THE  ARTIST  JOSEPH  CORNELL 
created  his  extraordinary  shadow 
boxes,  he  expected  viewers  to  be  able 
to  pick  them  up,  turn  them  around, 
rattle  their  insides  and  rummage 
through  their  mysterious  little  drawers. 
But  if  you  tried  to  do  so  in  any  gallery 
or  museum  today,  you'd  be  led  away 
in  handcuffs.  Fortunately,  a  new 
DVD-ROM  affords  Cornell  lovers  the 


R'^'€  water! 


ROMAN  POLANSKI'S 
much-acclaimed  1962 
feature  film  debut. 
Knife  in  the  Water, 
may  be  the  most  sinis- 
ter reimagining  of  ship- 
board romance  since 
Welles— a  kind  of  The  Lady 
Shanghai  in  a  cuddy  cabin.  Shot 
|land  (and  now  endowed  with 
iski's  own  English  subtitles),  the 
'ollows  the  overnight  excursion 
ickering  couple  who  pick  up 
hhiker  and  invite  him  along  on 
isailboat.  Big  mistake  ail  around. 

praised  for  its  psychological 
?ties — and  nominated  for  an 
I   that  ultimately  went  to  Fellini's 
—the  film  is  also  a  feat  of  technical 
ra.  Polanski  isolates  the  three 
e  on  a  claustrophobically  small 
and  somehow  manages  to  wedge 
d  work  the  cameras  seamlessly 
d  them.  The  moody  black  and 
emphasizes  his  painterly  mastery 
!  form.  There  are  unforgettable 


next  best  thing:  a  virtual  inspection 
of  his  works.  The  disc,  which 
accompanies  a  new  book  on  the 
artist  called  Shadowplay. . . Eterniday, 
contains  high-resolution  images  of 
12  of  the  boxes,  each  of  which  can  be 
manipulated  in  the  ways  Cornell 
intended.  For  those  who  wish  to  see 
them  with  their  own  eyes,  22  will  be 
on  display  at  Richard  L.  Feigen  &  Co. 
in  New  York  City  until  January  16.— TJ 
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Nat  King  Cole  enjoyed  more  hit  singles  than  \ 
any  artist  in  the  history  of  Capitol  Records.! 
The  Classic  Singles  features  100  of  those 
hits  spanning  his  entire  career,  from  his  early  > 
days  as  a  jazz  pianist  in  the  King  Cole  Trio  to 
his  legendary  pop  ballads. 

This  silky  smooth  voice  of  a  golden  era  is 
now  available  in  a  4-CD  set,  beautifully 
packaged  in  an  elegant  linen  box,  featuring  a 
60  page  booklet  with  extensive  liner  notes, 
track-by-track  discography,  career  spanning 
photography  and  exclusive  memorabilia 
from  the  Cole  family  estate.  The  tracklisting 
includes  rare  b-side  recordings  and  many 
songs  available  for  the  first  time  on  CD,  all  ; 


24-bit  digitally  remastered. 
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Dad's  Survival  Guide 
to  the  Holidays 


1 .  Getting  into  the  Spirit 

The  holiday  season  will  officially  kick  off  this  year — just  as  it  did 
last  year  and  the  year  before  that — while  you  are  still  digesting 
your  Thanksgiving  turkey  and  waking  up  to  a  houseful  of  fam- 
ily members  to  whom  you  may,  possibly,  wish  you  were  not 
related  by  blood  or  marriage.  Let  this  be  the  year  you  stop  fight- 
ing and  accept  the  inevitable.  You  may  not  be  in  the  mood  for 
them,  but  the  holidays  are  coming,  as  surely  as  the  sun  will  rise. 
Deal  with  it. 

2.  The  Kids 

Since  April  your  children  will  have  been  dropping  hints  about — 
or  informing  you  outright — what  they  want  for  Christmas.  By 
October,  the  aggregate  value  of  the  requested  presents  will 
exceed  not  only  your  holiday  budget  but  your  yearly  salary.  Do 
not  get  upset.  This  is  simply  a  child's  instinctive  way  of  transfer- 
ring assets  so  as  to  minimize  estate  taxes.  When  your  teenage 
daughter  tells  you  that  she  wants  a  $25,000  horse  grand-sired  by 
Seabiscuit,  along  with  a  $6,000  saddle  from  Hermes,  what's  she's 
really  saying  is,  "DarHng  Daddy,  what  if  you  suddenly  drop  dead 
of  a  heart  attack?  Do  you  really  want  the  money  to  go  to  the  U.S. 
Treasuiy  so  they  can  spend  it  on  prescription  drug  benefits  for 
senior  citizens?  No  way!" 

3.  The  Wife 

Starting  around  September,  diamond  merchants  ratchet  up 
advertising  campaigns  designed  to  shame  American  males  into 
taking  out  second  m';' •-  -ges.  Last  year's  memorable  slogans 
included:  "When  was  the  ia.;r  time  you  bought  your  wife  one  of 
our  diamonds,  you  cheapskate?"'  and  "If  you  give  her  one  of  these, 
she  might  even  have  stv  with  you."  Then  again,  she  might  not, 
but  why  take  chances? 

As  a  counter-strategy  Christmas  morning,  try  the 

following:  When  you  j.i .  •  vith  that  nifty  new  outboard 

motor,  tell  her,  in  front  -'"  ■  "Sweetheart,  I  was  going  to 

buy  you  a  two-carat  diai  fron^  Cartier,  but  then  I 

K(">RBF,SFYI 


realized  that  you  really  wanted  something  that  the  whole  fam 
could  enjoy."  When  she  bursts  out  crying,  exclaim  to  the  ki 
"Mommy  is  overcome  with  joy  at  her  new  15-horsepower  fot 
stroke  Tohatsu  with  cross-flow  induction!" 

4.  You 

Remember  that  it  is  more  blessed  to  give  than  to  receive.  H 
exponentially  blessed  it  is,  therefore,  to  give  aw^ receive.  Thi 
a  time  to  demonstrate  how  grateful  you  are  to  yourself  for  be: 
such  a  wonderful  father  and  husband.  Plus,  think  what  a  thrL' 
would  be  for  the  kids  and  wife  to  be  able  to  present  you  with  ti 
20-gauge  Beretta  over-and-under  duck  gun  that  you've  b{ 
drooling  over  on  eBay.  Do  you  really  want  to  deny  them  that  j« 
As  your  daughter  would  say,  "No  way!" 

5.  "Some  Assembly  Required" 

Most  dads  understandably  get  caught  up  in  festivities 
Christmas  Eve  and  put  off  assembling  that  600-piece  Playmc 
Victorian  Dollhouse  until  after  midnight.  Recent  studies  h; 
shown  that  waiting  to  assemble  600-piece  Victorian  dollhou 
until  after  midnight — and  after  consuming  ten  or  more  cup;j 
potent  eggnog — can  lead  to  nervous  breakdown  and  even  viol  | 
episodes.  Consider  getting  a  head  start  on  assembly,  say  aroi  1 
Columbus  Day. 

6.  Carving  the  Turkey 

Carving  the  turkey  is  a  traditional  male  ritual  dating  back  to 
Pleistocene  Era,  when  extremely  hairy  dads  with  knotted  brc  j 
and  prominent  jaws  would  carve  the  holiday  pterodactyll 
mastodon  with  flint  or  obsidian.  This  time-honored  ritf 
accomplishes  two  objectives:  It  allows  you  to  reserve  the  best  1 
for  yourself,  while  demonstrating  to  everyone  present  that]! 
have  the  biggest  and  sharpest  tool.  According  to  evolution 
behavioral  psychologists,  this  not  only  enhances  your  autho 
as  the  "alpha"  of  the  table  but  also  reduces  the  chances  that; 
will  be  asked  to  clean  up  afterwards.  • 
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IT   SILENCED 
THE    SKEPTICS. 


IT    DEFIED    THE 
LAWS    OF    PHYSICS. 


IT   TESTED    THE    LIMITS 
OF    HUMAN    INGENUITY. 


Few  automobiles  qualify  as  bona  fide  marvels  of  engineering.  Yet,  tfie  Lexus  LS  fias  been  earning  tfiis  distinction  since 
it  first  surprised  critics  and  drivers  alike  fourteen  years  ago.  Tfie  nev/  LS  430  is  nc  exception.  In  fact,  it  expresses  tfie 
Lexus  pfiilosophy  of  pursuing  perfection  more  succinctly  than  anytfiing  we  could  say  here.  But  before  you  experience 
it  for  yourself,  know  this:  It  is  no  ordinary  luxury  car.  It's  constantly  "thinking"  by  anticipating  your  needs  with  intuitive 


technology.  Dynamic  Laser  Cruise  Control*^  sends  out  a  signal  from  your  front  bumper  that  can  detect  the  vehicle 
traveling  in  front  of  you  -  and  then  helps  to  automatically  reduce  your  speed  to  maintain  a  pre-set  following  distance. 
An  Adaptive  Front  Lighting  System  (AFS)  pivots  your  headlights  when  you're  turning,  in  order  to  illuminate  more  of  the 
road.  And  a  new,  easier-to-use  DVD  navigation  system*  can  be  personalized  with  up  to  three  drivers'  preferences  and 
contains  over  five  million  points  of  interest.  It  almost  goes  without  saying  that  the  new  LS  also  delivers  a  level  of  luxury 
that  caters  to  your  every  need.  Most  importantly  it  is  a  pure  joy  to  drive.  A  new  six-speed  sequential  automatic  transmission 
makes  shifting  even  smoother,  with  a  faster  0  to  60  time  of  5.9  seconds.*  The  new  LS  430.  It's  about  monumental 
engineering  ot||||ttry  personal  scale.    THE  PASSIONATE  PURSUIT  OF  PERFECTION.    C^7^ 


•Optional  tOynamic  Laser  Cruise  Conli 
perlornnance  capacily  ligures  are  lor  com 
highways  Lexus  reminds  you  to  wear  seati 


'  assist  the  driver  and  is  not  a  substitute  lor  sale  and  aHenlive  driving  practices  Please  see  your  Owner's  Manualhr  important  cautions  and  instructions.  tThese 
in  obtained  with  pnotolype  vehicles  by  professional  drivers  using  special  salety  equipment  and  procedures  These  should  not  be  attempted  on  public  streets  or 
Krear  seal,  obey  all  Irallic  laws  and  drive  responsibly.  Fa  more  mlormation,  call  800-USA-LEXUS  (800-872-5398)  or  visit  us  at  lexuscom.  ©2003  Lexus. 
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face  tne  merger, 

my  suppfy  chain  loi 


put  togetner  with  duct  tape. 


Change  can  make  your  supply  chain  suddenly 
outdated  and  wasteful.  And  that  can  be  worse 
than  just  losing  money.  It  can  mean  losing 
longtime  customers  or  market  share.  Brown"    i 
can  help.  Our  supply  chain  team  can  work 
with  you  to  sort  out  inefficiencies  in  your  trans- 
portation, inventory  and  distribution  networks, 
and  reconfigure  them.  But  we  don't  just  develop 
new  plans;  we  can  help  you  implement  and 
manage  them  too.  Save  the  duct  tape;  get  in 
touch  with  Brown  today.  To  learn  more  about 
UPS  Supply  Chain  Solutions"visit  UPS-SCS.com. 
YOUR  SUPPLY  CHAIN.  SYNCHRONIZED. 
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Governs  In  Real-Time 

With  Oracle  E-Business  Suite 


More  up-to-date  information.  Less  out-of-date  paperwork. 

Learn  what  Oracle  E-Business  Suite  can 

do  for  your  organization. 


oracle.com/success 
or  call  1.800.968.4664 


Copyright  ©  2003,  Oracle  Corporation.  All  rights  reserved.  Oracle  is  a  registered  trademark  of  Oracle  Corporation  and/or  its  affiliates. 
Other  names  may  be  trademarks  of  their  respective  owners. 


_^/ll/o/Ho//f 


mmmmmmii^m 


wmmm 


7 


./" 


I 


I 


Non-invasive  3-D  brain  imaging 


/ 


HEALTH  INSURRNCE  BR  EBKT"  ""•■'■  M. 

The  quadpuplicatB  form  fan  speedier  routing 


Medical  science  has  made  some  amazing  breakthroughs.  So  why  hasn't  health  insurance? 

While  the  rest  of  the  industry  has  been.mired  in  "short-term  fixes"  for  health  care,  UnitedHealth  Group  has  been 
leading  the  way  in  making  fundamental  changes.  We  were  the  first  to  eliminate  the  need  for  referrals  and  to 
not  require  doctors  to  get  permission  to  treat  patients.  And  our  innovation  continues 
with  iPlanf  a  consumer-driven  health  solution  designed  to  curb  rising  health  care  costs. 
With  features  like  Treatment  Cost  Estimator,  iPlan  gives  employees  the  tools  to  make 
smarter,  more  responsible  health  care  choices.  For  more  information,  visit  myiplan.com. 


CiPlan' 

A  UnitedHealth  Group  Company 
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Wi-Fi  DASHBOAR 


Your  Pocket  Wi-Fi  Connecti 


o  by  Sybase  delivers  your  Executive  Dashboard  to  your  WI-FI  enabled  PDA,  handheld  or  smart  phone.  So  you  can 
y  access  the  latest  information  at  any  WI-FI  hotspot.  Now  that's  the  kind  of  visibility  that  makes  a  real  difference. 


Sybase 


vv.sybase.com  The  Enterprise.  Unwired. 
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Forbes.com  Video  Network 

On  Location 

Tara  Murphy 

As  well  as 
producing 
three  bul- 
letins of 
business 
news  each 
weekday 
and  inter- 
viewing 
FORBES 

Marsh,  Inc.'s  Alan  German  on  corporate  security,    editors 

and  columnists,  the  Forbes.com  Video  Network  cameras 
venture  out  to  important  events.  They  were  recently 
found  at  the  Forbes  CEO  Forum,  the  Forbes  Security 
Conference  at  West  Point  and  at  Syracuse  University's 
Newhouse  School  breakfast  debate  about  TiVo's  chal- 
lenge to  TV  advertising.  We  have  put  together  a  showcase 
of  our  video  reports  of  these  and  other  events,  where 
you  can  see  and  hear  chief  executives  such  as  Intel's 
Craig  Barrett,  Nextel's  Timothy  Donahue  and  Ogilvy  & 
Mather  Worldwide's  Shelly  Lazarus  discuss  the  chal- 
lenges facing  them.  Go  to  www.forbes.com/onlocation. 

Lifestyle 

The  Best  Ski  Resorts 

Christina  Valhouli 

From  the  ski  villages  of 
the  European  Alps  to 
the  slopes  of  Tahoe, 
Forbes.com  takes  a  look 
at  the  best  ski  resorts  in 
the  world.  We  search 
for  the  shortest  waits, 
die  deepest  powder  and 
the  best  aprh  ski.  And 
even  ifyou  think  it  is 
too  early  to  turn  your 
mind  to  winter  sports, 
check  out  the  2003  edi- 
tion of  Forbes.com's  Wyoming's  premier  ski  resort. 
guicle,  the  Best  New  Hngland  Country  Inns.  You  can  find 
both  at  www.forbes.com/lifestyle. 


Forbes  Global 


China's  Rich 


tii/^^' 


Wired 
Wealth 

IN  THE         * 

Peopli 
Republic 

Eritrcprcneurial  Evolution  , 
Out  from  the  Shadows 


An  Internet  Billionaire 


In  the  Black 

Thai  Carbon  Black,  maker  of  aij 
essential  coloring  agent  used  in 
inks  and  tires,  is  a  counterpoint 
to  the  stereotype  that  China  has. 
the  cost  advantage  over  the 
world's  commodity  producers. 
FORBES  GLOBAL  looks  at  how 
this  firm  now  views  China  as 
one  of  its  best  potential  market 

Forbes  Magazine 

Top  Private  Companies 

Visit  us  online  for  an  expandec 
version  of  the  largest  private 
companies.  Sort,  view  or  searcl 
the  database  by  six  different 
fields,  or  download  a  free 
e-book  of  the  list  to  your  PDA. 

Forbes  on  Fox 

Clips  from  our  weekly  TV  shov 
are  available  online. 

Search  Our  Archive 

Search  past  issues  of  FORBES  b 
topic,  author  or  date.  Print, 
e-mail  or  download  articles. 


tlForbes 
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J.i  tnC        6nVirOn  ITi  6  n  L  .    in  the  race  for  a  greener  planet 

)ta  is  determined  to  win.  That's  why  we've  developed  Hybrid  Synergy  Drive*  a  revolutionary  power  train  that  combines  a  gasoline 
ne  with  a  powerful  electric  motor  that  never  needs  to  be  plugged  in. 
result?  Super-efficient,  super-charged  performance. 

rid  Synergy  Drive  achieves  nearly  2.5  times  the  average  fuel  efficiency  of  conventional  vehicles  and  close  to  90%  fewer  smog-forming 
sions  -  all  while  dramatically  boosting  power.'  In  fact,  Hybrid  Synergy  Drive  can  inject  a  V6  SUV  with  the  power  and  torque  of  a  V8. 
groundbreaking  yet  affordable  technology  has  already  hit  the  roads  in  the  all-new  Prius.  And  soon,  Hybrid  Synergy  Drive  will  be 
lable  in  more  and  more  Toyota  products  -  including  SUVs.  Welcome  to  a  new  era  in  driving  -  we're  off  and  racing. 

)ta. com/tomorrow        -Based  on  2004  EPA  est.  city  &  combined  mpg.  02003 
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There's  just  one  problem 

with  business  as  usual. 


It's  business  as  usual. 


Not  printing  reports  as  usual. 
Not  printing  forms  as  usual. 

Not  settling  for 


the  usual  as  usual. 


Not  business  as  usual. 


Customization. 

The  next  evolution  in  Canon  imageRUNNER.* 


a 


'ne  size  fits  all.  Its  not  fitting  for  any  forward-looking 
business  to  think  that  way.  Each  business  is  unique 
and  the  needs  of  one  can  be  the  liabilities  of  another. 
That's  the  principle  that  inspired  the  new,  customizable 
Canon  unageRUNNER.  There  is  nothing  quite  Uke  it. 
Until  now,  machines  offered  generic  choices: 
copy,  print,  fax,  scan.  The  Canon  imageRUNNER  is 
flexible  and  can 
be  customized  to 

address  your  business  requirements  And  when  they 
change,  it  changes,  too.  You  can  have  applications 
created  for  imageRUNNER  that  meet  many  of  the 


Creating  the  perfea 

fit.  Customization 

empowers  and 

troiiiUs  flexibility  - 

appropriate  for  the 

evolving  needs  of  your 

growing  business. 


SALES  REPORTS 


With  the  (MHoti  imagekbW'NtK  you  can  have  cuiWmized 
applicatwns  that  meet  the  unique  needs  of  your  business. 

unique  needs  of  your  business.  You  can  tailor 
your  choices  on  its  touch-screen  user  interface. 
You  can  eliminate  time-consuming  steps  from  the 
workflow  process.  You  can  make  it  simple  and 
efficient.  And  this  is  just  a  smaU  part  of  what  you  can 
do.  To  top  it  aU,  using  imageRUNNER  is  extremely 
cost-effective.  We  knew  you'd  like  that. 


Canon 


KNOW  HOW 


Not  stressing  about 
the  brochure  as  usual. 

Not  fretting  about 
the  expense  as  usual. 

Not  color  as  usual. 


Not  business  as  usual. 


^ 


The  next  revolution  in  color. 

The  Canon  Color  imageRUNNER  C3200. 


hnting  a  good  brochure  requires  a  lot  of  skill,  patience, 
id  money.  Or  it  doesn't.  Introducing  the  Canon  Color 

ageRUNNER  C3200  with  imageWARE"'  Pubhshing 
anager.  It's  not  merely  a  new  way  of  printmg.  It's  a  new  way  of 
irking.  Imagine  being  able  to  create  and  print  professional- 
ality  color  booklets,  catalogs,  brochures. .  you  name  it. 


From  ordinary  to  *^ 

extraordinary.  Change  ' 

the  way  your  company 
communicates  in 
color  -  effortlessly,  and 
more  cost-effectively 
than  before. 


I    ! 


^ 


Canon's  imageWARE  Publishing  Manager  Software 
Create  and  print  color  documents  right  from  your  desktop. 


Now  imagine  being  able  to  do  aU  that  right  at  your  desktop. 
Unimaginable,  isn't  it?  The  imageWARE  PubUshing  Manager  lets 
you  combine  multiple  documents  created  in  different  apphcations 
to  form  a  single  document.  You  can  import  images  or  text 
streams,  create  and  format  chapters,  renumber  pages,  insert 
headers  and  footers.  You  can  apply  editing,  page  imposition, 
print  settings,  and  professional  finishing.  You  can  share  it  with 
co-workers.  You  can  manage  it  all  every  step  of  the  way  right 
from  your  desktop.  Finally,  you  are  in  control.  The  Canon  Color 
imageRUNNER  C3200  with  imageWARE  Publishing  Manager. 
Now  fast,  affordable  in-house  color  with  professional-quahty 
finishing  is  in  your  hands.  So  is  increased  productivity. 


tii^ 


Canon 


KNOW  now 


# 


An  yWare" 


If  you  don't  want  to  settle  for  business  as  usual, 

contact  Canon. 

www.imagerunner.com 
1-800-OK-CANON 


Canon 


KNOW  HOW 


Canon  and  Canon  Know  How  are  registered  trademarks  ol  Canon  Inc  IMAGERUNNER  is  a  registered  trademark  ol  Canon  Inc  in  the  U  S  and  Canada  IMAGEWARE  is  a  trademark, 
and  IMAGEANYWARE  is  a  service  mark  ot  Canon  USA,,  Inc  »S003  Canon  USA,  Inc  Products  stiown  with  optional  accessories,  imageWARE  Publishing  Manager  must  be  purchased 
separately,  and  has  minimum  0/S.  hardware  and  software  requirements  Contact  your  local  Canon  imageWARE  dealer  for  details. 
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Grandpa  Writes  the  Tax  Laws  who  s  responsible 

for  the  Internal  Revenue  Code,  that  cesspool  of  exemptions,  ex- 
clusions, gimmes,  gotchas,  phase-ins,  phaseouts  and  grandfather 
clauses?  I  used  to  blame  it  on 
lobbyists.  Now  I  have  a  new 
theory  about  who  the  culprits 
are.  Grandfathers. 

If  you  want  a  taste  of 
what  a  grandfather  clause 
lets  you  get  away  with,  read 
Stephane  Fitch  and  Janet 
Novack  on  the  Pritzker  for- 
tune (p.  142).  The  story  boils 
down  to  this:  The  rich  are 
different  from  you  and  me. 
They  have  offshore  trusts. 

Try  to  park  your  money 
in  a  Bahamian  trust  now, 
and  you  will  be  taxed  just  as 
if  it  had  never  left  Chicago.  The  Pritzkers  are  in  a  different  situ- 
ation. They  set  up  their  trusts  in  the  early  1960s,  before  Congress 
cracked  down.  They  still  get  juicy  benefits,  because  Congress  was 
kind  enough  to  put  in  a  grandfather  exception. 

Damn!  If  I  had  been  thinking,  I  would  have  set  up  a  trust  for 
myself  in  1962,  when  I  was  1 1. 

But  why  the  exception  for  the  early  birds?  If  it  isn't  right  to 
duck  taxes  by  saying  your  stock  portfolio  is  located  on  a 
Caribbean  island,  why  should  it  be  right  just  because  you're 
already  doing  it? 

I  got  a  surprising  defense  of  grandfathering  from  Thomas 
Field,  founder  of  Tax  Analysts,  a  nonprofit  in  Arlington,  Va.  that 
publishes  tax  research.  Surprising,  because  he's  not  the  sort  of 
fellow  who  instinctively  wants  to  make  life  easier  for  midwestern 
plutocrats.  His  argument  is  that  when  the  government  changes 
the  rules,  it  should  not  cause  unnecessary  harm  to  citizens  who 
have  legitimately  arranged  their  affairs  under  the  old  rules. 
Think  of  zoning.  If  a  new  90-foot-setback  rule  goes  into  effect, 
you  are  not  required  to  tear  down  your  house  that  is  close  to  the 
road.  You  just  can't  build  another  one. 

A  contrary  view  comes  from  Daniel  Shaviro,  a  professor  at 
New  York  University.  People  have  no  property  right  in  tax 
favoritism.  When  their  goodies  get  taken  away,  they  are  entitled 
to  neither  grandfather  clauses  nor  cash  compensation.  If  he  were 
enacting  an  end  to  such  tax  follies  as  the  exemption  on  muni 
bond  coupons  or  the  deduction  for  mortgage  interest,  he'd 
make  it  pretty  abrupt. 

I'm  inclined  to  agree  with  the  professor,  although  I  think 
government  should  telegraph  its  punches.  Let's  enact  a  flat  tax, 
with  no  mercy  for  municipalities,  spendthrift  homeowners  or 
trust  fund  babies,  but  make  it  effective  in  2013. 


t/*'  ^^^"^^  EDITOR 


FORBES"  November  24,  2003      21 


fly- rest 'arrive 


i 


i 


f 


\ 


» 


\ 


j,^  .^.-Li^ii^^-mt^ClfiA 


■^.C] 


For  reservations  and  flight  schedules,  please  ..al:  Malaysia  Airlines  at  1  800  552  9264,  your  travel  agent  or  log  on  to  vwwmalaysiaairlines  com 


t-VS^t 


fmuk. : 


if-.  •■ 


Think 

on  the  way  to  the  airport. 

(You're  the  Chairman. 

You  can  call  it  'thinking' 

if  you  want  to). 


You  can  call  it  good  time  management. 

You  can  call  it  preparing  for  your 

trip/your  meeting/your  presentation. 

You  can  call  it  an  ancient  Tibetan 

meditation  technique. 

And  who  will  disagree  with  you? 

Precisely. 


Complimentary  chauffeur  driven  sedan  for 

First  and  Business  Class  passengers  originating 

from  New  York  and  Los  Angeles, 

within  a  40  mile  radius  of  the  airport. 

Terms  and  conditions  apply. 
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Innocent  as  Charged 

"After  Dick"  (Oct.  27,  p.  58)  states  that 
the  SEC  found  in  1998  that  28%  of  fund 
advisers  it  studied  received  nonresearch 
products  for  brokerage  commissions,  some 
illegally.  In  fact,  the  SEC  staff  made  no  find- 
ings of  fund  advisers  receiving  illegal  ser- 
vices. To  the  contrary,  the  1998  study  ac- 
knowledges that  the  receipt  of  nonresearch 
services  for  soft  dollars  (i.e.,  commissions) 
can  be  lawful,  and  such  lawfulness  is 
premised  on  adequate  consent  being  ob- 
tained fi"om  those  whose  commissions  pay 
for  the  service.  Moreover,  with  respect  to 
mutual  funds,  the  SEC  staff  found  that  they 
"did  not  observe  any  instances  in  which 
fund  commissions  were  used  to  purchase 
nonresearch  items  that  did  not  directly 
benefit  the  funds  themselves." 

LEE  A.  PICKARD 

Former  Director,  Div.  of  Market  Regulation 

Securities  &  Exchange  Commission 

Washington,  D.C. 

Give  the  Man  a  Cabinet  Seat 

In  response  to  "Making  Social  Security  a 
Money  Machine"  (Oct.  13,  p.  29),  I  have 
another  idea.  President  Bush  should  get 
Congress  to  repeal  the  payroU  tax  (Social 
Security)  for  one  year.  By  repealing  PICA 
for  a  year,  most  taxpayers  would  have  im- 
mediate money  to  spend.  After  that  year, 
taxpayers  would  have  a  choice — start  pay- 
ing into  the  Social  Security  "trust  fiond"  or 
have  a  mandatory  IRA.  The  economy 
would  really  soar! 

FRED  WEILER 
Nashville,  Tenn. 

iProps 

Regarding  "Gadgets  We  Love"  (Nov.  10, 
p.  156),  I've  been  an  iPod  fan  from  day 
one,  and  now  I'm  a  fan  of  the  iTunes 
Music  Store.  I've  spent  a  cool  $700-plus 
for  music  to  supplement  my  CDs.  (My 
stereo  is  much  less  used  as  a  result.)  But 
it's  my  spouse's  current  fight  with  breast 
cancer  that  has  underlined  the  impor- 
tance of  mobile  music — something  I'm 
sure  Apple  never  intended  when  it  re- 
leased the  youth-oriented  iPod  commer- 
cials. The  hours  of  waiting  in  medical  fa- 
cilities were  made  tolerable  thanks  to  our 
iPods.  Music  does  lift  the  spirits,  and  au- 


TECH  GEAR 


10  Smart-Money  Stocks 
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DOPI 


Lightin'  Up 

I  was  very  disappointed  to  see  a 
pot  leaf  on  the  cover  of  FORBES, 
in  reference  to  "Inside  Dope" 
(Nov.  10,  p.  146).  As  the  general 
manager  of  a  hotel  with  a  conser- 
vative clientele,  I  subscribe  to 
your  magazine,  but  I  don't  put 
out  Vogue  or  other  potentially 
offensive  materials  on  the  tables. 
I  had  to  toss  FORBES  in  the  trash, 
so  as  not  to  offend  anyone.  While 
the  article  itself  was  interesting, 
the  cover  poses  a  simple  percep- 
tion issue.  If  a  guest  walks  in  and 
sees  a  publication  featuring  a  pot 
leaf  on  the  cover,  what  would  that 
say  about  my  hotel? 

RANDY  BROWN 

Radisson-Huntsville  Airport 

Huntsville,  Ala. 


diobooks  on  the  iPod  have  reduced  our 
anxiety  as  we  fight  this  disease  together.  I 
know  this  is  an  odd  endorsement,  but 
Steve  Jobs  deserves  to  know  that  Apple's 
products  do  make  a  difference  beyond 
mere  gadget  worship.  Apple  receives  my 
high  praise  for  letting  me  take  iPod  along 
on  our  fight  against  cancer. 

WILLIAM  HENNAS 
Urbandale,  Inc 

Pill  Pusher 

"Unquiet  Minds"  (Nov.  10,  p.  106)  would 
have  you  think  that  stimulant  medication- 
predispose  children  with  attention  defici; 
hyperactivity  disorder  (aDHD)  to  becom- 
ing substance  abusers.  But  the  article  didn'tj 
provide  complete  information  about  the 


As  I  See  It,  #2  in  a  photographic 
series  by  David  loChapelle.  < 

The  inFinifely  odjuslable  ;, 

WoterHoven     Four  sliding  body       ,  J 
sprays  two  nxjvoble  shower  ■ 

arms  and  one  personal  hand 
shower.  There  is  a  goddess. 

I  800-4  KOHLER   exr  MXY 
kohler  com/warerhoven 


-«, 


fe  ''Lliii 


"■w;:. 


IQDHLER 


Miciosoft 

^  Your  potential.  Our  passion. 


Seek  ti^|ig  ideas.  But  don't  neglect  the  small  ones. 

aVyith  a  flip  of  the  screen  it's  as  simple  to  use  as  a  pad  and  pen. 
Tablet  PC.  Nov^j^HB  type  in  a  note  or  write  it  down  right  on  the  screen,  then 
.-fe  itpff,  acros^  ti^^^'^  >ss  th^wodd.  Plus  it  runs  the  full  range  of  Windows  XP 
mlpatible  applicatioi^'  >n  the  new.Microsoft  Office  System,  so  they  can  be  at 

yourcomn  'u  go.  See  it  inaction  at  microsoft.com/tabletpc 


Microsoft 


Windows 

Tablet  PC  Edition 
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feU  and  eiBcacy  of  stimulant  therapy.  Pub- 
Jied  research  has  demonstrated  that  up  to 
Wo  of  .ADHD-afflicted  children  treated  wth 
imulant  medications  greatly  improve  their 
nctioning.  The  American  Academy  of 
hild  and  Adolescent  Psychiatry  published 
lidelines  that  support  the  use  of  these  med- 
tions  as  first-line  therapy.  By  repeatedly  re- 
rring  to  these  medications  as  "potentially 
Idictive,"  the  article  ignores  the  evidence 
at  stimulant  medication  therapy  in  child- 
bed is  associated  with  a  reduced  risk  for 
bsequent  drug  and  alcohol  use.  Two  stud- 
>  published  earlier  this  year  demonstrate 
at  their  use  in  the  treatment  of  ADHD- 
Bicted  children  doesn't  put  them  at  greater 
ik  of  drug  abuse  later  in  life. 

PATRICK  CICCONE,  M.D. 

Vice  President,  Medical  Affairs 

McNeil  Consumer  &  Specialty  Pharma. 

eedom  Fighter 

lis  is  in  response  to  the  Internet  Service 
o\-ider  cancelation  difficulties  discussed  in 
)on't  Fence  Me  In"  (Oct.  27,  p.  24).  As  an 
^  \vith  a  customer  retention  rate  exceeding 
K'/o,  we  still  get  some  that  cancel.  Here's  my 
ort  list  of  things  customers  can  do  when 
nceling  their  ser\'ice.  Notify  in  writing  that 
u're  canceling.  This  sets  the  date,  docu- 
ents  and  generally  notifies  the  ISP  of  your 
ange.  Begin  your  documentation  with  the 
count  identification  clearly  stated.  If  the 
arges  persist,  tell  your  credit  card  company 
bank  to  cease  recognition.  Finally,  set  up  a 
nterence  call  where  I  act  as  a  mediator  to 
t  it  cleared  up.  They  will  not  be  able  to 
ow  me  with  the  usual  b.s. 

DANIEL  R.  ARTHUR 

Chief  Information  Officer 

Freese-Notis  Weather 

Des  Moines,  Iowa 

lod  for  Thought 

)RBES  in\ited  readers  to  submit  ideas  after 
VTiy  Not?"  (Oct.  27,  p.  127).  I  have  a  few. 
hy  not  integrate  liquid  soap  and  sham- 
)o  dispensers  in  showerheads,  with  a 
lob  to  turn  them  on?  How  about  a  re- 
iner  to  attach  the  scrench  to  a  chain  saw 
you  have  it  when  you  need  it?  Dogs  have 
>g  chow,  cats  have  cat  chow.  But  do  peo- 
;  have  people  chow?  How  I  envy  dogs  and 
ts,  whose  nutritional  needs  are  fully  met 
just  two  or  three  minutes  a  day  by  one 
onDmical  product.  Many  health  care 


READERS  SAY 

problems  in  this  country  are  due  to  poor 
diets.  If  complete,  balanced  nutrition  were 
available  in  a  bag,  as  it  is  for  our  cats  and 
dogs,  I'm  sure  many  of  us  would  be  a  heck 
of  a  lot  happier. 

RAY  MERRILL 
Orland,  Me. 

Window  Pains 

Regarding  "The  Humbler  One"  (Oct.  27, 
p.  76),  just  what  does  knowing  the  names 
and  birth  dates  of  the  WordPerfect  CEO's 
children  do  to  help  Microsoft's  number 
three  man,  Jeff  Raikes,  improve  Microsoft 
Office?  What  happened  to  winning  cus- 
tomers by  offering  a  better  product,  one 
without  bugs  that  can  wipe  out  a  day's  work 
or  needless  features  that  make  writing  a  let- 
ter a  ft-ustrating  nightmare?  MS  Office  isn't 
the  most  popular  office  software  by  choice. 
It's  the  most  popular  because  CIOs  of  the 
largest  companies  and  others  buy  it  just  for 
compatibility.  Ask  around.  Most  users 
would  dump  it  for  almost  any  other  package 
if  given  the  choice.  Raikes  should  go  to  work 
every  day  with  the  intention  of  making  Of- 
fice a  better  product  instead  of  just  the  most 
widely  used  one. 

DANIEL  DVORAK 
Merritt  Island,  Fla. 

Blame  It  on  the  New  Guy ... 

In  "Tiiking  the  World  by  Hand"  (Oct.  27, 
p.  90)  we  mistakenly  wrote,  "Prices  for  GPS 
chips  have  dropped  from  $100  per  1,000  to 
$20  in  the  past  five  years."  We  should  have 
said  prices  dropped  ft-om  $100  each  to  $20 
each  in  lots  of  1,000. 

Regarding  "In  Orbit"  (Nov.  10,  p.  202), 
prices  on  the  Sirius  Satellite  Radio  stock 
chart  were  misstated  Instead  of  $20,  $10  and 
$6,  it  should  have  read  $2,  $1  and  60  cents. 

Due  to  a  production  error,  an  attribu- 
tion was  inadvertently  dropped  from  "De- 
segregation's Broken  Promises"  (Nov.  10, 
p.  114).  A  Cato  Institute  study  was  the 
source  of  a  statement  relating  to  the  lavish 
excess  in  new  schools,  including  television 
and  animation  studios,  a  planetarium,  a 
model  United  Nations  with  simultaneous 
translation  capability,  even  a  zoo. 
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Samsung  Elecironics- 
Driving  Digital  ConvergenGe 

The  world  of  technology  is  evolving  rapidly.  No  longer  do  individual 
products  work  independently;  capable  of  just  a  single  function.  Today, 
Samsung  Electronics'  Digital  Media  Network  Business  is  at  the 
forefront  of  this  evolution  —  building  devices  that  bring  the  power  of 
digital  convergence  to  everyone.  This  convergence  strategy 
incorporates  a  range  of  products  such  as  plasma,  DLP  and  LCD 
televisions  and  monitors,  personal  computers,  printers,  DVD  players 
and  digital  camcorders. 


Technological  Breakthroughs 

Demonstrating  its  leadership  in  the 
consumer  electronics  industry,  Samsung 
recently  unveiled  the  world's  first  publicly 
displayed  70-inch  Plasma  Display  Panel 
(PDP)  television  and  54-inch  Thin  Film 
Transistor  Liquid  Crystal  Display  (TFT-LCD) 
television.  These  models  feature  1080 
progressive  scan  native  format,  offering  the 
highest  picture  quality  available. 

The  70-inch  PDP  is  designed  to  be  the  ideal 
centre-piece  of  a  high-end  home  theatre  or 
can  be  used  in  a  corporate  conference 
room  for  videoconferencing  and 
presentations.  It  is  the  combination  of  the 
form  factor  and  true  high  definition 
progressive  scan  format  that  breaks  the 
industry  standard  for  size  and  quality.  The 
70-inch  PDP  delivers  high-definition 
imaging  from  2.07  million  pixels  (1920  x 
1080  progressive  scanning). 

Samsung  has  also  applied  its  proprietary 
Digital  Natural  Image  engine  (DNIe™) 
image  enhancement  technology  to  ensure  a 
vibrant  and  natural  image  reproduction. 
With  its  large  screen  and  excellent  picture 
quality,  this  70-inch  PDP  TV  delivers  an 
entirely  new  viewing  experience,  offering 
realistic  high  d;  inition  imaging  even  in 
daytime  settings  ■/.  th  its  1,000  cd/m^ 
brightness  and  1,500  !  contrast  ratio. 

Samsung's  54-inch  TFT-LCD  TV 
features  a  crisp,  hi.     resoiution 
image  and  excels  in  pt  'Ti'ianc  ■ 
with    its    less    than    -.C:  ;? 
response  time  —  ensurincj  : 
smooth  playback  of  even 
the  most  action-packed 


visual  content.  Also,  the  1920  x  1080 
resolution  and  16:9  aspect  ratio  can 
accommodate  future  changes  in  high 
definition  broadcasting.  The  image  on 
screen  is  exceptionally  vibrant,  with 
brightness  of  500  cd/m^  contrast  ratio  of 
800:1  and  color  temperature  of  10,000  K. 

Before  the  introduction  of  Samsung's 
54-inch  model,  this  size  was  possible  only 
with  plasma  display  technology;  now  it  has 
been  achieved  in  a  TFT-LCD  featuring  crisp 
images,  high  resolution,  and  low  power 
consumption.  These  features  and 
unprecedented  screen  size  make  this 
54-inch  TFT-LCD  TV  one  of  the  most 
advanced  display  products  in  the  world. 


Leading  the  Market 

Having  clinched  pole  position  in  2002, 
Samsung  has  earned  the  title  of  market 
leader  by  actively  identifying  customers' 
needs  and  by  playing  a  pivotal  role  in  the 
market's  transformation.  This  has  involved 
developing  premium  products  which  are 


differentiated  in  terms  of  function  and 
design,  and  introducing  products  which 
challenge  what  was  previously  known  to  be 
the  state-of-the-art  technology. 

Samsung  aims  to  dominate  the  next- 
generation  TV  market  by  expanding 
production  capacity  at  facilities  in  17 
iocations  around  the  world. 


Global  Production  Excellence 

Currently,  sixteen  plants  around  the  world 
and  a  global  supply  chain  management 
system  enable  orders  to  be  delivered  to  any 
destination  of  the  customer's  choosing 
within  five  days. 

The  global  supply  chain  management 

SCM)   system   adopted   in    1999 

encompasses  everything  from  raw 

material  procurement  to  finishec 

product  delivery  to  the  customer, 

allowing  the  Division  to  monitoi 

the  status  of  all  production 

processes  in  real  time. 


wmmmmmimmmm. 


;:Tisung's  consistent  product  quality  is 
ecognized  by  some  of  the  world's  most 
irominent  industry  journals  and  testing 
igencies. 


Yisplay  Dominance 


■rom  the  flattest,  most  fashionable  analog 
elevisions  to  the  sleekest  plasma,  DLP, 


LCD  televisions  and  monitors  available 
today,  Samsung  Electronics  continues  to  be 
the  world's  number  one  choice  for  display 
devices.  In  2002,  Samsung  shipped  more 
than  13  million  TV  sets,  winning  10.2%  of 
the  global  market.  Similarly,  Samsung 
maintained  its  grip  on  the  top  market  share 
position  in  PC  monitors,  shipping  23  million 
units  to  claim  22.3%  of  the  global  market. 
The  company's  2003  product  line-up 


70-inch  PDP 


ini 

56-inch  DLP 


continued  its  market  dominance  with  larger 
than  ever  PDF-TVs,  innovative  46-  and  54- 
inch  LCD-TVs,  new  ultra  slim  monitors,  and 
many  other  amazing  products. 

Samsung  Electronics  has  been  recognized 
for  design  and  technology  excellence,  and 
its  standout  imaging  products  have 
received  enthusiastic  responses  from 
visitors  to  the  world's  biggest  consumer 
electronics  trade  shows,  including 
Consumer  Electronics  Show  (US), 
Infocomm  (US),  CeBIT  (Germany)  and  IFA 
(Germany).  In  addition,  Samsung's 
displays  have  been  applauded  with 
numerous  awards  around  the  world  and 
receive  regular  praise  from  the  world's 
media. 


Taking  up  t/?e  Cliallenge  of 
Digitai  Convergence  Leadership 

Samsung  Electronics  possesses  a  unique 
competitive  advantage  due  to  its  world- 
leading  display  technologies,  the  know-how 
to  manufacture  the  best  HDTVs  available, 
digital  convergence  expertise  covering 
interactive  communications  and  digital 
signal  processing,  and  its  vertical  integration 
with  other  Samsung  affiliates.  As  a  result, 
the  company  is  consistently  ranked  as  one 
of  the  leaders  in  the  market  for  flat  panel 
TVs  and  advanced  computer  monitors. 

Of  course  display  devices  aren't  the  only 
components  of  Samsung's  convergence 
strategies.  The  future  of  convergence  relies 
on  a  myriad  of  digital  elements,  from 
personal  computers  and  peripherals  to 
digital  video  devices. 

Samsung  Electronics  is  well  placed  to 
realize  its  leadership  of  digital  convergence 
through  its  commitment  to  ongoing  new 
product  development,  efficient  global 
logistics,  processes  that  make  quality  the 
top  priority,  and  aggressive  marketing 
investment  to  elevate  brand  image. 


54-inch  TFT-LCD 
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"'enca'^  nonca  ■''Otor  Co.,  inc.Acura.  il  anc  v  icC  are  iraaemarKS  or  ncnaa  r-"ctc'  ^_o..  lIQ.  Bluetooth  rs  a  regiSterec! 
^  registered  trademarics  of  XM  SateWite  Radio.  Inc-  Ma|(f  an  inteU.igent  deciwon.  Fasten  your  seat  belt. 
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ACTUALLY,  IT  IS  ROCKET  SCIENCE.  You  don't  need  a  Ph.D.  to  appreciate  an  advanced  3.2-literVTEC' engine  and  cutting-edg 
suspension.  The  new  TL  is  a  high-velocity  genius.  With  XM*  Satellite  Radio:  DVD-Audio  sound.  Bluetooth'  hands-free  phon 
technology  and  availsblp  satellite-linked  navigation  with  voice  recognition,  you  can  push  the  envelope  without  taking  a  han 
off  the  wheel.  Take  ofr  ai  acura.com  or  call  1-800-To-Acura.  The  all-new  270-hp  Acuta  TL.  A  higher  form  of  performana 
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AND  COMMENT 

y  Steve  Forbes,  Editor-in-Chief 

With  all  thy  getting  get  understanding" 


. 


The  Freeloaders 


ROPE,  lAPAN,  CAX\DA  AND  MUCH  OF  THE  REST  OF  THE  WORLD 
e  mooching  off  the  U.S.  pharmaceutical  industry.  They  refuse 
-  pay  fair  prices  for  the  medicines  that  were  developed  through 
IT  drug  companies'  research  and  development.  These  nations 
ive  impwsed  price  controls  on  medicines;  medical  manufactur- 
s  thus  can't  recover  fair  compensation  for  their  R&D  costs. 

esult:  Americans  are  medically  subsidizing  the 

;st  of  the  world.  It's  one  thing  to  help  strug- 
ing  countries,  quite  another  to  help  rich, 

eveloped,  high-standard-of-living  states  such 

i  Germany,  France  and  Japan.  Make  no  mis- 

ike:  These  countries  are  engaged  in  a  costly 
rm  of  piracy.  As  Food  &  Drug  Administration 
;ad  Mark  McClellan  recently  pointed  out, 

The  economic  consequences  of  overly  strict 
ice  controls  on  drugs  are  no  different  than 

dating  the  patent  directly  through  compul- 

)r\'  licensing  to  make  copies  of  the  drug." 
The  costs  of  bringing  a  new  drug  to  market 

in  into  the  hundreds  of  millions  of  dollars. 

lobally,  U.S  companies  now  pay  the  lion's 

lare  of  pharmaceutical  R&D  spending.  When 

ill  foreign  governments  start  to  pay  an  appropriate  share  of  the 

)st  of  developing  these  medical  breakthroughs?  Dr.  McClellan 

;cendy  asked  that  question  in  a  major  speech.  While  he  offered 

o  detailed  answer,  other  than  to  suggest  finding  ways  of  pricing 

rugs  overseas  based  on  a  nation's  income,  his  question  should 

e  taken  to  heart  by  the  Administration's  trade  policymakers. 
McClellan's  query  isn't  an  academic  one.  Pressures  are  grow 


Reformer  Mark  McClellan 
understands  markets  better  than 
his  FDA  predecessors  did. 


tions  and  treatments  unavailable  in  medically  socialized,  short- 
on-care  Canada  are  practically  nonexistent.)  Few  people  realize 
that  Americans  are  unwitting  ATMs  for  foreign  drug  consumers. 
The  net  result  will  be  fewer  disease-curing  or  -preventing,  pain- 
reducing,  quality-of-life-enhancing  medical  breakthroughs. 

Foreign  nations  naturally  show  no  sign  of  voluntarily  coughing 
up  more  money;  the  short-term  political  bene- 
fits of  underpricing  medicines  are  irresistible. 
Brazil,  for  example,  recendy  demanded  that  U.S. 
drug  companies  sell  it  medicines  at  prices 
charged  the  poorest  of  poor  nations  around  the 
globe.  WhOe  Brazil  is  still  a  developing  country, 
its  economy  is  nonetheless  the  world's  ninth 
largest.  Why  should  it  get  the  same  bargain  as 
disease-ridden,  poverty-stricken  Haiti,  which  has 
a  per  capita  income  barely  one-sixth  of  Brazil's? 
Should  pharmaceutical  companies  refuse  to 
sell  to  rich  countries?  Not  before  the  American 
public — and  foreign  ones — are  fully  aware  of 
how  those  nations  are  sponging  off  of  us.  We'd 
also  better  be  prepared  to  fight  hard  if  some  of 
those  nations  rip  off  our  companies'  patents. 
McClellan  demolishes  the  charge  that  there  are  other  factors  at 
work  catapulting  the  prices  of  medications  in  America.  Consumer 
advertising?  "On  net  such  advertising  benefits  the  public  health.  It 
gets  more  people  into  treatment  for  conditions  that  are  under- 
treated  in  the  population.  [It]  account[s]  for  less  than  2%  of  U.S. 
pharmaceutical  spending."  Too  much  spending  on  "me-too" 
drugs?  "Over  the  1990s,  only  about  20%  of  pharmaceutical  R&D 


,g  here  at  home  to  squeeze  the  pricing  power  of  pharmaceutical  spending  was  devoted  to  improving  or  modifying  existing  prod- 

)mpanies.  Treks  by  the  elderly  to  Canada,  on  the  hunt  for  bar-  ucts,"  and  many  of  these  were  perfectly  justified  medically 
lin  prescriptions,  are  a  media  staple.  (Of  course,  stories  about  So  let's  see  if  the  pols  and  the  media  glom  onto  the  real  vil- 

le  flood  of  Canadians  coming  to  the  U.S.  for  advanced  medica-  lains  of  our  high-cost  medicines — freeloading  foreigners. 


Costly  Confusion 


wo  RECENT  COURT  DECISIONS  UNDERSCORE  THE  CRYING  NEED 
)r  Washington  to  clean  up  the  increasingly  harmful  mess  in 
•lecommunications.  Regulations  and  laws  on  federal  and  state  lev- 
s  still  pretend  die  Internet  does  not  exist  and  thus  try  to  preserve 
tificial  barriers  between  computers,  telephones,  television,  radio, 
ible  and  satellites.  This  time-warp  mentality  explains  why,  by  the 
eginning  of  2004,  a  South  Korean  household  will  be  able  to  get  a 
undred  times  the  broadband  capacity  for  an  online  personal  com- 
uter  at  about  the  same  cost  an  American  household  pays. 

The  other  day  the  Ninth  Circuit  Court  of  Appeals  overturned 
rare  sensible  ruling  by  the  Federal  Communications  Commis- 


sion. The  FCC  stated  that  cable  companies  shouldn't  be  required 
to  let  Internet  service  providers  (ISPs),  such  as  AOL,  use  the  cable 
companies'  technology  and  assets,  usually  at  below-market  costs. 
Cablers  are  spending  prodigious  amounts  of  money  to  provide 
broadband  to  homes  and  businesses.  They  should  be  free  to 
negotiate  their  own  deals  with  the  ISPs.  Otherwise,  why  risk  all 
that  money?  But  the  appeals  court  must  think  the  Berlin  Wall  is 
stiU  up,  treating  cable  companies  as  if  they  were  your  normal,  big 
telephone  outfits:  Traditional  telephone  companies  like  Verizon 
are  required  to  let  competitors  use  their  equipment  and  lines  at 
unprofitable  prices.  If  those  judges  had  their  heads  on  straight, 
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they'd  have  thrown  out  not  only  the  suit  against  the  cablers  but  the 
telecom  asset-sharing  requirement  as  well.  Unless  the  Supreme 
Court  or  Congress  quickly  steps  in,  our  broadband  access,  com- 
pared with  that  of  the  South  Koreans,  will  remain  in  the  Stone  Age. 

A  happier,  more  constructive  ruling  recently  came  out  of  Min- 
nesota. A  federal  judge  determined  that  the  state  carmot  apply  its 
telephone  regulations  to  a  startup  company  that  permits  consumers 
to  place  phone  calls  over  the  Internet.  The  startup,  Vonage  Holdings 
Corp.,  had  argued  that  the  state  couldn't  regulate  it  because  of  the 
Constitution's  interstate  commerce  clause.  Vonage  is  based  in  New 
Jersey  and  says  it  can't  tell  where  its  phone  calls  originate.  The  com- 
pany also  asserted  that  it  converts  voice  traffic  into  data  and  that 
data  traffic  is  beyond  the  purview  of  state  and  federal  regulators. 

Thanks  to  improved  technology  called  Voice  over  Internet 
Protocol  (VoIP),  the  quality  of  Internet  phone  calls  is  just  as 


good  as  those  carried  over  traditional  landlines.  Minnesota  i 
fighting  this  ruling  not  only  because  it  wants  to  keep  its  utiliti 
bureaucrats  busy  but  also  because  companies  like  Vonage  ar 
not  subject  to  many  of  the  taxes  traditional  phone  companie 
have  to  pay.  Long-distance  phone  companies  are  upset  becaus 
the  upstarts  don't  have  to  pay  the  local  telephone  companie 
those  so-caOed  access  fees  for  "handling"  long-distance  calls. 

To  "level  the  playing  field,"  the  FCC  is  hinting  that  it  may  wan 
to  impose  regulations  for  Voice  over  Internet  Protocol.  God  help  ui 

Until  Congress  cuts  the  telecom  Gordian  knot  by  removin 
all  restrictions  on  entry  into  any  currently  regulated  communi 
cations  segment — TV,  radio,  local  telephony,  long-distance  tele 
phony,  cable,  satellite,  whatever — by  a  date  certain,  investors  hai 
better  hope  the  Vonage  Holdings  of  the  world  can  achieve  Min 
nesota-Hke  victories  that  will  do  the  job  instead. 


Dry  Well  for  Sanity 


EVEN  IF  CONGRESS  UmMATELY  PASSES  AN  ENERGY  BILL,  THE  LEGIS- 
lation  won't  include  a  provision  allowing  oil  exploration  in  Alaska's 
Arctic  National  Wildlife  Refuge  (ANWR).  Too  bad.  The  oil  and  gas 
potential  there  is  staggering.  Has  Congress  forgotten  9/11?  In  rela- 
tion to  the  entire  park,  the  acreage  in  question  is  equivalent  to  the 
space  a  postage  stamp  would  take  up  in  Manhattan.  Emotional,  oft- 
misinformed  environmentalist  opposition  has  triumphed  for  now. 
Experience  has  shown  that  oil  wells  can  coexist  with  wildlife, 
that  sound  environmental  practices  can  go  hand-in-hand  with 


active  drilling.  That's  been  the  case  in  a  number  of  wildlife  refuge 
in  the  lower  48.  The  environmental  problems  that  have  existe 
have  usually  been  the  result  of  the  federal  government's  not  own 
ing  mineral  rights;  the  feds  must  then  work  with  the  owners  t 
try  to  get  them  to  use  sound,  up-to-date  methods  to  avoi' 
adverse  environmental  effects.  But  that's  not  the  case  wit! 
ANWR;  Washington  owns  the  ground  and  everything  on  it  an- 
under  it.  No  persuasion  is  needed.  Washington  would  be  able  t 
set  extremely  high  standards  based  on  the  best  practices  that  exis 


Brady^s  Best 


The  Marine — by  James  Brady  (Thomas  Dunne  Books, 
$24.95).  This  stirring  story  of  Marine  officer  James 
Cromwell  (a  Catholic  whose  nickname  is,  you 
guessed  it,  Oliver)  is  historical  fiction  at  its  best.  Dur- 
ing World  War  II,  college-educated,  occasional 
pugilist  Cromwell  joins  a  famed  Marine  special  com- 
mando unit,  the  members  of  which  are  an  incredibly 
modey  lot  reminiscent  of  Teddy  Roosevelt's  Rough 
Riders.  No  John  Wayne  glosses  here;  the  triumphs 
and  the  bloody  screwaips  are  realistically  portrayed. 
Especially  memorable  is  a  canoe  trip  Cromwell  and  his  colleagues 
make  during  the  Guadalcanal  campaign.  Later  on  and  equally  riv- 
eting is  Brady's  all-too-accurate  depiction  of  the  humiliating 


chaos  of  the  early  days  of  the  Korean  War.  BradI 
skillfiiUy  interweaves  his  hero's  tale  with  historic  fa(i 
and  characters.  The  ending  is  sharp,  poignant.  Erne;! 
Hemingway  could  not  have  written  this  story  bette 
Excerpt:  As  CromwelFs  platoon  and  the  rest  of  thl 
Raider  battalion  hiked  inland  to  take  over  their  shail 
of  the  main  line  of  resistance  (MLR),  they  passed  fM 
paratroops  filing  out,  men  bleached  by  tropical  rail 
and  blistered  by  sun,  whittled  down  by  fatigue,  hungel 
bites,  and  the  crud,  huskies  reduced  to  bone,  tendoil 
and  ligament,  their  eyes  darkly  sunken,  teeth  wobbly  and  falling  oil 
from  illness  and  the  fever,  twenty-year-olds  moving  like  old  men. 
But  tough  eggs  still  able  to  shout,  "Better  you  than  us,  Bud. " 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Pampano-209  East  49th  St.  (Tel:  212-751-4545).  Chic,  beauti- 
fiil  place  serving  wonderful  .seafood  infused  with  the  flavors  of 
Mexico's  coastal  towns.  The  guacamole  is  tops,  the  smoked  sword- 
fish  npiictizer  is  bliss  and  a  sampling  of  ceviches  is  breathtaking. 

•  Kai-:;?.i.  Madison  Ave.,  between  68th  and  69th  streets  (Tel.: 
212-9i^;3-7277).  Inspire.!  by  kaiseki  (which  evolved  as  a  gastro- 
nomic addition  to  the  cKi'sic  Japanese  tea  ceremony),  Kai  offers 
exquisite  food  and  impr.  ccable  .service.  The  eight-course  tasting 


menu  is  highly  recommended.  Most  memorable  selections:  sliv- 
ers of  tea-smoked  duck;  traditional  clear  soup  with  small 
quenelles  of  crushed  sardines;  black  cod  roasted  in  a  salt  crust. 
•  LeBoeuf  alaMode-539  East  81st  St.  (Tel.:  212-249-1473). 
Bistro  environment  with  no  claustrophobia.  Superb  classic  I 
French  fare:  rich  onion  soup;  mussels  in  a  delicate  white  wine  and  | 
herb  broth;  tender,  succulent  calves  liver;  and  divine  filet  mignon. 
Desserts:  cr^me  caramel,  chocolate  mousse  and  blueberry  tart.  F 
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NETJETS 
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/E  OFFER  24-HOUR  WORLDWIDE  MEDICAL 
SSISTANCE  ONBOARD  OR  OFF  BECAUSE    " 
/E  DON'T  JUST  FLY  AIRCRAFT  WE  FLY  PEOPLE. 


Netjets,  our  care  for  our  Owners  means  not  only  flying 
pn  halfway  around  the  world  in  the  safest  way  possible, 
iaiso  getting  them  the  help  they  need  should  a  medical 
urgency  arise  far  from  home. 

t's  why  we  collaborated  with  Mayo  Clinic  to  develop  Mayo 
ic  Executive  Travel  Response.  It  provides  every  Netjets 
Owner  with  direct  access  to  the  world-renowned  medical 
lurces  of  Mayo  Clinic,  onboard  or  off.  And,  of  course,  we're 
only  company  in  the  fractional  ownership  industry  to  offer 
r  services.  -SSm 

m  Owner,  you'll  receive  a  dedicated  phone  number  to 
:h  Mayo  Clinic  medical  professionals  24  hours  a  day,  for 
medical  reason.  Whether  you  need  critical  care  in  Eastern 
3pe  and  don't  know  where  to  turn,  or  just  want  medical 
ce  from  a  trusted  source  closer  to  home,  someone  is  always 
e  for  you.  One  phone  call  brings  immediate  assistance. 


including  self-care  recommendations,  assistance  in  coordinating 
medical  care  appointments  and  help  arranging  emergency 
transport  if  needed,    ^g^^g^i^^^^l^ 

In  the  event  of  an  in-flight  medical  emergency,  the  Netjets 
flight  crew  will  contact  Mayo  Clinic  directly.  Every  Netjets  U.S. 
aircraft  is  outfitted  with  emergency  kits  and  supplies  specified 
by  Mayo  Clinic.  In  addition,  emergency  oxygen  and  automatic 
electronic  defibrillators  are  on  all  large  cabin  aircraft  and  soon 
will  be  on  the  entire  fleet.  All  crew  members  have  been  specially 
trained  to  use  this  equipment  and  undergo  annual  mandatory 
testing  and  training  administered  by  Mayo  Clinic.  It's  just 
another  example  of  how  far  we'll  go  to  be  the  safest  and  most, 
secure  private  aviation  company. 

To  learn  more  about  Mayo  Clinic  Executive  Travel  Response 
and  all  the  other  reasons  more  fractional  jet  owners  choose 
Netjets,  call  1-877-356-0754  or  visit  www.netjets.com. 

NETJETSf  LEAVE  NOTHINC  TOCHANCE: 


Netjets  Inc.  is  a  Berkshire  Hathaway  company. 


THE  BMW  5  SERIES. 
NOW,  MORE  ULTIMATE. 


The  exacting  standards  of  the  Bavarian  Motor  Worl<s  are  legendary.  So  when  their  engineers 
were  searching  for  a  partner  to  integrate  advanced  digital  systenns  into  their  entire  line  of  cars, 
they  turned  to  a  company  with  an  equally  stoned  history  of  innovation-Harman  International. 
For  over  50  years,  the  brands  of  Harman  International  have  been  developing  the  industry's  most 
advanced  new  technology  From  the  world's  first  factory-installed  car  stereo  that  brought  hi-fi 
to  the  highway  in  1948,  to  groundbreaking  FHarman  Infotainment  systems  that  bring  up-to-the- 
second  information  and  cutting-edge  entertainment  to  your  car  in  2003. You  can  see  the  results 
of  our  most  recent  work  in  the  remarkably  intuitive  onboard  computer  system  of  the  BMW  5 
Series.  Harman  engineering,  combined  with  industry-standard  MOST  technology  integrates 


I 


©2003  Harman  lniernat.on,inn<i  :     ,,,    ,  rtened  trademark  of  Harman  International  Industnes,  Incorporated. 


the  audio  and  navigation  systenns  into  one  simple  yet  sophisticatea  interface-allowing  you  to 
access  the  complete  range  of  in-vehicle  services  quickly  and  easily  Additionally  our  voice-activated 
control  system  lets  you  manage  all  of  these  systems  and  talk  on  a  cell  phone,  hands-free.  And  it  all 
works  side  by  side  with  one  of  the  world's  most  breathtaking  audio  systems.  A  custom  version  of 
our  Harman  Kardon  LOGIC  7'  system  that  features  13  high-fidelity  loudspeakers,  Digital  Dynamic 

• 

Volume  Control  and  multichannel  surround  sound  for  a  uniquely  rich,  enveloping  musical 
experience.  So,  with  help  from  Harman  Infotainment,  the  new  BMW  5  Series  is  the  ultimate 
driving,  calling,  heating,  cooling,  navigating  and  listening-to-incredible-music  machine. To  see 
what  kind  of  superlatives  we  can  add  to  your  can  visit  harman.com/infotainment. 


H  harman  international 

Parent  of  the  great  Harman  Kardon,  Infinity.JBL,  Becker,  Lexicon  and  Mark  Levinson  brands. 


OTHER  COMMENTS 


Discovering  the  truth  about  ourselves  is  a  lifetime's  work, 
but  it's  worth  the  effort. 

—FRED  ROGERS,  The  World  According  to  Mister  Rogers 


JDirty  Little  Secret  This  year,  Americans,  who  account 
for  a  fraction  of  prescription  drug  use  worldwide,  will  pay  for  about 
half  of  all  pharmaceutical  spending  worldwide.  By  contrast,  citizens 
in  the  world's  third  largest  economy,  Germany,  paid  less  than  5%. 
The  same  kind  of  drug  payment  disparity  is  true  for  many  other 
developed  nations  whose  citizens  have  about  as  much  ability  to  pay 
as  Americans  do.  Yet  on  the  whole,  people  in  these  other  nations  are 
getting  most  of  the  same  kinds  of  drugs  and  many  of  the  same  kinds 
of  health  benefits  as  Americans.  And  it's  not  only  Americans  that 
seem  to  be  paying  an  unfair  share.  Drug  prices  on  average  are  sig- 
nificantiy  higher  in  countries  like  Poland  than  they  are  in  France  and 
Germany — even  though  people  in  those  countries  have  significantly 
less  economic  wealth  than  in  the  countries  of  Western  Europe. 

—MARK  B.  McCLELLAN,  M.D.,  Ph.D., 
Commissioner,  Food  &  Drug  Administration 

Threats  and  Bluffs  Amid  charges  that  the  U.S.  and 
Britain  concocted  evidence  to  justify  launching  war  against  Sad- 
dam Hussein,  doubts  from  Washington  about  Pyongyang's 
claim  [to  have  nuclear  arms]  show  no  one  really  itches  to  go  to 
war  for  the  sake  of  war.  Different  threats,  different  options. 

— Far  Eastern  Economic  Review 

1  ime  to  Sell  Ask  any  Uberal  about  school  privatization 
and  they  will  answer  that  education  is  a  government  matter.  "It 
upsets  the  balance,  it  puts  too  much  pressure  on  schools,  it  sucks 
money  from  one  school  to  another."  They  are  right  on  all 
counts.  Privatization  would  upset  the  balance,  it  would  put  pres- 
sure on  schools  to  perform,  and  it  would  drain  money  from  fail- 
ing schools  and  send  it  to  those  that  produce  positive  results. 

In  the  private  sector,  a  CEO  who  leads  an  underperforming 
company  is  fired.  Wall  Street  analysts  downgrade  the  stock  from 
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■cker  were  a  mistake." 


"buy"  to  "sell,"  and  that's  just  what  the  stockholders  do — they 
sell.  Soon  the  board  hires  a  new  CEO  and  if  the  company  turns 
around  and  produces  better  results,  stockholders  buy  again.  It's 
basic  and  beautiful  in  its  simpUcity.  We  hold  leaders  and  systems 
accountable  when  they  fail  us.  Since  1966,  federal  spending  on 
education  has  increased  from  less  than  $2  billion  annually  to 
nearly  $54.5  billion  in  2002.  Yet  reading  competency  has  essen- 
tially remained  the  same.  Do  you  hear  that  ringing?  It's  your 
financial  planner  calling — it's  time  to  sell. 

—JASON  WRIGHT,  vice  president,  Frontiers  of  Freedom, 

Wall  Street  Journal 


man-i 


Double  Standard  The  Colfax,  m.  village  board 
dated  that  all  village  employees  will  be  subject  to  randomi 
mandatory  drug  tests.  But  board  members  were  perplexed  when 
the  city  clerk  asked  for  the  phone  numbers  and  home  addresses 
of  board  members,  so  they  could  be  given  to  the  firm  that  con- 
ducts the  tests.  The  clerk  explained  that,  because  they  draw  pay 
from  the  village,  they  are  village  employees  and  subject  to  the 
tests.  The  board  promptiy  rewrote  the  law  to  exempt  themselves. 

—CHARLES  OLWER,  Reason  Online 

Commanding  Presence  oiiie  cromweii  hoped, 

and  with  reason,  soon  to  command  one  of  the  three  rifle  battal- 
ions of  the  5th  Regiment.  Standing  in  his  way,  though  unspo-  . 
ken,  was  an  uneasiness  about  Cromwell  on  the  part  of  the  brass. 
Because  he'd  been  a  Marine  Raider,  more  orthodox  Marines 
regarded  Colonel  Cromwell  with  wary  and  conflicted  attitudes. 
With  respect  surely,  even  awe,  but  also  with  suspicion.  Such 
men,  in  a  shooting  war,  had  value,  being  capable  of  feats  ol 
arms.  But  they  were  also  dangerous — likely  to  get  you  into  trou- 
ble, lead  you  into  temptation,  into  what  theologians  called 
"occasions  of  sin."  A  Cromwell  could  raise  hell  with  the  enem) 
and  win  a  fight  for  you;  he  might  also  lose  you  your  command.  1 1 

—The  Marine,  by  JAMES  BRADY 

vjlVing  1  nankS  Thanksgiving  is  not  an  anachronisrr  | 
whose  time  is  past.  It  is  much  more  than  a  holiday  to  celebrate  i 
meal  shared  between  the  Pilgrims  and  Native  Americans.  It  is  a  thnt 
to  reflect  and  be  thankful  for  what  we  have — not  for  what  we  cher- 
ish, desire  or  envy.  Rich  or  poor,  every  American  has  many  things  tc 
be  thankful  for,  not  the  least  of  which  is  that  we  live  in  a  countr) 
where  our  freedom  and  individual  dedication  and  hard  work  defin« 
the  limits  to  our  success,  whatever  our  aspirations,  dreams  and  goaL 
may  be.  The  American  Dream  is  still  ours  for  the  making.  Be  ver) 
thankfril  for  that.  More  important,  be  smart  enough  to  seize  it. 

—TED  NUGENT,  Opinionjoumal.com    f 
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me  things  are  best  when  they  have  a  numerous  market  rotations.  This  perspective  allows 


them  to 


•prise  inside.   Not  your  investments.  keep  our  funds  on  course  for  the  long  term.  To  learn  more, 


please  call  your  advisor  or  visit  www.americancentury.com. 


'n  you  choose  a  value  fund,  you  expect  it  to  perform  like 


ue_fund.  Which  is  why  our  funds  are  managed  to  ensure 


?  consistency  They  let  you  build  a  balanced  portfolio 


confidence.  Our  seasoned  managers  have  been  through 


You'll  find  the  way  we 
manage  our  value  funds 
says  a  lot  about  our 
values  as  a  company. 


Duration 

Equity 
Income 

(TWEIX) 

S&P500 

1  Year 

20.17% 

24.40% 

3  Years 

9.75% 

-10.13% 

5  Years 

10.37% 

1.00% 

Life  of  Fund 

14.06% 

(8/1/94) 

(as  of  9/30/03) 

10.76% 

(7/31/941 

rforniatice  is  no  gucmntee  of  future  results,  hwestment  returns  and  principal  values  may  fluctuate,  and  redemption  value  may  be  more  or  less  tlum  original  cost. 
rent  performance  information,  please  call  us  or  visit  xvww.americanceniiiry.com. 

esented  reflect  past  performance  and  are  no  guarantee  that  the  advertised  performance  may  be  repeated  or  consistently  achieved  in  the  future.  Performance  over  a  longer  period  of 
more  meamngful  than  short-term  performance.  Data  assume  reinvestment  of  all  dividends  and  capital  gains.  Performance  reflects  Investor  Class  shares  For  information  about 
me  classes,  please  consult  the  prospectus.  S&P  500  data  provided  by  Upper,  Inc. 

■P  500  Index  is  a  capitalization-zveighted  index  of  500  widely  traded  stocks.  Created  by  Standard  &  Poor's,  it  is  considered  to  represent  the  performance  of  the  stock  market  in 
It  li  not  an  investment  product  available fjr  purchase. 

call  1-877-44-AMCENfor  a  prospectus  with  more  complete  information,  including  charges,  expenses  and  minimums.  Be  sure  to  read  it  carefidly  before  uou  invest 
t  money.  i     :>     j       :; 

(ER  iACK,  SAILOR  JACK  AND  BINGO,  and  tlte  SAILOR  JACK  and  BINGO  cimracters  are  trademarks  ofRecot,  Inc  ©2003  Recot,  Inc. 
an  Century  Investment  Services,  Inc.  ©2003  American  Century  Services  Corporation 


American 
Century. 

Investment  Managers 


As  the  world  becomes  more  complex 
-and  business  travel  becomes  more 
frenetic,  corporate  executives  expect 
more  from  their  hotels.  Radisson  Hotels 
&  Resorts®  is  crafting  its  properties, 
services  and  amenities  to  ease  the 
strains  and  aid  the  productivity  of  globe- 
trotting business  travelers. 

The  first  advantage  Radisson  offers 
business  travelers  is  size.  Corporate  trav- 
elers know  there's  a  Radisson  wherever 
they  need  one.  As  one  of  the  world's 
largest  lodging  groups,  there  are  more 
than  440  Radisson  hotels  and  resorts  in 
more  than  60  countries. 

More  to  the  point,  Radisson  offers  the 
right  properties  in  the  right  places.  It  has 
extraordinan/  center-city  hotels  in  impor- 
tant business  districts  around  the  world 
—  there  are  11  Radisson  Edwardian 
properties  in  London,  for  example  —  and 
resorts  in  many  of  the  most  attractive  hol- 
iday destinations  on  the  planet.  Radisson 
also  offers  conveniently  located  hotels  at 
dozens  of  the  world's  major  airports. 
Many  Radisson  hotels  in  Latin  America 
are  attached  or  adjacent  to  a  World  Trade 
Center,  and  there  are  Radisson  SAS 
hotels  throughout  Europe,  the  Middle 
East  and  Africa.  Radisson  also  has  a  pres- 
ence throughout  Asia/Pacific,  with  a  large 
concentration  of  hotels  in  Australia,  India 
and  the  People's  Republic  of  China. 

Radisson  hotels  also  are  designed  to 
eliminate  some  of  the  stress  of  business 
travel  by  being  easy  * :  do  business  with. 
The  hotels  all  feative  express  check- 
in  and  checkout  s-  .ice.  There  is  an 
Express  B'eakfast  i'-  iotion  and  healthy 
food  choices  on  all  f^.-  iis&on  restaurant 
menus.  Thf?  spiicio,,.  guest  rooms 
feature  large  workinc  :  ^ks,  good  light- 
ing, desk  chairs  -  •  'elephonesand 


dataports.  An  increasing  number  of 
Radisson  properties  offer  high-speed 
Internet  access,  too. 

Many  of  the  properties  in  key  business 
cities  offer  fully  equipped  business  centers 
and  translation  services.  Many  hotels  also 
feature  Radisson's  exclusive  Executive  or 
Plaza-Level  floors,  which  offer  upgraded 
amenities  such  as  free  breakfast,  a  morn- 
ing newspaper,  dedicated  concierge  ser- 
vices and  other  perks. 

Since  keeping  fit  is  crucial  for  today's 
hard-charging  business  travelers,  all 
Radisson  hotels  feature  exercise  facili- 
ties, and  some  have  fully  equipped  health 
clubs  and  pools.  The  first  ASiRA®  Spa  & 
Health  Club  has  opened  at  the  Radisson 
Hill  Countn/  Resort  &  Spa  in  San  Antonio, 
Texas.  The  6, 000-squa re-foot  facility  fea- 
tures a  fitness  area,  luxun/  treatment 
rooms  and  a  full-service  beauty  salon. 
Most  Radisson  hotels  in  North  America 
feature  the  ASiRA  line  of  luxury  body-care 
amenities.  They  are  available  in  the  room 
and  also  are  for  sale  in  hotel  gift  shops 
and  online  at  www.asirabodycare.com. 

To  better  serve  business  travelers 
who  check  into  Radisson's  more  than 
100,000  guest  rooms  worldwide,  the 
company  recently  updated  its  "Yes, 
I  Can!®"  program,  which  was  already 
one  of  the  hotel  industn/'s  most  dynamic 
guest-relations  initiatives.  Even/  Radisson 
employee  in  the  world,  from  chief 
executives  to  bell  captains,  participated. 
The  goal  of  Yes,  I  Can:  Anticipate  a 
guest's  needs,  respond  promptly  to  all 
guest  requests,  give  individual  care  and 
attention  to  every  guest,  and  do  it  all  in  a 
courteous,  friendly  and  welcoming  way. 


The  training  and  dedication  of 
employees  also  are  backed  up  v\ 
Radisson  Hotel  &  Resorts'  worldw 
guarantee  of  100%  satisfaction.  Sim 
put,  the  guarantee  states  that  Radisj 
hotels  are  committed  to  complete  gu 
satisfaction.  If  something  is  not  right, 
the  hotel  make  it  right.  If  the  guest  is 
satisfied,  he  or  she  doesn't  pay. 

Business  travelers  are  "getting  m 
and  more  demanding  and  sophisticat 
Their  expectations  are  ven/  high,"  s^ 
Bjom  Gullaksen,  executive  vice  pn 
dent/brand  leader  of  Radisson  Hotel; 
Resorts.  "We  commit  to  make  e; 
guest  satisfied,  and  if  we  can't  mak 
right,  you  won't  pay." 

Of  course,  Radisson  offers  w 
many  busy  business  travelers  believ( 
the  ultimate  expression  of  hotel  serv, 
an  extraordinary  loyalty  program. 
Radisson  properties  participate  in 
Radisson  Gold  Rewards®  frequent-gu 
plan,  one  of  the  most  innovative  \ 
grams  in  the  travel  industry. 

Gold   Rewards   members   earn   G 
Points®  and  redeem  the  points  for  f 
night  stays,  airline  miles,  luxun/  cruij 
merchandise,    meals   and   much   mi 
Radisson  Gold  Rewards  is  a  partner  of 
Gold  Points  Reward  Network,  the  natic 
largest  coalition  loyalty  plan.  It  operate 
more  than  2,000  locations,  including  F 
Plaza  Hotels  &  Resorts®,  TG.I.  Frida' 
family  of   restaurants,   Countn/   Inns 
Suites  By  Carlson®,  Park  Inn®  hotels 
Radisson   Seven   Seas   Cruises®.   01 1 
major  national  partners  include  Thrifty 
Rental®  and  The  Food  Emporium®. 

For  more  information  and  reservatk 
visit  online  at  www.radisson.com, 
800-333-3333  or  your  travel  professio 


t  Radisson  we  specialize  in  mal<ing  every  business  trip  a  pleasure.  And  with  Radisson  Cold  Rewards,  your  next 
tay  could  be  free.  To  find  out  how  or  to  make  your  next  reservation,  visit  wwwradisson.com  or  call  1-800-333-3333. 


Va'^*^^. 


STAT  FREE  F  *  S  T  E  R .  Now  through  1/15/04,  you  can  earn  thousands  of  bonus  Cold  Points* 
per  night.  Register  at  www.stayrewarded.radisson.com.  Terms  and  conditions  apply 


HOTELS  &  RESORTS 


STAY  YOUR  OWN  WAY" 


©Radisson  200S 


SAMSUNG  mUall 

everyone's  invited™ 


FOLD  HERE 


FOLD  HEI 


Announcing  an  incredibly  compact,  folding  PDA  phone 
The  amazing,  new  Samsung  iSOO. 


1500 
PDA  Phone 


•-.vi«-" 

ieuO 
Snia'lohone 


i700 
Pocket  PC  Phone 


■  H^llp  ■     j 
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The  Samsung  family  of  PDA  phones. 
That's  DigitAII  ingenuity. 

We  started  with  a  sleek,  flip  phone  design.  Then  we  added  a  viv 
65,000-color  touch  screen  display,  a  fully  functional  digital  organ; 
and  easy  Internet  access.  Then  we  created  a  whole  line  of  incredi 
compact  PDA  phones  in  both  PalmOS"  and  Windows  Mobile'"-bas 
operating  systems.  So  whether  you're  checking  email  or  calling  tl 
office,  these  little  handhelds  give  you  the  best  of  both  all  in  one. 


•For  more  information  visit  wwv 


B;  R    A.  N   D- 


^a. com/wireless 


Samsung  moDilu  phones  hav 
independent  aultio'ity  on  li 
Electronics  America,  Inc.  ;ii 
of  P.ilm    Inf    VJ'ni*t-'.v<  .11,. 


i^f^n  rated  numt^' 
.    ^'2003  5,. 
I  enlities.  Th> 
>.iobile  are  lo 


u>valtv  by  consumers  two  yeai^  in  a  row/,  according  to  Brand  Keys,  a  leading 
nmunications  America,  L.R  Samsung  is  a  registered  trademark  of  Samsung 
d  logo  and  Palm  OS  are  registered  trademarks  of  PalmSource,  Inc.,  a  subsidiary 
narks  of  Microsoft  Corporation  in  ttie  United  States  and  ottier  countries. 


CURRENT  EVENTS 

y  Paul  Johnson 


Who  Will  End  Up  in  U.S.  Jail? 


HIND  THE  DETERIORATION  OF  FRANCO-AMERICAN  RELA- 
ns  over  Iraq  and  the  savage  animosity  between  George  W.  Bush 
id  Jacques  Chirac  lies  a  sordid  and  complicated  business  scandal 
at  could  end  with  several  highly  placed  French  businessmen — two 
e  dose  friends  of  Chirac's — taking  up  residence  in  U.S.  prisons. 

In  April  1991  a  California  insurance  company  called  Executive 
fe,  having  gone  bust,  became  the  object  of  an  investigation  by  the 
te  of  California.  In  1992  what  had  once  been  France's  most  suc- 
jssful  bank,  Credit  Lyonnais  (now  a  decrepit  institution),  put 
gether  a  deal  whereby  the  bank  would  buy  Executive  Life's  junk 
)nd  pxjrtfolio,  and  a  new  French  insurance  company  would  take 
rer  Executive  Life's  insurance  business.  At  the  time  of  the  deal, 
•edit  Lyonnais  was  owned  by  the  French  state.  Under  U.S.  federal 
V  banks  could  not  own  insurance  companies;  under  CaUfomia  law 
ite-owned  companies  could  not  own  insurance  companies.  The 
al  was  agreed  to  because  U.S.  insurance  regulators  were  assured 
at  the  new  insurance  company  was  independent  of  Credit  Lyon- 
lis.  In  1995  the  French  government  created  the  Consortium  de 
ialisation  (CDR)  to  take  over  Credit  Lyonnais'  bad  assets,  includ- 
g  Executive  life's  bond  portfolio.  But  in  1 998  it  was  discovered  that 
e  French  insurance  company  that  had  taken  over  Executive  Life's 
surance  business  was  not  independent  of  Credit  Lyonnais. 

■lash  of  Cultures 

'hat  we  have  here  is  a  clash  of  cultures  and  of  constitutional 
^preaches.  On  one  hand  is  the  U.S.  system  of  the  separation  of 
)\\  crs,  in  which  neither  the  Executive  nor  Legislative  branches  can 
ctate  to  the  Judicial  branch.  On  the  other  is  the  French  overlapping 
stem,  in  which  it  is  common  for  the  dominant  commercial  firms 
be  owned  by  the  government  and  for  others  to  be  run  by  politi- 
ins,  civil  servants  or  cronies  of  the  man  occupying  the  presidency. 

My  first  job,  50-plus  years  ago,  was  at  a  Paris  magazine,  which 
Ls  printed  on  presses  owned  by  the  French  state.  The  presses  had 
■en  seized  several  years  before  I  came  on  board  because  the  previ- 
is  owners  had  collaborated  with  the  Nazis.  Such  firms  offer  nice 
tLs  for  successfiil,  highly  placed  members  of  the  ruling  establish- 
"^nt — or  their  friends  and  relatives.  Americans  find  such  blurring 
the  constitutional  distinctions  intolerable.  The  British  now  also 
Old  such  situations,  especially  after  Margaret  Thatcher  virtually 
•dished  the  public  sector  in  industry.  But  the  French  take  a  delight 
permitting  government  intrusion  into  the  economy,  which  can 
easily  turn  a  politician  or  bureaucrat  into  a  wealthy  man. 

The  dash  of  cultures  evidenced  by  the  Executive  Life  mess  has  led 
a  decade  of  legal  and  diplomatic  negotiations.  These  culminated  in 


September  with  an  agreement  by  U.S.  federal  prosecutors  to  drop  the 
criminal  charges,  provided  the  French  state  hand  over  $585  million. 
This  was  humiliating  for  France  but,  in  the  opinion  of  many  experts, 
cheap  considering  the  circumstances.  However,  it  later  emerged  that, 
because  of  the  separation  of  powers  in  America,  the  agreement  did 
not  cover  dvil  suits  being  brought  by  California's  Insurance  Com- 
missioner and  could  not  guarantee  die  legal  immunity  of  certain 
French  individuals  closely  connected  with  the  Elysee  Palace,  where 
President  Chirac  lives  in  splendor.  On  Oct.  15,  following  a  long, 
angry  and  secret  debate  within  the  highest  ruling  group  in  France, 
the  agreement  was  repudiated.  Chirac,  it  is  said,  made  the  final  ded- 
sion  to  slap  U.S.  justice  in  the  face  and  challenge  it  to  do  its  worst. 

Efforts  are  still  being  made  to  reach  a  last-minute  compromise. 
The  French  Minister  of  Justice,  for  instance,  has  been  in  Washington 
meeting  with  his  counterpart,  the  U.S.  Attorney  General.  But,  in  the 
meantime,  Jefirey  Isaacs,  who  is  in  charge  of  the  legal  proceedings  in 
California,  is  hard  at  work  extending  and  multiplying  indictments, 
criminal  and  civil,  and  hundreds  of  lawyers  are  girding  their  loins  to 
act  on  behalf  of  the  customers  of  Executive  Life  who  found  their 
policies  worthless.  Some  might  argue  that  the  fact  that  the  French 
government  negotiated  a  deal  and  was  ready  to  hand  over  more 
than  half  a  billion  dollars  to  settle  all  claims  is  an  admission  of  liabil- 
ity for  Credit  Lyonnais'  and  CDR's  wrongdoing  and  for  Executive 
Life's  losses.  There  is  nothing  lawyers  seeking  damages  like  better 
than  the  certainty  that  a  pair  of  "deep  pockets"  is  waiting  to  be  emp- 
tied. And  there  are  few  pockets  deeper  than  those  of  the  French  state. 

Now  that  the  judicial  process  has  been  reopened  by  France's 
refiasal  to  ratify  the  agreement,  U.S.  federal  authorities  may  demand 
the  extradition  of  a  number  of  prominent  Frenchmen,  perhaps  a 
score  or  so.  Will  France  hand  them  over?  In  particular,  will  Presi- 
dent Chirac  permit  his  cronies  to  disappear  into  the  entrails  of  the 
U.S.  judicial  system?  And  if  he  does  desert  them,  will  they,  in  turn, 
start  giving  evidence  that  Monsieur  Chirac's  connection  with  Credit 
Lyonnais  may  have  been  closer  than  anyone  has  yet  supposed? 

President  Chirac  has  always  pursued  a  rather  vertiginous  exis- 
tence, espedally  when  he  was  mayor  of  Paris  and  all  kinds  of  people 
were  on  the  payroll.  He  cannot,  at  present,  be  prosecuted  in  France 
for  what  he  did  then.  But  when  he  leaves  the  Elysee  Palace  for  the  last 
time,  he  will  no  longer  enjoy  any  kind  of  immunity.  There  are  many 
in  France  who  have  sworn  that  he  will  receive  his  just  deserts. 

I  imagine  President  Bush  is  taking  a  certain  lively  interest  in 
the  Executive  Life  affair.  It  begins  to  look  like  a  sword  of  Damo- 
cles hanging  over  the  head  of  the  arrogant  Frenchman  who 
sought  to  humiliate  him  over  Iraq.  F 
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Paul  Johnson,  eminent  British  historian  and  author  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  director,  Yale  Center  for  the 
Study  of  Globalization,  former  president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  rotate  in  writing  this  column.  To  see 
past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Travel  hasn't  lost 
its  masic 


Master 
Compressor  Geosraphic 

A  second  time-zone  that  adjusts 

instantly  to  the  destination  of  your  choice. 

A  patented  system  for  maximising  water 

resistance,  by  the  two  compressor  l<eys 

fitted  to  the  crowns.  A  complicated 

movement  in  a  timepiece  that  has  a 

sporty  elegance.  Our  watchmakers 

hove  renewed  the  magic  of  travel. 
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)ICITAL  RULES 

ly  Rich  Karlgaard,  publisher 


What  Makes  a  Great  CIO? 


YOUR  CHIEF  INFORMATION  OFHCER  ABOVE  AVERAGE,  AVER- 
je  or  below?  What  makes  a  great  CIO?  Answers  will  depend  on 
ow  you  define  the  job.  In  May  the  estimable  Han'ard  Business 
eview  published  a  bombshell  of  an  article  by  one  of  its  former 
ditors,  Nicholas  Carr.  The  piece  was  titled  "IT  Doesn't  Mat- 

— and  if  you  believe  Carr's  premise,  you  might  have  to  alter 
)ur  thinking  about  the  CIO's  role  in  your  company. 

Carr  wrote:  "Information  technology  is  best  understood  as 
le  latest  in  a  series  of  broadly  adopted  technologies  that  have 
shaped  industry  over  the  past  two  centuries — from  the  railroad 
the  telegraph  to  the  electric  generator.  For  a  brief  period,  as 
ley  were  being  built  into  the  infrastructure  of  commerce,  all 
lese  technologies  opened  opportunities  for  forward-looking 
)mpanies  to  gain  real  advantages.  But  as  their  availability 
creased  and  their  cost  decreased — as  they  became  ubiquitous — 
ley  all  became  commodity  inputs.  From  a  strategic  standpoint, 
ley  became  invisible;  they  no  longer  mattered.  That  is  exactly 
hat  is  happening  to  information  technology  today,  and  the 
nplications  for  corporate  IT  management  are  profound." 

I  talked  to  Carr  last  month.  He's  telling  CIOs  to  forget  about 
sing  technology  as  a  weapon  of  growth.  There's  too  much  risk. 
ny  successes  they  achieve  will  be  quickly  cloned  by  competitors. 
Os  ought  to  deploy  tech  only  for  playing  defense — i.e.,  cutting 
)erational  costs  or  reducing  regulatory  risks.  Carr's  career 
Ivice  to  CIOs:  Be  a  fast  follower,  not  a  leader. 

Carr  makes  some  valid  points  about  the  cheap,  clone^prone 
endlines  of  IT.  But  does  that  spell  the  end  of  IT  as  a  strategic 
Ivantage?  Is  the  new  model  for  a  CIO  a  risk-averse  follower?  I 
It  the  question  "What  makes  a  great  CIO?"  to  three  of  Amer- 
a's  top  CIO  headhunters.  Their  advice: 
ich  Brennen,  Global  Leader,  CIO  Practice,  Spencer  Stuart: 
DiOs  must  know  their  company  and  industry  as  well  as  (or 
tter  than)  their  peers  (the  CFO,  CMO,  VP  of  Sales,  VP  of 
anufacturing,  etc.).  CIOs  must  possess  or  acquire  board-level 
adership  skills.  CIOs  must  be  able  to  attract  and  retain  great 
iople,  and  must  have  the  charisma,  vision,  strategic  and  rela- 
onship  skills  associated  with  the  best  executives  in  the  world." 

n  Inuganti,  Partner,  CIO  Practice,  Korn/Ferry  International: 

Cnow  the  business.  Learn  and  master  every  aspect  of  it — net 

icome,  EPS,  Ebitda,  its  management,  its  products,  its  vendors, 

sales  channels,  its  customers,  its  competition,  etc.  Hire  the  best 

jople  you  can  and  delegate.  The  CIO  belongs  in  the  executive 

>om  working  with  the  chairman,  the  CEO  and  other  executives 

understanding  and  influencing  the  business  strategy,  as  well  as 

identifying  opportunities  where  technology  can  be  a  compet- 

ve  advantage  for  the  enterprise.  The  ideal  CIO  is  the  one  who 

ntridge  the  gap  between  business  and  technology.  He  provides 


value  to  the  enterprise  by  helping  it  harness  its  fullest  potential 
using  technology.  He  must  communicate  the  technology  vision 
constantly  to  the  entire  value  supply  chain  of  the  enterprise." 
Reynold  Lewke,  Partner,  CIO  Practice,  Egon  Zehnder:  "Things 
don't  just  happen;  great  CIOs  make  them  happen.  They  build 
and  implement  business-aligned  IT  strategies;  i.e.,  they  have  a 
50,000-foot  perspective  of  the  business  so  that  they  understand 
the  business  levers  as  well  as  the  CEOs  do.  This  is  absolutely 
mandatory  if  the  CIOs  want  to  create  a  technology  strategy  that 
supports  their  companies'  business  objectives.  But  then  CIOs 
must  get  to  the  5-foot  level  to  understand  what  needs  to  be  done 
to  implement  these  ideas." 

Tomorrow's  Skill  Set 

BrenneiK  "CIOs  must  learn  to  manage  continual  cost  pressures.  This 
will  result  in  more  offshore  activities,  which  will  increase  risk — e.g., 
disaster  recovery,  security,  unstable  political  environments,  etc. 
In  the  longer  term  CIOs  must  develop  talent  for  the  next  gener- 
ation, when  most  entry-level  jobs  will  be  performed  offshore." 
Inuganti:  "Start  with  the  question,  'What  does  the  21st-century 
CIO  look  like?'  I  think  the  CIO  is  a  strategic  business  executive 
who  is  equally  comfortable  in  the  boardroom  or  in  front  of  cus- 
tomers: developing,  articulating,  influencing  and  selling  the 
business  strategy,  as  well  as  executing  and  delivering  business 
solutions  using  technology.  The  CIO's  mission  will  be  redirected 
away  from  internal  customers  to  external  customers,  partners, 
service  providers  and  others  in  the  extended  value  chain." 
Lewke:  "International  and  intercultural  sensitivity  will  be  crucial  for 
CIOs.  How  much  time  has  the  CIO  spent  working  and  living  out- 
side of  his  home  culture  and  how  well  can  the  CIO  manage  inter- 
national teams  comprising  multiple  ethnic  groups?  The  drive  for 
low-cost  manufacturing  that  favors  China,  Malaysia,  etc.  means 
that  companies  will  need  to  have  long,  robust  logistics  Hnes  to  get 
those  products  to  market.  Similarly,  shortening  the  time-to-market 
of  the  designs  for  new  products  and  services,  whether  they  be  toys, 
drugs  or  cell  phones,  will  be  a  critical  part  of  any  major  company's 
strategy.  It  will  push  many  companies  to  establish  around-the- 
clock  (i.e.,  around-the-world)  development  processes.  Having 
someone  who  can  act  as  the  leader  to  assemble  and  glue  together 
great  global  teams  will  become  a  core  competency  during  the  next 
five  to  ten  years.  Just  being  able  to  do  this  in  one's  home  culture, 
whether  that  is  the  U.S.,  Europe  or  Asia,  will  not  be  enough." 

Nicholas  Carr  is  like  the  proverbial  blind  man  with  his 
hands  on  the  elephant.  But  don't  bet  on  his  risk-averse,  fast- 
follower  vision  if  you  want  to  hire  a  great  CIO.  F 


FOrhGS  I  ^'^''  ^''^^  Karlgaard's  home  page  at  www.f  orbes.com/karlgaard 

'  ^^^i^^a^om  I  or  e-mail  him  at  publisher@forbes.com. 
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Great  Moments  at  Work. 
You  just  brought  busywork  to 
its  knees.  The  title  is  yours. 
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Microsofi 

Your,  potenh'al.  Our  pasi 


3  Microsoft  CorpoKilion.  All  lights  reset vcd   Mitiosofl,  the  Otfice  logo,  and  *  Youi  po 
fogiiteied  tiadeinjiks  oi  tiiuicm.nks  of  Miciosoft  Corpor.itioM  m  the  United  States  a 


Introducing  the  new  Microsoft  Office  System. 

Eliminate  the  little  things.  Start  thinking  big.  It's  all  possible 
with  innovations  that  help  you  automate  your  day-to-day 
tasks,  track  project  information  on  your  own,  and  access 
stored  company  data  that  until  now,  you  couldn't.  It's  all 
about  working  smarter,  not  harder.  Way  to  go,  champ. 
Gear  up  for  great  moments  at  microsoft.com/greatmoments 
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In  a  July  press  release, 
Radar,  the  irreverent 
pop-culture  magazine 
edited  by  Maer  Roshan 
launched    amid    much 
hoopla  in  April,  said  it 
had  "thousands"  of  new 
subscribers  and  was  "pro- 
jecting" a  43%  ad-page 
jump  for  the  September 
issue.  Oops!  That  issue  is 
still  not  out.  And  Radar 
phone  numbers  on  its 
Web  site  have  been  disconnected.  Roshan's  p.r.  man  admits  the 
New  York-based  publication  needs  capital  badly  and  is  currently 
searching  for  same.  — Tomas  Kellner 

Lofty  Professions  or  Mere  Sales  Jobs? 

KPMG  agreed  to  pay  what's  now  Sidley  Austin  Brown  &  Wood  a 
fee  any  time  the  accountancy  invoked  the  legal  giant's  name  to  sell 
questionable  personal  tax  shelters.  A  1997  e-mail  outlining  terms 
is  attached  to  a  recent  Internal  Revenue  Service  lawsuit  seeking 
Sidley  client  records.  Another  KPMG  memo  discusses  "develop- 
ment of  strategic  alliances  to  develop  and  market  products"  for 
"profit  enhancement."  Sidley  denies  wrongdoing  but  just  canned 
the  partner  named  in  documents.  KPMG  says  it  stopped  such 
practices  and  that  many  of  the  involved  partners  "are  no  longer 
with  the  firm."  — Janet  Novack  and  William  P.  Barrett 

It  Does  Take  One  to  Know  One 

The  IRS  has  hired  lawyer  John  C.  Klotsche,  ex-chairman  of 
law  firm  Baker  &  McKenzie,  as  a  "senior  adviser"  to,  as 
a  press  release  puts  it,  "help  coordinate  the  agency's  ef- 


forts to  combat  abuswe  tax  shelters  and  improve  enforceme 
processes."  Unmentioned:  Baker's  Web  site  still  brags  that- 
JQotsche's  watch — the  firm  "pioneered"  what  are  now  muc 
criticized  schemes  to  move  American  firms'  headquarte 
abroad  to  avoid  U.S.  tax.  Says  IRS  head  Mark  W.  Everson,  "We' 
lucky  to  have  a  man  of  John's  caliber."  — J.N.  and  W.P. 

What's  the  Next  Ad  Going  to  Say? 

Earlier  this  year  New  Mexico  Governor  BOl  Richardson's  ne 
administration  bought  an  economic-development  ad  sportii 
his  mug  in  the  Wall  Street  Journal  bragging  that  he  had  cut  sta 
taxes  by  40%.  (Correct  figure:  27.4%.)  Now  Richardson  ju 
went  on  record  as  supporting  a  $136  million  net  jump  in  tax 
and  fees  across  his  thinly  populated  desert  state.  Among  the  h 
creases  he  endorsed:  18%  in  diesel  taxes,  27%  in  oil  productic 
taxes,  33%  in  new-car  sales  taxes,  42%  in  truck  weight-distan 
taxes  and  100%  in  rental-car  excise  taxes.  — W.P.' 

Certainly  a  Debatable  Proposition 

Last  year  the  446  highest-ranking  executives  in  the  federal  goven 
ment  earned  an  average  $138,200,  22%  less  than  counterparts 
large  nonprofits.  But  a  Congressional  Budget  Office  study  says  f©l 
eral  pay  raises  might  not  be  needed  if  the  government  "is  attractiii 
and  retaining  the  top  executives  it  needs."        — J.N.  and  W.P.. 


Wheels  of  Fortune 

Jjigli-end  wheelchair  market  is  really  rolling  along.  Swedish ' ' 
Jmaker  Permobil  just  unveiled  the  C2S  Aeron  (left),  made 
with  a  fabric  said  to  dissipate  body  heat.  List  for  the  top- 1 
of-the-line  model:  $15,600.  Meanwhile  the  Bounder  Plus,  i 
made  by  21st  Century  Scientific,  sports  twin  engines,  an  i 
elevator  chair,  a  I2mph  cruising  speed  and  a  $30,000  b 
price  tag.  Just  as  expensive:  the  IBot,  designed  by  | 
I  Dean  Kamen  for  Johnson  &  Johnson.  It  can  stand  on 
two  wheels  and  climb  steps.  —Dirk  Smillie 


JSUiaalifvmg  the  Gray  Davis  PrRmium 


You'll  know  the  California  economy  finally  has  improved  when  U-Haul  no  longer  can  command  huge  markups  for  rental  trucks  leaving  th 
Golden  State  over  those  arriving  from  somewhere  else.  -Ne/7  Weinberg  and  W.P. 


ONE  WAy  RCillTINS  COST 

Boise  to  San  Francisco  $310 

Las  Vegas  to  Lc?  Angeles  133 

Phoenix  to  Los  An;  116 

Kansas  City  to  San  L  <'9f| 

Denver  to  Los  Angeles  4S8 

Dallas  to  San  Francisco  "?>] 
Seattle  to  San  Diego 
Atlanta  to  San  Diego 
Minneapolis  to  San  Francisco 

One  way  anlal  of  26-foot  true. 


OTHER-WAY  ROUTING 

San  Francisco  to  Boise 
Los  Angeles  to  Las  Vegas 
Los  Angeles  to  Phoenix 
San  Diego  to  Kansas  City 
Los  Angeles  to  Denver 
San  Francisco  to  Dallas 
San  Diego  to  Seattle 
San  Diego  to  Atlanta 
San  Francisco  to  Minneapolis 


COST 

$2,024 
831 
878 
960 
908 
701 
500 
620 
3,019 


Los  Angeles  to  Phoenix 

878 

484          1 

^'. 

San  Diego  to  Kansas  City 

1,960 

300 

^/^ 

Los  Angeles  to  Denver 

1,908 

283 

/Ml 

San  Francisco  to  Dallas 

2,701 

271 

^■c 

San  Diego  to  Seattle 

1,500 

145 

^jj 

San  Diego  to  Atlanta 

2,620 

120 

LJf 

PREMIUM 
553% 
525 
484 
300 
283 
271 
145 
120 
117 


',  Kul'ik,  Stephens  &  Thonipsivi  Inc.;  www.uhaul.coiii. 
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ON  MY  MIND 


By  Edward  Miguel,  assistant  professor  of  economics  at  the  university  of  California,  Berkeley 


Cash  Talks 


School  reform  doesn't  have  to  be  so  complicated.  Just  pay  students  for  doing  well. 


=^^x.r 


A  GENERATION  OF  REFORMS— INCLUDING  MORE  SCHOOL 
resources  and  new  curricula — has  failed  to  improve  urban  schools. 
In  Oakland,  Calif.,  near  where  I  live,  20%  of  high  school  students 
drop  out.  Only  a  third  meet  the  minimum  requirements  for  en- 
trance to  the  California  state  university  system.  The  dropout  prob- 
lem is  especially  severe  among  African-American  and  Latino  high 
school  students,  who  are  twice  as 
likely  to  drop  out  as  other  students. 

School  vouchers  are  seen  as  a 
way  to  bring  market  competition 
into  this  stagnant  sector  of  the 
economy.  But  results  from  early 
voucher  reforms  are  mixed,  and 
these  programs  continue  to  face 
challenges  in  the  courts  and  state 
legislatures. 

There  is  another  way  to  bring 
competition  into  the  classroom: 
Provide  incentives  to  students  in 
the  form  of  cold  cash.  Adoles- 
cents often  have  extremely  high 
rates  of  time  discounting;  in 
other  words,  they  respond 
strongly  to  immediate  punish- 
ments and  rewards  but  do  not 
adequately  take  into  account  the 
longer-term  ramifications  of 
their  actions.  For  many  adoles- 
cents the  promise  of  a  better  job 
and  higher  future  wages  is  not 
enough  to  motivate  them  to  study  today— but  a  $100  cash 
award  for  doing  well  on  a  standardized  exam  might  do  the  trick. 

Although  such  payouts  have  not  been  tried  in  any  big  way  in 
the  U.S.,  there  is  nev/  international  evidence,  from  Kenya  to 
Israel  to  the  United  Kingdom,  that  student  incentives  can  dra- 
matically improve  learnmg  and  reduce  dropout  rates.  Together 
with  my  coauthors  (Michael  Kremer  and  Rebecca  Thornton  of 
Harvard  Univer;.;tv)  I  have  examined  a  social  experiment  in 
Kenya  that  provid';d  awards  for  teenage  girls  who  performed 
well  on  their  school  exams.  We  found  that  having  girls  compete 
for  the  "scholar jhips  '--which  were  awarded  to  the  top  20%  of 
girls  in  two  rural  distncts  in  western  Kenya— led  to  large  gains 


"For  many  adolescents  the  promise  of  a  better 
job  is  not  enough  to  motivate  them  to  study 
today — hut  a  $100  award  might  do  the  trick." 


income  is  only  $350.  It  also  paid  the  winning  girls'  school  fee 
for  the  next  two  years  and  publicly  recognized  the  scholarship 
winners. 

Popular  theories  in  psychology  and  education  predict  tha' 
incentive  awards  targeted  to  high-achieving  girls  will  demoraliz* 
low-achieving  girls  in  the  scholarship  schools,  as  well  as  demor 

alize  boys  (who  were  not  eligible 
for  the  award).  But  in  fact  we  fint 
exactly  the  opposite:  There  were 
large  test  score  gains  for  girls  at  a], 
levels  of  initial  academic  perfon 
mance — even  for  the  worst  stu 
dents — as  well  as  some  moderate 
gains  for  boys. 

These  improvements  appea 
to  be  the  result  of  factors  such  a 
an  improved  classroom  stud\ 
environment,  more  student  effori 
on  homework  and  greater  teachi 
er  motivation;  teacher  abseni 
teeism  fell  by  more  than  a  fourth 
in  the  program  schools. 

Two  new  studies  from  Israe 
and  the  United  Kingdom  fini 
similar  results  from  studen 
incentive  programs.  An  incentivi 
program  in  poor  Israeli  higi 
schools — providing  cash  award, 
to  adolescents  who  pass  thei: 
national  high  school  exams — als( 
led  to  large  improvements  in  test  scores,  according  to  Joshui 
Angrist  of  MIT  and  Victor  Lavy  of  Hebrew  University.  And  a  pre 
liminary  report  by  researchers  at  University  College  Londoi 
suggests  that  a  related  high  school  program  in  the  U.K.  has  als< 
significandy  boosted  school  completion  rates  there. 

Student  incentive  programs  hold  great  promise  for  higl 
schools  in  U.S.  cities.  Rewarding  high-achieving  students  couI( 
lead  some  parents  to  be  more  supportive  of  their  children* 
studies,  might  make  the  good  students'  peers  less  contemptuou 
of  academic  achievement — and  might  even  start  to  break  dovn 
the  culture  of  failure  found  in  too  many  schools. 

Doubtless  some  teachers  will  raise  the  objection  that  c 


m  lest  scores  acr.  ■  •■  ,-'i  ■  .'•  'cnic  subjects.  rewards  will  make  the  noble  business  of  learning  too  venal.  Bj 

The  award  in  'ed  of  a  cash  payment  to  the  girl  those  objections  shouldn't  stop  us  from  experimenting.  The  e 

and  her  family,  the  e<iar/aj.'ri  of  $'?  for  each  of  the  next  two  dence  is  too  powerftil  that  immediate  gratification  works  will 

years— a  substantia;  <('•   •         -  a  j-.o. ion  where  per  capita  young  people.  t 
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IF  WE  CUM'T 

AFFORD  iHE 

SOLUTIOhi. 
THFM  IT'S  IVHT 

II  SOLUTION. 


It  \ou  are  a  grow ing  enterprise,  )our  need  tor  new  sottware  always  exceeds  your  budget.  Or  does  it? 
SAP  lias  a  range  of  solutions  to  fit  an\  size  business  and  an)  budget.  Solutions  that  can  be  up  and 
running  c]uickly  —  even  in  a  matter  of  weeks.  And  since  they're  modular  and  base'^  on  an  open 
platform,  they  can  grow  and  expand  as  you  do.  SAP  has  over  30  years  of  experience  hcip,  .g  Lousinesses 
ot  all  sizes  solve  business  issues.  Affordably. 

THE  BEST-RURi  BySINESSES  RUN  SAP 


FOR  AN  OPPORTUNITY  TO  WIN  UN  ALL- EXPENSE- PAin  TRIP  TO  A  BUSINESS  MANAOEmENT 
SEMINAR,  LOG  ON  TO  SAPXOM/USA/AFFORDABLE  OR  CALL  833  592  1727 

92003  SAP  AG.  SAP  and  the  SAP  logo  are  trademarks  and  registered  trademarks  of  SAP  AG  in  Germany  and  several  other  countries.  Project  timeline  subject  to  specific  project  scope  and  other  factors. 
Contact  the  above  website  for  further  details.  Covered  expenses  limited  solely  to  ^eFrnriiir  rftaistrstlon  fee.  airfare  and  acmffimodatinn^  ?s  specified  by  SAP  Offering  subject  to  additional  terms  and 
conditions,  and  subject  to  change  or  end  without  notice. 
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Thorn  Rubel 


FEDERAL  ENTERPRISE 
ARCHITECTURE 

Government  Gets  Down  to  Business 

With  the  ambitious  goal  of  transforming  the  federal  government  to  one  that  is  more  citizen-centered,  resulJ 
oriented  and  market-based,  the  Office  of  Management  and  Budget  (0MB)  is  developing  the  Fedef 
Enterprise  Architecture  (FEA).  This  framework  is  designed  to  facilitate  interagency  data  sharing,  analy^ 
and  opportunities  for  collaboration  through  a  collection  of  interrelated  "reference  models." 

Here,  two  of  the  country's  top  experts  on  government  business  strategies  assess  the  challenges  and  rewanj 
of  this  bold  new  initiative. 

Christopher  Baum  is  a  vice  president  and  research  area  direc- 
tor at  Gartner  Research,  where  he  specializes  in  e-government 
strategies. 

Thorn  Rubel  is  vice  president  of  government  strategies 
at  META  Group,  with  more  than  20  years  of  experience  in 
public  policy  formulation,  implementation  and  management. 

CB:  FEA  clearly  has  gained  some  traction,  Thom,  but  the  0MB  is 
in  the  midst  of  a  leadership  change,  so  it  remains  to  be  seen  if  it 
can  keep  the  momentum  it  has  built  over  the  last  year  and  a  half. 

TR:  The  agencies  are  moving  toward  that  framework  and  the 
standards  are  there,  though  I'm  not  sure  we've  realized  the 
potential  it  offers  at  the  interagency  federal  enterprise  level. 
We're  still  in  the  midst  of  it,  Christopher. 

It  is  not  really  "electronic  government" 

so  much  as  ''evolutionary  government." 

It's  the  way  government  evolves  to  . . . 

provide  better  services.  —  Christopher  Baum 

CB:  The  fact  that  you  now  have  to  show  compliance  with  FEA  as 
part  of  your  funding  process  for  IT  projects  certainly  doesn't  hurt 
the  drive  to  facilitate  adoption.  By  putting  these  standards  in  place 
and  tying  them  to  funding,  you  get  a  larger  degree  of  cooperation. 

TR:  Agencies  are  starting  to  realize  that  there  are  benefits 
in  doing  this  —  in  laying  out  the  architecture  and  creating 
standards  that  will  allow  decisions  with  much  broader  impact. 
It's  good  for  controlling  costs  too.  The  drive  for  FEA  needs  to 
come  from  both  the  agencies  and  the  0MB  level  so  that  it  truly 
gets  to  an  enterprise  model. 

CB:  Federal  offices  now  have  to  do  an  awful  lot  of  business- 
type  justification  for  projects,  and  those  that  do  it  well  will 
benefit  the  most,  since  a  project  with  a  high  return  rate  will  get 
funded  earlier. 

TR:  Funding  is  obviously  a  major  issue  because  it  tends  to  be 
programmatic,  more  direct  and  less  flexible.  You're  going  to  need 
to  start  making  a  ca^.-    o  the  policy  makers  and  funders  so  that 


they  understand  wh. 
across  agencies. 


I're  tr/mg  to  do  in  the  agency  and 


CB:  You  need  a  strong  governance  model,  and  you  neej 
include  all  of  your  affected  communities  —  whatever  grcl 
you're  trying  to  serve,  those  you're  tn/ing  to  support  anol 
forth.  It's  similar  to  supply  chain  management  in  the  pri 
sector.  All  those  best  practices  apply  here. 

TR:  Agreed.  A  good  governance  structure  is  going  to 
up  checkpoints  and  design  reviews.  It  will  consider  how  ti 
flexible  within  certain  limits  and  how  to  put  an  architectui, 
place  that's  fairly  dynamic. 

CB:  Once  you  have  the  governance  in  place,  on  the  IT ' 
the  main  issues  with  architecture  implementation  tend  tc; 
security  and  the  alignment  with  functional  areas.  You  also  r 
flexibility  in  architectures  that  will  allow  accurate  measurer 
of  organizational  performance  as  well  as  system  performani 

TR:  Looking  at  their  life  cycles  and  costs  and  making  them  wc 
an  enterprise  framework  is  indeed  a  tall  order.  There  are 
tremendous  challenges  in  information  sharing  across  the  bo 
aries  of  various  agencies  and  governments.  These  can  be  overc 
with  some  innovative  approaches  in  interagency  collaboration 
ownership.  States  have  been  working  on  this  for  several  years  i 
so  they  make  a  good  model  for  interagency  architecture. 

CB:  This  FEA  initiative  is  focused  on  addressing  the  "eGov,"  e 
tectures,  but  it  is  not  really  "electronic  government"  so  muc 
"evo/uf/ona/y  government."  It's  the  way  government  evolve 
come  closer  to  its  citizens  and  provide  them  with  better  servi 

We  have  to  look  at  FEA  as  a  transformatio ; 
tool  for  the  government  where  it  helps 
optimize  the  way  Washington  approaches  ; 
process  and  not  just  an  IT  method. 

—  Thorn  Rubel 

TR:  It's  what  we  refer  to  as  "transforming  the  business, "  w 
you've  got  the  appropriate  processes  in  place  that  allow  yc 
be  more  comprehensive  while  adding  economic  value  in  v 
that  you  couldn't  see  or  do  before.  We  have  to  look  at  FE, 
a  transformational  tool  for  the  government  where  it  h 
optimize  the  way  Washington  approaches  a  process  and 
just  an  IT  method. 


UNISYS 

Imagine  it.  Done. 


By  Michael  Roney 


For  the  full  debate,  go  to 
www.unisys.com/experts/cbvstr  or 
www.forbes.com/specialsections/unisys-fea.pdf 


A/hen  Quest  Diagnostics 
:hose  to  partner 
/vith  Unisys, 


hey  had  a  million  reasons. 


Here's  one. 
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Systems  Integration. 

Outsourcing. 

s 

Infrastructure. 

Server  Technology. 

Consulting. 

Imagine  it: 

Faster,  optimized  access  to  test  results, 
when  each  one  is  vital  to  doctor  and  patient  - 
through  an  IT  infrastructure  handling  over  250 
million  tests  a  year.  One  common,  unified 
help  desk  network  to  consolidate  all  mainte- 
nance and  support  for  solutions  24/7. 

Done: 

Quest  Diagnostics  chose  Unisys  as  an 
outsourcing  partner  to  standardize  and 
manage  its  desktop  services  -  across 
more  than  1 ,000  patient  service  centers 
and  laboratories  with  over  10,000  desktop 
users.  The  Unisys  team  achieved  full 
implementation  in  just  90  days,  reducing 
desktop  service  costs  by  11  %  -  to  help 
Quest  Diagnostics  deliver  on  speed, 
accuracy  and  growth. 

Infrastructure  support  with  precision  thinking, 
relentless  execution  to  drive  your  vision  forward. 

UNISYS 

Imagine  it.  Done. 

unisys.com     1 .800.874.8647  x373 

'©2003  Unisys  CorparMion.  Unisys  is  a  regislered  trademaik  of  Unisys  Corporation. 
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Tele-Trouble 


PROFIT  FROM  THE 
FALLING  DOLLAR 


GIVES  AWAY  CARS 


A 

ale 


THE 
NEXT 
TELEC 
CRASI 

LOCAL  BELLS  HAVaESGAPEO 


HELP  FOR 
AN  ACHING  BACK 
BARGAINS  IN 
PREFERRED  STOCKS 


UNTIL  NOW. 


year  ago  we  warned  that 
the  powerful  local  phone 
companies — the  only  group 
in  telecom  that  hadn't  already 
been  knocked  silly  by  changing 
technology  and  a  glut  of  compe- 
tition— were  about  to  suffer  their 
own  blow.  Since  then  the  tech 
trends  have  only  worsened:  cell 
phones  replacing  home  phones, 
cable  companies  building  tele- 
phone-capable networks,  the  rise 
of  Internet  telephony.  The  Bells 
cut  off  6  million  lines  in  the  past 
year,  a  4%  drop.  And  in  a  move 
that  amounted  to  kicking  the 
industry  while  it's  down,  federal 
regulators  renewed  rules  that  forced  the  phone  companies  to  lease 
another  4  million  lines  to  competitors  at  government-mandated 
prices. 

Result:  Shares  of  the  big  three  Bells — Verizon,  SBC  Communi- 
cations and  Bell  South — lagged  the  S&P  500  by  24  percentage  points 
over  the  past  year.  Last  quarter  the  fixed-line  telephone  group  was 
the  worst-performing  of  60  Dow  Jones  industry  groups. 

What  about  the  five-year,  $140  billion  capital  spending  spree 
that  the  Bells  said  would  counteract  the  great  line  decline?  Massive 
investments  in  long  distance,  wireless  and  DSL  did  spur  some 
growth,  just  not  enough  to  offset  the  line  losses.  Overall  revenues 
are  down  very  slightly  this  year,  and  none  of  the  new  businesses  are 
as  profitable  as  the  old. 

But  even  a  dying  business  can  be  a  fount  of  cash.  The  big  three 
have  spent  just  $14  billion  on  capital  expenditures  in  the  first  nine 
months  of  this  year,  well  below  their  historic  rate  and  a  far  cry  fi-om 
the  $25  billion  they  spent  in  the  same  period  two  years  ago.  That 
has  jacked  up  their  combined  free  cash  flow  (cash  fi-om  operations 
after  capital  expenditures)  to  $20  billion  for  the  nine  months.  Most 
of  the  money  has  gone  to  paring  down  the  companies'  consider- 
able debt  loads. 

Disconnei 


As  the  Bells  lose  lines,  their  revenues  tumble.  The  big  three 
Bells  cut  a  rota!  of  6  million  lines  in  the  last  year. 
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85  YEARS  AGO  IN  FOR 

Promoting  Pe 
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e  office  force  in  I 


culty  in  these  days  of  rush.  After  an  i 
hour's  strenuous  exercise  in  theij 
$100,000  gymnasium  given  to  the  i 
employees  by  J.  Ogden  Armour,  the  <• 
pallid,  anemic  clerk  of  former  days ' 
returns  to  his  desk  with  glowing: 
face  and  cheerful  smiles,  brimful  of  i 
new  efficiency  and  mile-a-minute  f 

energy.  In  addition,  an  electric  cabinet  bath,  hydropathy,  mas- 1 ! 

sage,  vibrotherapy,  light  rays  and  head  waves  are  adminis- ; 

tered  by  a  staff  of  experts,  and  are  among  the  remedies  pro- 1 

vided  without  cost  to  improve  vitality  of  the  office  workers. 


:ays  William  S 


40  YEARS  AGO  IN  FOR^^^QH^^^p 

Photography  for  Dummies  lys  wmiam  s  i 

Vaughn,  president  of  Eastman  Kodak  Co.:  "We  always  try  to  i 
design  a  camera  that  Aunt  Molly  can  use."  It  is  just  this  preoc- 
cupation  with  Aunt  Molly  that  lies  behind  Kodak's  latest  tech- 1 
nological  advance.  Typically  for  Kodak,  the  technological  an- 1 
swer  came  as  a  response  to  a  marketing  problem.  One  problem  i 
that  Kodak  has  long  tried  to  solve  is  the  clumsy  business  of  i 
loading  a  camera,  which  some  Aunt  Mollys  find  both  difficult  I 
and  exasperating.  In  February,  Vaughn  announced  a  pre-: 
packaged  film  in  a  plastic  cartridge  that  need  only  be  dropped  t 
into  a  new  Kodak  Instamatic  camera  without  fiddling  with  ~ 
winding  the  spool. 
A  group  of  institutional  shareholders  recently  questioiv 
Kodak's  digital  strategy,  despite  falling  profits  in  ti 
traditional  photography  business.  » 


10  YEARS  AGO  IN  FORB 
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Healthy  and  Buucai^HHpr  us  Food 

&  Drug  Administration  Commi3il^^^^!^Msler  denied  a 
woman's  right  to  choose  silicone  breast  implants  by  practi-  m 
cally  driving  them  from  the  market.  He  alleged  health  hazard. 
But  former  Surgeon  General  Everett  Koop  reportedly  startled 
the  3,000  plastic  surgeons  at  a  recent  annual  convention 
with  the  observation  that  the  FDA  investigation  (of  breast 
implants)  "smelled  to  high  heaven  ...  there  Is  more  than 
meets  the  eye."  What  didn't  meet  the  eye:  feminist  politics  i 
and  the  influence  of  Naderite  Sidney  Wolfe.  The  policy 
Kessler  imposed  on  private  practitioners— to  allow  recon-  If 
structive  implants  for  mastectomy  patients  but  not  for  cos-   . 
metic  purposes— is  obviously  irrational  in  pure  health  terms    ^ 
An  FDA  committee  recommended  in  October  that  silicone   jj 
implants  be  available  to  women  who  want  them. 
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The  new  mail  room 


NOKIA 


The  gusher  of  cash  has  also  helped 
revent  a  complete  stock  coUapse.  That's 
ne  for  the  short  term,  but  leaves  the 
lells'  future  in  grave  doubt.  If  the  invest- 
lent  binge  produced  sUghtly  declining 
jvenues,  what  will  the  investment  freeze 
;ad  to? 

— Scott  Woolley 

OVEMBER  25.  2002 

hedging  Its  Bets 

VTien  we  protlled  Cargill — still  the 
rgest  private  company  in  the  U.S.,  with 
:venues  of  S60  billion — the  Minnesota- 
ased  agricultural  mammoth  was 
ivolved  in  everything  from  soy  produc- 


xpanding  empire: 

argill  Chief  Warren  Staley. 

on  to  pet  food  and  was  a  dominant 
Liver  on  the  world's  commodities 
xchanges.  Now  the  famously  discreet 
argill  has  entered  the  secretive  world  of 
edge  funds  with  the  launch  of  Black 
jv  er  Asset  Management.  The  hedgies,  an 
utgrowth  of  Cargill's  global  capital  mar- 
et>  group,  will  have  their  initial  funds  up 
nd  running  in  the  first  half  of  2004  and 
ill  target  institutional  investors.  No 
ewcomer  to  asset  management,  Cargill 
Iready  handled  $12  billion  of  its  own 
ssets  through  the  old  global  capital  mar- 
ets  group.  It  also  has  a  futures  brokerage 
usiness  and  a  value  investment  business 
lat  manages  portfolios  of  loans,  real 
state  and  corporate  credit. 
.Black  River  is  named  after  a  river. 


FOLLOW-THROUGH 

Maybe  it  will  do  better  than  Cargill's 
Minnetonka  Fund,  named  after  a  lake. 
That  fund  was  destroyed  a  decade  ago 
when  the  mortgage  derivatives  market 
crashed.  — Emily  Lambert 

OCTOBER  14,  2002 

No  More  Synthetics 

Shortly  after  we  raised  questions  last  year 
about  tricky  accounting  at  Iron  Moun- 
tain, the  Boston-based  storage  provider 
for  paper  and  electronic  records  stopped 
using  so-called  synthetic  leases.  The  leases 
had  kept  funding  that  looked  and  tasted  a 
lot  like  debt  off  the  balance  sheet.  Iron 
Mountain  has  already  launched  a  digital - 
records  archiving  operation.  That  should 
keep  its  capital  expenditures  low,  as  it  has 
helped  eliminate  the  need  for  creative 
concoctions  like  synthetic  leases.  Shares 
have  jumped  from  $26  when  our  story 
ran  to  a  recent  $38. 

— Elizabeth  MacDonald 

DECEMBER  10.  2001 


NOKIA 


Drug  Fix 


It's  been  two  years  since  FORBES  lauded 
then-chief  Ralph  Larsen  for  shaking  up 
Johnson  &  Johnson's  drug  discovery 
efforts,  but  the  health-care  conglomerate 
still  has  no  sizzling  new  drug  to  show  for 
its  efforts.  William  Weldon,  who  took  the 
helm  in  April  2002,  is  contending  with 
one  very  familiar  problem — the  slipping 
market  share  of  its  anemia  medicine  Pro- 
crit,  the  company's  bestselling  drug. 

J&j's  stock  has  dropped  10%  since  the 
story  ran,  to  a  recent  $50,  in  part  because 
of  last  month's  Food  &  Drug  Administra- 
tion notice  that  290  patients  with  J&j's 
drug-coated  heart  stent  have  developed 
clots,  and  more  than  60  have  died.  Still, 
that's  well  below  the  complication  rate  for 
bare  metal  stents. 

Don't  write  J&J  off.  The  company  has 
at  least  70  promising  new  drugs  in  early 
trials.  Analyst  Philip  Nallbone  of  RBC 
Capital  Markets  thinks  it's  a  great  buy.  He 
expects  I&J  to  earn  $7.9  billion  this  year, 
up  20%  from  2002,  on  sales  of  $41  bil- 
lion. Its  stock  is  trading  at  a  multiple  of 
19,  compared  with  22  for  the  pharma 
industry.  — Zina  Moukheiber 
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Wal-Mart  and  other  big  retailers  say  they  shouldn't  be  IIIJIU  lUyponsible  if  the. 
hire  lUegal  immigrants  on  the  sly.  Maybe     by  Bernard  condon 


ONE  NIGHT  LAST  MONTH  FEDERAL  AGENTS 
descended  on  61  Wal-Mart  stores  in  21  states, 
hauled  away  250  illegal  immigrants  slinging  mops 
on  the  late  shift,  then  stopped  by  the  retailer's 
headquarters  to  seize  a  few  boxes  of  documents. 
The  company  says  it  thought  everyone  was 
legal,  and  that  in  any  case  responsibility  for  ensuring  that 
falls  to  the  many  cleaning  com  ractors  it  has  hired.  The  seizure 
of  the  papers  indicates  that  ihe  government  aims  to  prove 
otherwise. 

What  -v,-r  the  feds'  success  in  uncovering  embarrassing 


memos  at  the  world's  biggest  retailer,  the  case  could  very  well 
expose  the  dirty  business  of  putting  illegals  to  work  at  big 
corporations.  It  is  believed  that  1 1  million  illegal  aliens  work 
in  this  country.  They  are  not  all  sweeping  up  at  the  corner 
bodega. 

Call  it  plausible  deniability.  A  big  firm  needs  its  offices  or 
its  stores  cleaned  at  night.  Preferably  on  the  cheap.  The  con- 
tractor puts  in  a  low  bid — and  reassures  the  store  owner  that 
no  laws  will  be  violated.  The  contractor  hires  a  subcontrac- 
tor, who  makes  similar  promises.  The  subcontractor  may  hire 
yet  another  firm,  which  employs  the  workers  and  hands  out 
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he  pay.  If  the  workers  are  busted,  the  corporate  customer  at 
he  top  can  say  it  is  shocked  to  learn  that  anything  illegal  was 
oing  on. 

The  problem  for  the  workers  at  the  bottom:  Each  middle- 

lan  takes  a  cut.  "By  [working  at  stores  that  are]  creating  these 

layers  to  protect  themselves,  the  workers  are  getting 

really  screwed,"  says  a  federal  official  who  spent  years 

investigating  the  industry. 

Wal-Mart  spokesman  Thomas  Williams  says  he's 
"not  aware"  of  this  layering  strategy  at  the  chain. 
The  company  uses  more  than  100  cleaning  con- 
tractors, which  he  won't  identify.  Horizon  Na- 
tional Contract  Services  of  Red  Bank,  N.J.,  the 
nation's  biggest  store  cleaner,  did  work  for 
Wal-Mart,  according  to  a  press  release  in  Jan- 
uary when  Horizon  took  over  retail  contracts 
from  a  now-defunct  pioneer  of  layering. 
Horizon  refused  to  comment. 

Arthur  Rose  is  the  president  of  Mr.  Clean 
of  Bloomington,  Calif.  In  June  he  lost  con- 
tracts for  85  Albertsons  stores,  partly  to  an 
outfit  called  Capital  Cleaning  Contrac 
tors  of  Huntington  Station,  N.Y.  Rose 
says    Capital    turned    around    and 
offered  to  give  him  the  work 
back  as  a  subcontractor — at 
the  equivalent  of  $8.46  a  man- 
hour.  But  Rose  says  he  pays  no 
less  than  California's  mini- 
mum wage,  $6.75,  plus  $2.35 
for  taxes  and  insurance,  for  a 
total  of  $9. 1 0  an  hour.  He  says 
he  billed  at  approximately  $15 
per  man-hour  when  he  had  the 

i^^m    prime   contract.   He  turned 
■^^H    down  the  job. 
^^M  Frank  A.  Munoz  of  Kern 

Commercial,  a  cleaner  in  Bak- 
ersfield,  Calif.,  says  he  was 
offered  similar  terms  by  Capital 
to  clean  Albertsons.  "It  doesn't 
even  cover  overhead  or  supplies, 
^^  much  less  the  bare-bones  labor 
costs,"  he  says.  "There's  no  way 
can  legitimately  do  it." 

Does  Albertsons  have  an  obligation  to 
eject  bids  so  low  that  contractors  are  likely 
3  turn  to  illegals  and/or  skip  payroU  taxes? 
)r  to  hire  private  eyes  to  track  down 
.here  the  cleaners  come  fi-om?  Not  under 
resent  law.  Capital,  for  its  part,  insists  that 
usually  is  not  the  lowest  bidder  on  a  con- 
ract  and  that  it  requires  its  subcontractors 
3  use  only  legal  workers. 
.  The  practice  of  layering  took  off  in  the 


By  The  Numbers 


Number  of  cleaning  businesses' 

2002: 100,000+ 

1992:  57,649 

Number  of  janitors  and  cleaners 

2002:  2.2  million 

1992:  2.1  million 


_5%_ 


JL 


Profit  margin  of  commercial 
cleaning  industry 


(pretax  profit/sales) 


JL 


■94 


■96 


1 — r 
■98 


'Including  branches  of  single  companies. 
Sources:  Marketdata  Enterprises;  Robert 
Morris  Associates;  Bureau  of  Labor  Statistics. 


late  1990s  with  a  company  called  Building  One  in  Minneapo- 
lis, which  used  its  national  network  of  425  subcontractors  to 
win  contracts  from  big  retail  chains.  Building  One  attributed  its 
low  prices  to  economies  of  scale,  but  it  didn't  hurt  that  its  sub- 
contractors often  hired  workers  as  "independent  contractors," 
who  were  thus  responsible  for  paying  their  own  taxes  and 
insurance.  Which  they  often  never  did  because  many  didn't 
have  a  right  to  work  here,  according  to  seven  rival  contractors. 
Building  One  lost  some  work  after  a  class  action  was  filed  by 
disgruntled  workers  against  it  in  California,  where  it  seems  to 
have  made  the  most  inroads.  But  by  then  the  race  to  the  bottom 
was  well  under  way. 

Building  One  was  eventually  sold  to  a  Houston  firm 

named  Encompass  Services,  which  filed  for  Chapter 

1 1  last  year.  Soon  after,  Horizon — the  Wal-Mart 

contractor — bought  much  of  Encompass'  business. 

The  head  of  Horizon,  Michael  Sullivan,  was  once  a 

president  of  Encompass  in  charge  of  commercial 

cleaning. 

The  savings  proffered  by  some  contractors  is  not 
insubstantial.  The  supermarket  chain  Stater  Bros,  says 
it  was  offered  a  25%  cut  in  its  cleaning  bill  four  months 
ago  but  rejected  the  deal  when  it  discovered  the  con- 
tractor wouldn't  be  employing  workers  directly.  Says 
Jack  H.  Brown,  chief  executive  of  the  157-store  chain:  "If 

you  contract  with  a  firm  that  subcontracts, 

you  lose  control." 

But  Stater  is  more  the  exception  than 
the  rule.  Many  good  contractors  are  so 
frustrated  they  got  out  of  the  business. 
After  insurance  rates  shot  up  three  years 
ago  Richard  Dotts  of  Diversified  Mainte- 
nance Services  in  South  Pasadena,  Calif., 
decided  to  stop  cleaning  retail  chains.  He 
says  the  chains — Vons,  now  owned  by 
Safeway,  and  Lucky,  owned  by  Albert- 
sons — not  only  refused  to  budge  on  price 
but  actually  were  pressing  him  for  a  steep 
cut.  "The  chains  are  the  enablers,"  he  says. 
Albertsons  says  it  requires  workers  to  be 
legal  and  often  doesn't  pick  the  lowest- 
price  contractor  anyway. 

Whatever  happens  in  the  Wal-Mart 
case,  the  abuse  of  workers  will  continue 
until  imm.igration  law  recognizes  that 
cleaners  need  labor  from  abroad  and 
makes  the  hiring  of  them  legal. 

"I've  got  documentation  for  my  work- 
ers, but  now  [U.S.  Immigration  &  Cus- 
toms Enforcement]  says  their  Social  Secu- 
rity numbers  don't  match,  and  I  have  to 
fire  them,"  fumes  the  chief  of  a  big  South- 
east cleaning  contractor.  "There  are  no 
other  workers  available.  The  situation  is 
ludicrous."  F 
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T  You  Should  Be  Mad 

Crooked  day  trading  by  mutual  fund  managers  and  favored  clients  is  getting  all  the 
press  attention.  But  in  the  grand  scheme  of  things,  it's  peanuts.  The  big  item  costing 
retail  investors  is  fees.  But  annual  expenses  don't  garner  72-point  headlines. 

Currently  4,200  funds,  or  62%  of  the  total,  charge  fees  known  as 
I2b-ls,  according  to  Lipper.  The  marketing  fee  was  grudgingly  permitted 
by  the  Securities  &  Exchange  Commission  in  1980  on  the  theory  that 
drawing  in  new  clients  would  benefit  old  ones  by  bringing  economies  of 
scale  to  a  fund.  The  idea  was  that  with  more  assets  over  which  to  spread 
stock  picking  and  overhead  costs,  the  expense  ratio  would  go  down. 

Just  the  reverse  has  happened.  In  the  two  decades  through  2001  the 
average  annual  expense  burden  on  investors  in  U.S.  stock  funds  has 
climbed  from  $1.14  per  $100  of  assets  to  $1.38.  This  upward  creep  is  due  in 
no  small  way  to  I2b-I  fees  themselves,  since  they  tend  to  stick  around  even 
after  a  fund  achieves  gargantuan  size. 

Now  here's  a  dirty  secret:  The  smart  money  doesn't  pay  I2b-ls;  2,700  of  the 
funds  that  charge  I2b-ls  have  a  share  class  exempt  from  the  fee  (see  table).  Often 
termed  class  "Y"  or  "I"  (for  institutional),  many  of  these  low-cost  shares  are  avail- 
able only  to  those  with  $1  million  or  more  to  invest.  You'd  do  better  sticking  with  low- 
cost  funds  that  don't  charge  I2b-I  fees.  -Ne;7  Weinberg 
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Fee  Heavy 


Individual        Institutional 
Assets  investor  investor 


Fund                                          ($bil)          expenses' 

expenses 

American  Century  Ultra               $2 

1           1.99% 

0.79% 

Evergreen  Money  Market              1 

9            1.59 

0.61 

JP  Morgan  Prime  Money  Market     4 

9  :^'          1.23 

0.19 

Pimco  Total  Return                    7 

4            1.65 

0.43 

Putnam  International  Equity          1 

2    ':       1.97 

0.97 

Institutional 
Institutional        savings 
discount      per  $100,000 


60%         $1,200 


'Maximum  including  I2b-I.  ^Exempt  from  I2b-I.  Sources:  Fotbes:  Upper. 

Fee  Lite 
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Total 
investor 
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average 
expenses 


Son  of  Grubman 

A  raft  of  firms  have  popped  up 
to  do  "independent"  research. 
Are  they  any  better  than  the 
analysts  they  want  to  replace? 

BY  EMILY  LAMBERT 


TO  HEAR  ANALYST  JUSTIN  CANIVET 
tell  it,  Retractable  Technologies  is  a 
great  buy,  with  excellent  prospects  .• 
in  the  syringe  market  after  a  recent 
lawsuit  settlement.  It  failed  to  meet  his 
sales  expectations  last  quarter,  but  he  pre- 
dicts the  stock  price  wUl  rise  50%. 

The  hitch:  Retractable  pays  Canivet's 
employer,  Investrend,  $2,150  a  month  for 
analyst  coverage.  That's  what  passes  for  t 
independence  these  days  on  Wall  Street 
where  a  reform  plan  aims  to ! 
end  the  scandalous  relationship 
between  research  analysts  and 
the  investment  banking  clients 
of  the  firms  that  employ  them. 
The  reform — engineered  by 
New  York  State  Attorney  Gen- 
eral EHot  Spitzer  and  approved 
by  a  federal  judge  on  Oct.  31 — 
requires  ten  big  firms  to  collec- 
tively spend  $450  million  on 
supposedly  independent  research  in  the 
next  five  years. 

Incredibly,  "fee-based"  research  firms 
Uke  Investrend  hope  to  qualify  as  indepen- 
dent under  the  Spitzer  plan,  and  some  of 
them  now  are  lobbying  to  grab  a  share  of 
the  Wall  Street  windfall.  Fee-based  research 
is  popping  up  everywhere.  Spelman 
Research  rates  New  Frontier  Media  a 
"buy" — and  in  small  print  reveals  that  the 
porn  peddler  paid  $17,500  for  coverage. 
ManageSource  Research  has  a  "speculative 
buy"  on  HydroFlo,  a  waste-water  treatment 
company,  but  the  report  was  paid  for  by  an 
"unaffiliated  third  party"  using  15,000 
shares  of  HydroFlo  stock. 

Researchstock.com  is  up  front  about 
the  fact  that  bicycle  maker  Huffy  pays  it 
$30,000  for  coverage;  it  said  Huffy  was  a 
good  buy  in  March,  but  now  that  sales 
have  fallen,  it  abstains  from  making  a 
recommendation. 


"For  [fee-based  analysts]  to  say  they're 
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Schwab 
Equity  Ratings 
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Analysts' 
Recommendations* , 


We  believe  that  knowing  what  to  sell  is  as  important 
as  knowing  what  to  buy.  Schwab  Equity  Ratings  is 
designed  with  this  in  mind. 


Call  today  and  let  Schwab  help  you  determine 
which  stocks  to  buy  and  sell. 

Deciding  what  to  sell  in  the  market  is  just  as  important  to  a 
strong  portfolio  as  knowing  what  to  buy.  We  believe  this  is 
a  key  step  to  meeting  your  investment  goals.  Schwab  Equity 
Ratings™  can  help  you  determine  which  stocks  to  buy  and  sell. 
We  evaluate  the  stocks  of  over  3,000  U.S.  -headquartered 
companies  —  more  than  any  other  major  brokerage  firm. 
And  because  approximately  30  percent  of  our  ratings 
are  a  sell,  you  get  practical  help  in  deciding  what  to  sell. 
Give  us  a  call  to  get  your  free  ratings  or  talk  to  a  Schwab 
Investment  Consultant  about  how  we  can  help  you. 
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FOR  YOUR  THREE  FREE  RATINGS  OR  TO  SCHEDULE  AN  APPOINTMENT, 

CALL  1-800-539-9029. 

Visit  www.schwab.com  or  an  Investor  Center  near  you. 


charles  SCHWAB 


Generally,  Schwab  Equity  Ratings  may  only  be  available  to  certain  account  holders.  Access  to  Schwab  Equity  Ratings  may  be 
contingent  on  the  payment  of  a  service  fee  or  the  amount  of  assets  you  hold  in  your  Schwab  accounts.  Schwab  Equity  Ratings 
are  generally  updated  weekly,  so  you  should  review  and  consider  any  recent  market  or  company  news  before  investing.  Schwab 
Equity  Ratings  and  the  general  guidance  do  not  represent  a  personalized  recommendation  of  a  particular  stock  or  stocks  to  you; 
they  do  not  take  into  account  your  individual  circumstances,  financial  situation  or  needs.  Stocks  can  be  volatile  and  entail  risk, 
and  individual  stocks  may  not  be  suitable  for  you.  'Thomson/First  Call  data  on  analyst  buy,  hold  and  sell  recommendations  for 
companies  with  U.S.  ticker  symbols.  ©2003  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (1 003-1 31 55).  ADS2621 2FUL 
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independent  is  just  nonsense,"  says  Louis 
Thompson,  president  of  the  National 
Investor  Relations  Institute.  Benjamin 
Zacks,  president  of  Zacks  Investment 
Research,  v/hich  tracks  Wall  Street  stock 
ratings,  adds:  "I've  never  read  a  negative 
comment  in  my  life  from  these  'research' 
reports." 

Investrend,  formed  in  1996  and  now 
trying  to  get  on  the  shortlist  for  Wall 
Street  giants  forced  to  buy  outside 
research,  has  not  issued  a  sell  rating  in 
years,  if  ever.  Chief  Executive  Gayle  Assery 
asserts  that  companies  generally  are  in 
good  shape  if  they  are  willing  to  submit  to 
an  analyst's  scrutiny. 

Assery  also  says  the  Retractable  ana- 
lyst, Canivet,  came  under  no  pressure  to 
write  a  positive  report.  "Since  we  pay  the 
analysts  in  advance  of  their  issuances,  they 
have  no  financial  interests  whatsoever,"  he 
insists.  A  few  clients  have  quit  after  getting 
neutral  ratings.  "Every  time  we  lose  an 
enrollee — I  never  call  them  clients — I 
think  we  gain  some  more  credibility  that 
wiU  give  us  ten  more,"  says  Assery. 

Credibility?  Investrend  buries  its  dis- 
closures under  heavy  editorializing.  An 
Oct.  16  report  on  MIV  Therapeutic  says 
MIV  paid  $16,500  for  coverage  "solely  to 
insure  independence."  Canivet's  report 
says  the  fees  pay  for  Investrend's 
"unique  independent-research  pro- 
gram." Assery  says,  "I  see  nothing  wrong 
with  describing  our  program  and  its 
positive  characteristics." 

Spitzer's  office  says  fee-based  research 
violates  the  "spirit"  of  the  Wall  Street  settle- 
ment and  expects  that  company-sponsored 
research  won't  be  considered  independent. 

Investrend  prefers  payment  in  cash, 
although  it  has  accepted  and  immedi- 
ately sold  stock.  Waterville  Investment 
Research,  founded  in  October  2002,  gets 
further  into  bed  with  the  subjects  of  its 
reports.  It  asks  companies  for  $25,000  in 
restricted  stock.  Ncsv  jersey-based 
Research  Works  similarly  asks  for 
restricted  stock.  Neither  of  these  outtlts 
is  applying  for  the  Spitzer  money. 

Research  Works'  William  Ritger  says 
his  only  goal  is  to  find  small-cap  oppor- 
tunities. "You'll  see  us  on  the  cover  of 
FORBES  two  years  a.irn  now."  Don't  bet 
on  it.  F 
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DEFINE  "PUBLIC 


jj 


Too  many  industry  insiders.  Not  enough  of  a  say  for  small  investors.  And 
"public"  directors  with  close  ties  to  the  exchange.  Those  are  among  the 
scathing  criticisms  forcing  the  New-York  Stock  Exchange  to  blow  up  its  board 
and  start  over.  That's  nice,  except  there  are  eight  other  stock  exchanges  in  the 
nation,  plus  the  Nasdaq  market.  Light  on  public  (a.k.a.  nonindustry)  directors, 
their  boardrooms  don't  look  very  different.         —Neil  Weinberg  and  Allison  FasJ 
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^H                    Nasdaq                   ^h 

'                     20  Directors 

9  Exchange  &  Industry  Reps 
II  Public  Reps 

Of  public  directors,  five  represent 
Nasdaq-listed  companies,  like  Starbucks. 
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American  Stock  Exchange 


18  Directors 

9  Exchange  &  Industry  Reps 
9  Public  Reps 

Two  public  directors  run  Amex-listed  firms, 
and  one  runs  an  NYSE-listed  firm. 


Boston  Stock  Exchange 


20  Directors 

12  Exchange  &  Industry  Reps 
8  Public  Reps 

Public  reps  include  an  executive  from 
Boston-traded  firm  Verizon. 


Cincinnati  Stock  Exchange 


13  Directors 

10  Exchange  &  Industry  Reps 
3  Public  Reps 

Short  of  public  reps,  the  exchange  is 
considering  plans  to  add  more. 


Chicago  Stock  Exchange 


24JDirectors 

12  Exchange  &  Industry  Reps 
12  Public  Reps 

Chairman  is  counted  as  public; 

another  public  director  works  at 

Chicago-traded  Boeing. 


Nothing's  going  to  stop  us  now 


>  Low  Taxes  >  World's  Freest  Economy  >  Free  Flow  of  Information  >  World-class  Infrastructure  >  Gateway  to  China 
Unrivalled  Location  >  Rule  of  Law   >  Level  Playing  Field    >  Open  Government  >  International  Lifestyle  >  Skilled  Workforce 


a's  world  city 


HONCB 
KONG 


Looking  to  establish  your  business  in  Asia?  Use  our  checklist  of 
Hong  Kong  advantages  to  compare  us  with  any  other  location. 
None  match  up.  And  now  we've  signed  a  Closer  Economic 
Partnership  Arrangement  with  Mainland  China.  It  brings  zero 
tariffs  on  Hong  Kong  exports  to  the  world's  largest  marketplace, 
and  many  other  benefits. 

Our  dedicated  team  of  advisors  have  all  the  details  to  help  you  make 
an  informed  decision  -  at  absolutely  no  cost.  Or  visit  our  website: 


www.lnvestHK.gov.hk 
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Altitude 
Adjustment 

Run  faster!  Lose  weight! 
All  with  one  simple  product! 

BY  VICTORIA  MURPHY 


,iWJ*!* 


FORGET  STEROIDS  AND  OTHER 
legal  and  illegal  ways  to  improve 
your  endurance.  Try  sleeping  in  a 
tent  where  the  oxygen  has  been 
thinned  out.  Boulder-based  Colorado 
Altitude  Training  (CAT)  claims  that 
spending  ten  hours  a  day  in  one  of  its 
tents,  which  simulate  high  altitudes,  can 
boost  an  athlete's  speed  and  endurance 
by  up  to  8%  within  weeks.  The  company 
says  top  athletes  such  as  Tour  de  France 
winner  Lance  Armstrong  and  Ironman 


Beats  going  to  the  gym 
every  day:  the  miracle  tent. 


champ  Peter  Reid  are  devotees. 

Yes,  there  is  science  to  it.  Air  is  less 
dense  at  high  altitudes,  and  the  body 
adapts  to  those  elevations  by  producing 
more  of  the  precious  red  blood  cells  that 
fuel  muscles  with  oxygen.  Want  to  pre- 
tend you're  at  15,000  feet  above  sea  level? 
Set  the  tent's  gauge  to  12.2%  oxygen.  Sea 
level  is  21%  oxygen. 

Last  year  CAT  sold  $1.5  million  worth  at 


roughly  $6,000  per  tent.  That  might  pa 
next  to  a  really  fat  potential  market:  pec 
pie  trying  to  lose  weight.  Chief  ExecutiA 
Larry  M.  Kutt,  who  wants  to  raise  $1 
million  next  year,  says  two  dozen  alt 
tude-tent  dwellers  have  droppe 
pounds.  It's  not  totally  clear  wh 
(Could  there  possibly  be  a  connectic 
to  the  nausea  and  vomiting  often  set 
in  altitude  sickness?)  Kutt  is  having  obesi 
experts  look  into  the  matter.  He's  also 
talks  with  the  Food  &  Drug  Administratio 
to  get  approval  to  promote  any  findings, 
it  works,  he's  got  the  fit  and  fat  marke 
covered  with  one  device. 

Of  course,  the  FDA  might  have  som( 
thing  to  say  about  safety.  An  alarm  ar 
flashing  lights  signal  when  the  oxygt 
level  drops  too  low  and  vents  let  air  i ; 
But  if  it  gets  below  7%  the  custom 
would  be  in  for  a  permanent  snooze. 
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mfw^^  couRs 

Kore^n-Anjericaris  are|uying  U.S.  golf  courses- 
swear  they'|;^{)ettert|an  the  Japanese  I  BY  SUSAN  K|TCHE# 


It  was  just  over  a  decaue  isgo  that 
Japanese  investors  vi^iti-  rrsoney  to  biirn 
snappedupAmeric  n  > 
soinetinuis  ridiculously  n  ..nn. 

Most  notable:  Minoru  Ist!,      ,.    j  a 
reported  $1  billion  for  California's  Pebble 
Beach.  That  course  has  •^i!^ce  changed 
hands  a  few    -  -  nndth       -:   x 
Japanesi3i'  "c  ••;rrd 


the  American  golf  course  scene,  taking 
big  losses  along  the  way. 

Now  Koreans  are  teeing  up,  often  with 
financing  help  from  Korean-owned 
banks.  During  the  past  two  years 
Korean-Americans  have  been  scooping 
up  golf  and  resort  properties  in  the 
southern  California  area.  La  Habra's 
Westridge  course  sold  for  $14.8  million 


Avoiding  roughs:  Steven  Koh  at  Oak  Quarryj 

last  year,  the  first  large  purchase  by  a 
Korean-American  group.  Another 
Korean-American  consortium  is  eyeing , 
the  prestigious  California  Country  Club  i 
Whittier  and  one  other  course  for 
upwards  of  $20  million. 

Korean-American  entrepreneur  Stevi 
Koh  earlier  this  year  plunked  down 
$6.5  million  for  Escondido's  Castle  Cree 
Country  Club— once  owned  by  a 
Japanese  group— and  then  shelled  out 
another  $12.5  million  for  Oak  Quarry  Go 
Club  in  Riverside,  set  amid  views  of  an 
abandoned  marble-and-limestone 
quarry.  It  was  built  for  about  $16  million 
nearly  four  years  ago.  Boasts  Koh,  "I'd 
say  it  was  a  very  good  buy." 

Indeed  Koh  and  others  are  trying  to 
avoid  the  Japanese  sand  trap  of  buying 
for  bragging  rights  only.  "They  want  a 
return  on  their  investment,"  says  Jeffre 
Woolson,  managing  director  of  golf  and 
resort  properties  at  C.B.  Richard  Ellis  ir 
San  Diego. 

Shrugging  off  the  current  golf  slump 
Koh  says  baby  boomers,  who  will  start 
retiring  in  2008,  "have  made  the  most 
money  of  any  generation  since  World 
War  II.  We  will  see  a  lot  of  people  on  the 
golf  courses  after  then." 
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WORKERS  COMP 


How  well  does  your 
insurance  company 
get  to  know  your  fleet? 


A  hands-on  insurance  company  is  bound  to  get  its  hands  dirty. 
But  we  wouldn't  have  it  any  other  way  At  Liberty  IVIutual  we  get 
to  know  your  fleet  operations  firsthand.  We  get  out  there  and 
kick  the  proverbial  tires,  speak  with  your  drivers,  and  ask  the 
questions  that  allow  us  to  see  beyond  just  the  facts  on  paper. 
All  of  this  helps  our  underwriters  pinpoint  your  potential  risks, 
suggest  safety  program  improvements,  and  recommend  coverage 
at  a  price  that's  appropriate  for  you.  A  coinpany  as  unique  as  yours 
deserves  a  unique  approach  to  insurance.  Where  white  collars 
aren't  always  quite  so  white. 


For  more  Information  go  to  www.libertymiJ.ual. com/business 
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Mad  TV 


How  to  waste  $100  billion,  hobble  the  tech  industry  and  make  consumers 
buy  things  they  don't  want  |  by  scott.woolley 

DOES  ANYBODY  WATCH  UHF  TELEVISION?  IT'S  KNOWN 
more  for  its  snow  than  its  content.  Today  88%  of  homes 
have  satellite  or  cable;  antennas  are  anachronisms.  Even 
the  other  12%  generally  stick  to  VHP,  channels  2  to  13. 
Yet  UHF  squats  on  immensely  valuable  broadcast  spectrum. 
Auctioned  off  for  better  uses,  like  cell  phone  calls,  high-speed 
wireless  links  or  the  next  Wi-Fi,  the  UHF  band 
might  be  worth  $  1 00  billion. 


cable  and  satellite  subscribers  to  foot  the  bUl  for  an  unnecessai 
feature.  Tough,  a  three-judge  panel  said  last  month,  citing  an  FC 
report  that  claimed  a  digital  tuner  may  be  the  only  access  a  cab 
or  satellite  household  has  to  many  digital  broadcast  services. 

Yet,  a  dearth  of  channels,  digital  or  otherwise,  is  clearly  n( 

America's  biggest  problem.  In  the  same  month  as  the  court  ru 

ing,  Cablevision  launched  a  new  satellite  service  wit 

"":T.'..  21    HDTV  channels,  Co 


Both  VHF  and  UHF  air- 
waves were  supposed  to  be 
returned  to  the  public  in 
2006,  a  deadline  Congress 
set  six  years  ago  when  it 
gave  existing  TV  stations 
some  new  slices  of  spec- 
trum for  use  in  digital 
broadcasts.  But  a  massive 
loophole  slipped  into  the 
bill.  Unless  91  million 
American  homes  could  re- 
ceive the  new  over-the-air 
digital  programming,  the 
broadcasters  could  keep 
using  the  analog  spectrum 
indefinitely.  Today,  two 
years  from  the  ostensible 
deadline,  the  number  of 
digitally  equipped  over-the- 
air  receivers  stands  at 
around  1  million. 

The  uptake  has  been 
slow  for  one  very  good  rea- 
son: The  satellite  and  cable 
TV  homes  that  dominate 
the  market  don't  need 
a  tuner  for  over-the-air 
signals.  They  can  get  a 
growing  number  of  digital  signals— including  high-definition 
programs — through  a  cable  or  satellite  box. 

Undeterred,  the  Federal  Communications  Commission  de- 
cided to  use  force.  It  deciced  that  all  new  TVs  must  include  a 
tuner  that  can  receive  over-the-air  digital  signals,  a  rule  that  will 
he  phased  in  beginning  next  year.  That  will  add  at  least  $50  apiece, 
ii  SI. 5  billion  a  year,  to  the  cosi  of  TV  sets.  Yet  even  with  the 
i!Ki:;date  the  magic  85%  goal  may  .siill  not  be  reached  by  the  end 
of  (lie  decade. 

■st  month  the  U.S.  Court  of  Ap.  als  approved  tlie  TV  digi- 
ta.  ;!  „late,  assuring  that  it  will  go  intc  effect  next  year.  The  court 
rejetkd  i  \  makers'  argument  that  the  FCC  was  unfairly  forcing 


You'll  Buy  It,  and  You'll  Like  It 

Most  homes  have  cable  or  satellite, 

and  little  use  for  a  $50  tuner  to  receive 

digital  signals  via  antenna.  The  FCC  will 

force  them  to  buy  it  anyway. 

07  million  Total  TV  households. 

JO/nl  Cable  and  satellite  homes. 

Xtm/'Q  Antenna-only  homes. 

$X.5  billion  Annual  cost 
of  new  tuners. 

.■3  billion  Potential  waste. 

'Amount  spent  by  cable  and  satellite  homes. 
Sources:  Nielsen  Media  Research:  NCTA;  FCC. 


Communications  launche 
high-definition  digital  sei 
vice  in  nine  cities  an 
Scientific- Atlanta  unveQe! 
new  gear  that  will  soon 
cable  companies  carry  eve 
more  digital  shows. 

So  while  the  real  digiti 

television  transition  rushc 

ahead,  in  the  law's  eyes  th 

transition  is  frozen,  an 

therefore  the  airwaves  mu 

be  frozen,  too.  "The  reasor 

ing  is  completely  wacky 

says  Thomas  Hazlett,  a  foi 

mer  FCC  chief  economis 

"There  is  no  rational  conne< 

tion  between  the  rules  an 

the  benefit  [of  freeing  th 

spectrum]." 

Here's  a  solution:  Simp! 
begin  shutting  off  transmi; 
sion  of  UHF  channels  in  200i 
u^J  m  Broadcasters  who  own  licenst 
)^l  to  these  channels  would  ha^ 
little  ground  for  complain 
since  the  deadline  has  been  i 
place  since  1997  and,  in  any  even 
they  still  get  to  keep  the  newly  awarde 
space  for  their  digital  signals.  It  would  be  hard  to  find  consume 
damaged  by  the  demise  of  analog  UHF  stations,  says  Hazlet 
because  almost  nobody  tunes  in  to  those  stations  over  the  ai 
(This  summer  the  city  of  Berlin,  Germany  simply  cut  off  a 
analog  signals  cold  turkey.)  The  federal  government  could  eith( 
auction  the  liberated  fi-equencies  or  just  open  them  to  publ 
use,  Wi-Fi  style. 

A  bill,  backed  by  the  Bush  Administration,  would  charj 
broadcasters  who  kept  using  analog  airwaves,  giving  them  ir 
centive  to  clear  ofi".  But  it  is  stalled  in  committee.  Washington, 
seems,  prefers  to  give  away  a  valuable  public  asset  for  fi-ee  an 
stick  consumers  with  a  bill  for  something  they  don^t  want. 
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BATTERS  UP 

The  sports  trading  card  industry 
desperately  needs  a  hit.  Sales, 
$400  million  or  so  this  year,  are  less 
than  half  of  what  they  were  a  decade 
ago.  How  to  halt  the  slide?  Cardmaker 
Topps  tried  Web-based  products,  but 
those  are  flopping,  too.  So  now  the  com- 
pany is  betting  on  2-inch-tall  action  fig- 
ures representing  at  least  150  of  Major 
League  Baseball's  best.  "SportsClix"  can 
be  played  in  fantasy  games  on  a  plastic 
board  or  swapped  like  cards,  each  figure 
having  one  of  six  degrees  of  rarity. 

The  little  guys  are  a  big  investment  for 
Topps.  Last  summer  it  paid  $30  million,  a 
quarter  of  its  cash,  for  a  company  called 
WizKids,  which  is  designing  the  figures. 
WizKids  had  been  making  playable, 
collectible  figures  for  three  years  for  the 
Dungeons  and  Dragons  crowd,  and 
some  MechWarrior  pieces  sell  on  Ebay 
for  $90  or  more. 

Topps'  fiscal  2002  sales  of  $300  mil- 
lion (39%  from  cards)  have  barely 
budged  in  the  last  decade,  while  its  $28 
million  income  is  nearly  the  same  as 
1994.  Topps  stays  afloat  on  its  slowly 
growing  confectionery  business- 
Bazooka  Bubble  Gum  and  Ring  Pops. 
More  trouble:  The  company  is  being 
investigated  in  Europe  tor  trade 
practices  and  could  face  a  fine. 

Topps  Vice  President  Scoif  Silverstein 
says  the  family-run  company  is  not  givinps 
up  on  its  cards.  After  all,  you  l  n't  get 
autographs  on  plastic  figurines,  nor  can 
you  put  them  in  bicycle-wheel  Sfiokes,  it 
kids  do  that  anymore.      —Emily  Latvuen 
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How  Far  Will  Putin  Go? 

LAST  MONTH'S  ARREST  OF  OIL  TYCOON  MIKHAIL  KHODORKOVSKY  O 
charges  of  fraud,  theft  and  tax  evasion  has  Russian  businessmen  biting  the 
ftngernaUs.  Russian  President  Vladimir  Putin  insists  there  are  no  plans  *J 
reverse  the  results  of  Yeltsin-era  privatization.  But  that  doesn't  mean  he  can 
go  after  the  oligarchs,  especially  the  ones  who  participated  in  the  notoriori 
loans-for-shares  auctions  of  1995-97,  in  which  the  well-connected  got  rich  stakes  i 
oU  and  metals  companies  for  a  song.  Khodorkovsky  and  his  partners  bought  78%  < 
oil  giant  Yukos  for  $309  million.  Several  months  later  Yukos  was  trading  on  the  stoc 
market  with  a  capitalization  of  $6  billion.  Less  vulnerable  to  prosecutors  are  compi 
nies  that  boast  a  significant  government  equity  stake  or  that  were  built  from  scratc 
Here's  a  ranking  of  prosecutorial  risk.  —  Paul  BClebnih 

Sibneft  (on) 

Value  at  auction':  $196  million 

Stock  market  capitalization  today:  $10.9  billion 

Sibneft  is  merging  with  Yukos.  Former  owner  Boris  Berezovsky  has  fled  to  London; 

his  partner,  Roman  Abramovich,  seems  to  be  thinking  about  doing  the  same. 

Risk  of  prosecution:  HIGH 

Lukoli  (oil) 

Value  at  auction':  $700  million 

Market  cap  today:  $17.7  billion 

Only  5%  of  Lukoil  was  put  up  at  the  loans-for-shares  auctions.  Lukoil  boss, 

Vagit  Alekperov,  stays  out  of  politics. 

Risk  of  prosecution:  LOW 

Norilsk  Nickel  (metais) 

Value  at  auction':  $333  million 

Market  cap  today:  $11.5  billion 

Vladimir  Potanin  and  Mikhail  Prokhorov  bought  their  51%  Norilsk  stake  at  a  lower 

discount  than  other  loans-for-shares  winners.  They  remain  politically  loyal  to  Putin 

Risk  of  prosecution:  LOW 

UES  (electric  monopoly) 

Did  not  participate  in  loans-for-shares  auctions 

Market  cap:  $1 1.6  billion  Mikh 

UES  is  51%  state-owned,  but  it  is  run  by  loans-for-         -^-m^^^^       Khodorkovs 

shares  inventor  Anatoly  Chubais. 

Risk  of  prosecution:  LOW 


Gazprom  (natural  gas) 
Did  not  participate  in  auctions 
Market  cap:  $26.5  billion 
Gazprom  is  38%-owned  by  the  state; 
it  is  run  by  Putin  pal  Alexei  Miller 
Risk  of  prosecution:  MINIMAL 


VimpelCOm  (telecom) 

Did  not  participate  in  auctions 

Market  cap:  $3.5  billion 

Cell  phone  company  started  from  scratch. 

Risk  of  prosecution:  MINIMAL 


'The  value  at  .auction  is  the  Implicit  market  capitalization, 
price  paid  ai  llie  1995-97  loans-for-shares  auctions. 


Now  the  world's  fastest  network  color  printer 
has  a  challenger  right  on  its  tail.  The  Xerox  Phaser®  6250. 

There's  a  new  way  to  look  at  it. 


newest  color  printer  has  speed  in  its  DNA. 
why  not.  Its  sibling,  the  Xerox  Phaser®  7300 
e-format  color  printer,  is  still  a  first-place 
rd  holder  in  its  class*  with  30  ppm  color, 
lack  and  white.  But  now  it  has  a  speedy 
family  addition,  the  Phaser  6250.  It  runs. 
out  at  26  ppm  for  both  color  and  black  and 


ly^ 
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white  letter  prints  with  a  first  page  out  in  just  12 
seconds.  Either  one  of  these  color  speedsters 
eliminates  the  need  for  multiple  printers.  And 
both  can  get  you  to  your  finish  lines  in  record 
time.  To  catch  brilliant  color  in  a  flash,  check 
out  our  full  line  of  award-winning  network 
printers.  But  don't  bUnk,  or  you'll  miss  them  go  by. 


it:  xerox.com/offffice/race1950  Or  call:  1-877-362-6567  ext.  1950 

Dn  rarati  pnnt  speed  of  workgroup  printers  in  the  $1,000-5,000  estimated  retail  pnce  category. 

XEROX  CORPORATION  All  nghts  reserved.  Xerox.'The  Document  Company;*  Phaser*  and  There's  a  new  way  to  look  at  it'  are  trademarks  of  XEROX  CORPORATION 
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We  Will 
Schlock  You 

Theater  producers  are 
jumping  on  the  Mamma 
Mia!  success  formula. 
When  will  baby  boomers 
scream  "enough  already!"? 

BY  MICHAEL  FREEDMAN 

IT'S  A  TRUISM  IN  THEATER  THAT 
playwrights  can't  make  a  living, 
but  they  can  make  a  killing.  Same 
goes  for  producers  of  musicals.  It 
can  cost  a  minimum  of  $5  million 
to  put  a  production  on  stage,  and 
80%  of  them  flop  financially.  Another  10%  merely  break  even. 
Yet  London  producer  and  rock  concert  promoter  Philip  Mcln- 
tyre  may  have  seized  upon  a  formula  for  success:  Link  up  with  a 
popular  if  over-the-hiU  baby-boomer  rock  band  and  shoehorn 
that  band's  collective  works  into  story  lines. 

Mclntyre,  53,  is  riding  the  success  of  BiUy  Joel's  Movin'  Out 
and  Mamma  Mia!,  the  hit  show  based  on  the  music  of  1970s 
disco  band  Abba.  Abba  fans  loved  the  music,  even  if  the  plot  was 
thin,  and  the  show  has  grossed  $500  million  since  its  1999  debut 
in  London,  where  it  recouped  its  production  costs  in  27  weeks. 
Today  it  is  in  ten  cities,  including  New  York,  Tokyo  and  Las 
Vegas,  generating  $8  million  a  week  in  sales. 

Mclntyre  has  hooked  up  with  Robert  De  Niro's  Tribeca 
Productions  and  former  members  of  the  band  Queen  to  create 


How  to  recycle:  producer  Phil  Mclntyre,  Rod  Stewart. 


We  Will  Rock  You.  It's  a  music 
that  uses  32  songs  from  the  197( 
and  1980s  band  for  an  anticorpc 
rate  polemic  set  in  a  future  Eart 
renamed  Planet  Mall.  Could  a  hei 
known  as  Galileo  Figaro  be  the  oi! 
to  save  the  world? 

Hardly  matters.  The  show  co 
$12.5  million  to  get  on  stage,  ph 
$460,000  a  week  in  maintenanc 
Yet  despite  scathing  reviews- 
London's  Daily  Telegraph  called 
"a  pathetic,  adolescent  piec 
of  work" — Mclntyre  recouped  h 
costs  in  a  year.  Since  it  opened 
May  2002,  Mclntyre  has  sold 
million  tickets  with  gross  receipi 
of  $60  million.  There  are  plai 
to  bring  the  show  to  Japa: 
Russia  and  the  U.S.  over  the  next  three  years.  "Althoug 
the  critics  hated  it,  it  appeals  to  a  mass  market,"  Mclnty 
shrugs. 

lust  opened  in  London:  Tonight's  the  Night,  a  musical  th! 
uses  22  Rod  Stewart  songs  to  tell  the  story  of  Stu  Clutterbuci 
a  shy  fellow  who  sells  his  soul  to  the  devil  in  return  for  Stewart! 
soul.  Mclntyre  is  charging  $90  for  tickets,  compared  with  $(■ 
for  most  shows.  It  cost  him  $8.5  million  to  stage,  plus  $350,0(^ 
a  week.  He  expects  to  break  even  in  less  than  a  year. 

But  he  should  be  careful.  There  is  a  limit  to  baby  boomejj 
obsession  with  old  groups.  A  musical  based  on  the  songs 
British  band  Madness,  costing  Mclntyre  and  others  $5  millic 
to  produce,  fizzled  in  London  despite  excellent  reviews.  May! 
that  was  the  problem. 


SONY  LOVES  APPLE.  IS  THAT  A  GOOD  IDEA? 

The  music  industry  is  still  abuzz  about  the  success  of  Apple's  iTunes  service,  which  lets  users  buy  digi' 
downloads  of  songs  for  99  cents  a  pop.  One  of  the  service's  biggest  fans:  Howard  Stringer,  the  he 
of  Sony's  U.S.  arm.  His  company  is  now  readying  its  own  version,  set  to  debut  this  spring. 
;  .  V  a,  >    ;  H:-arasss»».      Lji^g  f^e  jJunes  Store,  the  Sony  service— referred  to  internally  as  "Music  Box"— is  design 

I  let  users  download  a  wide  selection  of  music  (Sony  intends  to  strike  deals  to  get  acce 

the  catalogs  of  the  four  other  major  music  labels).  And  like  iTunes,  the  service  is  design 

b  work  with  devices  made  by,  or  that  use  technology  licensed  by,  the  parent  company. 

ij'f     ~   So  why  are  Sony's  plans  more  puzzling  than  promising?  Because  Sony  is  no  Apple:  Wh 

^;-{'>  Apple  launched  iTunes,  it  had  already  been  selling  its  well-regarded  iPod  player  for  a  year  a 

,  -a  higlfThough  Sony  says  its  NetMD  line  of  players  will  work  with  its  service,  they  have  yet  to  £ 

^he  market  on  fire. 

,,.;  v^:     Moi-e  important,  while  the  Apple  service  marked  Steve  Jobs'  "first  foray  into  the  music  ret 

■ :  "  ,  btisiiiess,  Sony  has  already  tried— and  failed.  Pressplay,  the  company's  joint  venture  to  sell  digi 

W^'  :  4iiusi<;  withyfve^     Universal,  cost  the  company  an  estimated  $30  million  overayearand  a  half  a 

-;..;■   .^^ener^ted^^R^^^^^    more  than  bad  press  before  it  was  sold.  Maybe  Sony  has  learned  a  less 

:^itv^f' tWo  Since  theiT,,  -Peter  Kai 

L  bony  s  Howard  Stringer:  hungry  for  a  piece 

^  ,  of  Apple's  digital  music  pie. 
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ps  a  raw  firm  need  riot  existinside  the  legai-sizetfp'afameters  of  tradition, 
.^joe  it  lies  outside  of  convention.  Maybe  it  crosses  lines. of  formality.  Maybe  it 
^cognizes  a  need  to  overstep  the  expected.  And,  quitei'possibly,  it  realizes  that 
isniied  acts  of  tenacity  and  imagination  are  the  only  way^boundaries  get  pushed. 


Helle 


Challenqinq  the  laws  of  convention. 
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Beyond 

Talk 

Human  Genome  Sciences  has  long  promised  that 

its  gene-hunting  technology  would  lead  to  an  amazing 

cornucopia  of  new  drugs.  Now  it  must  deliver. 


BY  ROBERT  LANGRETH 


From  swagger  to  sweat: 

HGS  Chief 

William  Hasettine 

needs  a  winner  to 

prove  he's  for  real. 


'ILLIAM  A.  HASELTINE  HAS  Al- 
ways had  grand  plans  and  a  gift 
for  bold  talk.  A  decade  ago  his 
company,  Rockville,  Md. -based 
Human  Genome  Sciences,  shook  up 
the  drug  industry  with  an  exotic  new 
method  of  automated  gene-hunting 
called  genomics.  Haseltine  predicted  it 
would  soon  unleash  a  cascade  of  new 
drugs.  He  bragged  to  one  magazine  in 
1995:  "This  isn't  like  oil — there's  not  more  than 
one  gene  pool.  All  people  who  come  later  can  do 
is  repeat  what  we've  done."  A  year  later  he  told 
Vanity  Fair  that  HGS  had  produced  more  break- 
through ideas  than  all  government  and  academic 
labs,  "and  all  the  hospitals  in  the  world." 

The  seemingly  boundless  promise  of 
genomics  inspired  drugmakers  to  invest  billions 
and  spawned  waves  of  firms  plying  related 
technologies.  Cashing  in,  HGS  raised  $34  mil- 
lion in  an  initial  public  offering  in  1993,  just  17 


months  after  venture  capitalists  formed  the 
boutique.  In  early  2000  Haseltine  sold 
$525  million  in  bonds  convertible  into  stock  at 
prices  as  high  as  $109  per  share  and  then  raised 
over  $900  million  more  in  a  secondary  offering, 
at  $75  a  share,  that  November. 

Today  HGS  shares  are  mired  at  $14 — for  a 
market  cap  of  $1.8  bUlion,  a  mere  $500  million 
more  than  cash  on  hand — amid  skepticism 
about  its  approach  and  doubts  about  the  real 
payoff  of  genomics.  Across  the  drug  industry  only 
a  trickle  of  genomics  drugs  have  reached  human 
trials  so  far.  GlaxoSmithKline,  the  first  drug  titan 
to  pursue  genomics,  partnered  with  HGS  but  has 
produced  only  two  drugs  now  in  human  testing. 
An  HGS  rival,  Incyte,  has  shared  genomics  secrets 
with  most  major  drug  firms,  but  no  resulting 
drugs  have  yet  entered  early  trials. 

At  HGS  seven  gene-based  drugs  have 
entered  trials,  but  most  remain  in  the  earlier 
stages  of  the  arduous,  three-phase  gauntlet  of 
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clinical  testing.  They  are  still  years  from 
the  market.  HGS,  which  has  lost  more 
than  $700  million  since  early  2000, 
abandoned  its  first  gene-based  drug, 
mirostipen,  for  treating  chemotherapy 
side  effects,  last  year.  In  September  HGS 
disclosed  that  its  wound-healing  agent, 
repifermin,  had  failed  to  heal  venous 
ulcers  in  a  trial  of  352  patients;  in  an 
earlier  test  repifermin  failed  to  help 
patients  with  inflamed  bowels.  Now 
repifermin  is  being  tested  for  prevent- 
ing chemotherapy's  side  effects,  but  the 
market  is  modest  and  HGS  faces  compe- 
tition from  industry  giant  Amgen. 

Some  industry  watchers  have  tired  of 
all  the  promises.  HGS  has  "consistently 
failed  to  advance  compounds  in  late-stage 
development,"  says  Ronald  Ellis,  an  ana- 
lyst at  Leerink  Swann  who  rates  HGS 
"underperform."  John  McCamant,  editor 
of  the  Medical  Technology  Stock  Letter, 
claims  HGS  has  played  a  "shell  game" 


with  investors.  "All  I've  gotten  to  date  is 
Haseltine  saying,  "We'U  do  this,  we'll  do 
that,' "  he  says.  "WeU,  we're  watching.  All 
they  have  delivered  is  failures  to  date."  He 
predicts  it  could  be  another  decade  or 
more  before  HGS  comes  through. 

A  chastened  Haseltine  swears  HGS 
will  deliver — eventually.  "In  terms  of  an 
incredible  transformation  of  medicine,  it 
hasn't  yet  happened,  but  it  will,"  he 
insists.  "We  are  doing  our  best  to  get  as 
many  drugs  for  the  biggest  possible  mar- 
kets to  the  clinic  as  soon  as  possible.  We 
hope  to  be  the  next  Amgen."  Haseltine 
admits  the  Vanity  Fair  quote  was  "overly 
optimistic";  he  says  he  never  meant  to 
imply  his  firm  had  a  monopoly  on  gene- 
based  medicine. 

HGS'  most  promising  drug  candidates 
include  two  antibodies,  now  in  Phase  I 
trials  (of  three  phases),  that  aim  to  trigger 
cancer  cells  to  commit  suicide  by  stimu- 
lating "death  receptors"  on  tumors. 


Another  is  Abthrax,  a  single-shot  anthra 
drug  that  HGS  rushed  from  inception  inti 
ongoing  human  safety  trials  in  just  L 
months,  stoked  by  terrorist  fears.  HG 
hopes  to  ink  a  government  contract  ti 
stockpile  the  compound. 

HGS'  best  shot  at  a  breakthrough — an( 
a  bLUion-doUar  bestseller — is  a  new  drui 
that  targets  lupus,  the  devastating  autoi 
immune  disease  that  afflicts  half  a  millio) 
Americans.  Its  new  drug,  LymphoStat-E 
has  just  begun  a  Phase  II  trial  with  30i 
patients;  it  could  become  one  of  the  firs 
new  drugs  for  the  disease  in  over  30  years 

Thanks  to  its  gene-hunting  prowess- 
HGS  appears  to  have  an  early  lead  over  sev 
eral  rivals  pursuing  similar  compounds 
Haseltine's  right-hand  man,  research  chie 
Craig  Rosen,  declares:  "If  you  look  at  thi 
molecules  out  there  at  other  companies  anc 
then  look  at  us,  I  don't  think  there  is  any 
thing  more  exciting  than  what  we  have." 

The  fate  of  HGS  and  of  other  genomic 


Attack  of  the  Antibodies 

iPi  lupus  the  immune  system  i 

goes  bad,  propelled  by  an  h 

immune-stimulating  protein 

called  BLYS.  HGS  and  others 

hope  to  ease  the  problem 

with  BLYS-blocking  drugs 

now  in  testing.  j  q. 


;••.# 


I    Our  immune  systems  are  constantly  producing 
millions  of  B-cells,  which  in  turn  produce  various  types 
of  antibodies.  A  few  B-cells  are  programmed  to  produce 
renegade  "autoantibodies."  In  healthy  people  these 
renegade  B-cells  are  eliminated  before  they  do  any  harm. 


Resting  B-cell  with 
BLYS  receptors 


iir^ 


BLYS  protein    

binding  to  receptor ; 


HGS'  drug  LymphoStat-B  binds  to  BLYS  and  blocks  its  activity, 
starving  B-cells  to  death  before  they  can  generate  autoantibodies.  The 
drug  is  now  in  Phase  il  human  trials  In  lupus  patients.  Biogen  and 
ZympGehetics'have  competing  drugs  at  earlier  stages  of  testing.      " 

r  LymphoStat-B 


*^    But  many  patients  with  lupus  have  excess  levels  of 
BLYS,  a  protein  that  helps  B-cells  survive  and  replicate.  The 
B-cells  stay  alive  long  enough  to  produce  high  levels  of  ^e 
bad  autoantibodies. 


The  autoantibodies  attack  the  skin,  joints,  kidneys, ' 
liver  or  other  organs,  causing  inflammation.  j 


Autoantibodies  ■ 


Inflamed 
tissue 


^K 


^Vutoantibody- 
producing  plasma 
B-cell 


Apoptosis  (cell  death)  of  ; 
autoantibody-producing  B-cete . 
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until  his  Breguet,  ever  vigilant, 
reminds  him  it  is  midday.  " 


Alexander  Pushkin,  "Eugene  Oneguin",  1829 
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pioneers  has  implications  for  the  entire 
drug  industry,  which  is  still  counting  on 
genomics  to  refresh  tired  product  portfo- 
lios. Success  will  provide  others  with  a 
blueprint  for  how  to  harness  the  power  of 
genomics.  Failure  could  signal  that  the 
promised  wave  of  drugs  was  simply  an 
artifact  of  the  bubble. 

HGS  burst  on  the  biotech  scene  in  the 
early  1990s  with  a  hot  new  gene-hunting 
technology  devised  by  |.  Craig  Venter  that 
could  snare  potential  disease-causing  genes 
far  faster  than  before.  Haseltine  was  so  ex- 
cited by  the  potential  that  he  left  a  plum 
AIDS  research  post  at  Harvard  to  lead  the 


through  thousands  of  new  genes  to  pin- 
point the  tiny  minority  suitable  as  drug 
targets.  Lacking  tools  to  sort  all  the  genes, 
drug  firms  had  no  good  way  to  know 
which  new  genes  were  truly  linked  to  dis- 
ease and  which  were  innocent  bystanders. 
"The  drug  discovery  pipeline  ended  up 
becoming  more  of  a  sewer  pipe,  and  it 
clogged,"  says  Merck  Senior  Vice  President 
Stephen  Friend.  "More  money  was  spent 
and  less  came  out."  The  tools  are  finally 
coming  into  place,  Friend  says,  but  it  will 
be  three  more  years  before  genomics- 
based  drugs  hit  human  trials  en  masse. 
Drug  companies  historically  have 
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In  giddy  2000  gene  discoveries  sent  Human  Genome  Sciences 
soaring;  now  Wall  Street  wants  real  drugs. 
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Source:  FTInteractlve  Data  via  FactSet  Research  Systems. 
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new  company.  By  1993  HGS  had  created  a 
proprietary  database  of  100,000  gene  frag- 
ments, categorized  by  the  type  of  diseased 
or  healthy  tissue  in  which  tliey  were  found. 
SmithKline  Beecham  (nov  GlaxoSmith- 
Kline)  paid  $125  million  in  ]993  for  access 
to  the  database.  The  mv  o  prompted  other 
drug  companies  to  imv  t  i  ->  similar ,  ^ne 
databases  at  Incyte  ant  sowhere.  }h'.A- 
tine  soon  claimed  that  his  firm  had  93^i,  c( 
all  human  genes  in  hand. 

But  drug  industry  researchers  underes- 
timated the  cost  and  complexity  of  sitting 
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made  chemical-based  drugs  that  can  be 
given  as  pills;  the  downside  is  that  this 
approach  requires  years  of  tinkering  by 
chemists  to  come  up  with  a  compound 
that  works.  At  HGS  Haseltine  instead 
decided  to  focus  on  a  newer  class  of  pro- 
tein-based drugs,  which  must  be  injected 
but  offer  a  potentially  quicker  route  to  the 
market;  you  skip  the  chemistry  and  simply 
clone  a  therapeutic  protein  or  design  an 
antibody  to  a  bad  protein.  His  team  tar- 
tH  ted  the  crucial  class  of  proteins  tliat  are 
seeeted  from  cells.  Secreted  proteins. 


which  include  growth  hormone,  insulin 
and  EPO  (erythropoietin),  are  used  by  the 
body  as  molecular  messengers  to  pass  sig- 
nals from  one  part  of  the  body  to  another. 
By  1999  HGS  had  identified  the  com- 
plete genes  for  9,000  such  proteins. 
Researchers  made  all  9,000  and  tested 
them  for  biological  activity,  using  auto- 
mated robots  to  mix  them  with  various 
cell  types  to  see  their  effects. 

One  of  two  dozen  researchers  assigned 
to  sort  out  protein  functions  was  an  im- 
munologist  named  David  Hilbert.  As  HGS 
unearthed  new  proteins,  he  would  mix 
them  with  various  immune-system  cells  in 
test  tubes  to  see  what  happened.  Most  did 
nothing,  but  one  protein  he  tested  in  April  | 
1998  had  remarkable  properties:  It  made  a 
crucial  class  of  immune  cells  called  B-cells ; 
grow  like  crazy,  while  having  little  effect  on 
other  cells.  B-cells  are  a  key  component  of 
the  immune  system,  producing  disease-  It 
fighting  antibodies.  He  dubbed  the  protein  f 
B-lymphocyte  stimulator,  or  BLYS  ("bliss"),  f 
In  July  1999  HGS  reported  its  discovery  in 
Science  magazine.  When  University  of 
Southern    California    rheumatologist 
W^illiam  Stohl  read  the  paper,  "I  jumped 
out  of  my  seat."  Figuring  BLYS  might  play  a 
key  role  in  lupus,  he  called  Dr.  Hilbert,  and 
the  two  agreed  to  collaborate. 

In  lupus,  the  body's  immune  system 
turns  on  itself  and  starts  producing  "au- 
toantibodies" that  attack  the  joints,  skin, 
kidneys,  heart  and  brain.  Existing  drugs  like 
steroids  keep  the  disease  under  control  by 
broadly  suppressing  the  immune  system 
but  cause  nasty  side  effects  ranging  from 
infections  to  bone  damage. 

Stohl  realized  BLYS  might  provide  a 
way  to  create  a  targeted  new  drug  that 
reduced  autoantibodies  without  causing 
this  collateral  damage.  He  sent  blood 
samples  from  several  dozen  lupus 
patients  to  HGS,  which  tested  them  for 
BLYS  levels.  Sure  enough,  they  found  that 
BLYS  levels  become  elevated  in  up  to  60% 
of  lupus  patients  at  one  time  or  another; 
this  was  a  hint  that  excessive  amounts  of 
BLYS  might  be  a  major  contributor  to  the 
disease.  A  drug  that  reduced  BLYS  levels 
might  have  a  powerful  impact  on  lupus. 
Meanwhile,  researchers  at  Biogen  in 
Cambridge,  Mass.  (which  plans  to  merge 
with  lOFC  Pharmaceuticals)  and  rivals  at 
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Seattle-based  ZymoGenetics  had  discov- 
ered BLYS  and  its  receptors  by  using  other 
gene  databases.  They  created  strains  of 
genetically  engineered  mice  that  pro- 
duced excessive  levels  of  BLYS  and,  sure 
enough,  developed  lupuslike  symptoms. 
To  create  LymphoStat-B,  HGS  devised 
an  antibody  that  binds  to  BLYS  and  inacti- 
vates it.  Biogen  and  ZymoGenetics  took  a 
slightly  different  tack,  creating  therapeutic 
proteins  that  soak  up  excess  amounts  of 
BLYS.  ZymoGenetics,  working  with  partner 
Serono,  has  just  begun  human  trials  of  its 
drug,  TACI-IG,  while  Biogen  and  partner 
Genentech  hope  to  begin  human  testing  of 
their  compound  in  2005.  "This  is  far  and 
away  the  best,  most  exciting  thing  that  has 


come  along  in  my  career,"  says  USC's  Stohl, 
who  has  studied  lupus  since  1982. 

Now  it  is  a  race  to  the  finish.  HGS  has 
entered  the  murky  world  of  human  clin- 
ical trials,  where  four  of  five  drugs  fail_ 
and  luck  can  separate  winners  from 
losers.  Adding  to  the  uncertainty:  Lupus 
is  a  notoriously  slippery  disease,  with 
highly  unpredictable  symptoms,  making 
trials  difficult.  The  FDA  is  only  now 
deciding  what  type  of  trials  are  needed. 
Other  companies  such  as  La  JoUa  Phar- 
maceutical are  plying  competing 
approaches. 

HGS,  meanwhile,  is  testing  whether 
BLYS  helps  patients  with  immune  defi- 
ciencies. It  also  hopes  to  use  BLYS  as  a 


homing  device  to  deliver  tiny  doses  of 
radiation  directly  to  cancerous  tumors 
that  hit  the  B-cells,  such  as  lymphoma 
and  multiple  myeloma.  Toward  this  end  it  i 
has  devised  a  molecular  smart  bomb, 
called  LymphoRad,  that  links  BLYS  with  I 
radioactive  iodine- 13 1;  it,  too,  is  in  early 
human  tests.  Hedging  its  bets,  HGS  is  also  i 
testing  long-acting  versions  of  existing 
biotech  drugs  like  growth  hormone.  But 
the  once-swaggering  William  Haseltine  is 
now  more  guarded,  sobered  by  the  chal- 
lenge ahead.  "The  whole  organization  is  a " 
much  more  serious  place  now.  It  is 
patients'  lives  at  stake  now,"  he  says.  "In  i 
two  or  three  years  we  will  know  the  fate 
of  our  first  set  of  drugs."  F  I 


A  few  short  years  ago  genomics  was  red  hot.  Firms  like  Celera  Genomics  hoped  to  rake  in  profits  by  selling 
genomics  data  or  expertise  to  big  drug  firms  and  others.  At  the  peak  of  the  bubble  it  looked  like  such  plans 
might  work.  But  the  genomics  business  has  fallen  on  hard  times.  Drugmakers  are  already  swamped  with 
new  gene  targets,  and  the  government  now  puts  out  the  entire  genome  for  free.  Here's  how  the  companies 
that  invested  in  genomics  have  fared. 
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THEN:  In  the  1990s  the  Palo  Alto,  Calif,  firm  planned  to  outdo  HGS  by  selling  its  gene  data- 
base to  numerous  drug  firms.  Data  revenue  hit  $219  million  in  2001. 
NOW:  Database  revenue  plummeted  as  drug  companies  cut  back.  Firm  cut  work  force  37% 


in  late  2002.  New  East  Coast-based  honcho,  big  pharma  veteran  Paul  Friedman,  has  shifted 
focus  to  drug  discovery  and  has  licensed  a  promising  AIDS  drug  in  midstage  trials. 


Celera  Genomics 

THEN:  Genomics  pioneer  J.  Craig  Venter  led  the  company's  race  with  government  rivals 
to  sequence  the  genome  in  2000.  Celera  promised  to  be  the  Bloomberg  of  biotech,  sell- 
ing genome  data  to  drugmakers,  universities  and  even  ordinary  Americans. 
NOW:  With  Vente.f  gone  and  database  sales  drifting  down,  the  firm  cut  132  genomics  jobs  in  2002 
_     and  is  now  focusing  on  devising  drugs  and  diagnostics.  It  hopes  to  have  its  first  compound  in  trials 
I    next  yesr. 
P  
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Millennium  Pharmaceuticals 
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THEN:  During  the  1990s  it  snared  $2  billion  in  collaboration  revenue  from  drug 
firms  eager  to  have  Millennium  "validate"  new  genetic  targets,  including  a 

$465  million  deal  wifh  Bayer  in  1998. 

NOW:  Mi'tenniu:-n  has  two  drugs  on  the  market,  both  from  acquisitions,  not  genomics.  Recently 
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It  has  two  drug.^-  ir- 


^■>i^rc  600  jobs,  helping  firm  turn  a  profit  by  2006. 


oredeccssor  firm  got  the  genomics  bandwagon  rolling  by  paying 
•'^thp  HGS  database. 

♦o  j'(  nnTiiics,  but  converting  genes  to  drugs  has  been  hard. 
•ii.i    »!i.})ls:  for  heart  disease  and  osteoporosis.       —R.L. 
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reachout 


on  the  wireless  service  America  trusts 


You  can  travel  a  few  miles  or  a  few  time 
zones  and  still  be  connected  with  only  one 
phone  and  one  number.  On  the  wireless 
network  with  the  most  worldwide  coverage. 
attwireless.com,  1-866-reachout 


ATsT  Wireless 


Help  your  network 
feel  more  secure 
walking  around  the 
city  alone  at  night. 
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IBM  recommends  Microsoft  Windows  XP  Professional  for  Business. 


75°o  of  ClOs  surveyed  report  that  mobile  devices  greatly  increase  their  company's  security  risk;  Which 
5  that  when  your  employees  go  wireless,  your  company's  intellectual  property  is  open  to  theft,  data  loss  and 
rk  hacking.  So  what  can  you  do?  Get  the  most  secure  wireless  PCs  available.  Wireless  solutions  that  are 
3st  secure  in  the  entire  industry.*  A  security  subsystem  that  works  with  Inter  Centrino™  Mobile  Technology 
ect  ThinkPad  PCs  to  ensure  that  your  employees  stay  secure  and  productive.  Proactive  decisions  that  help 
'Our  company  safe  -  and  ensure  your  employees'  mobility.  To  learn  more,  visit  ibm.com/pc/think 

Think  security      ThinkPad® 

ThinkVislon™ 

ThinkCentre™ 
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Amid  the  doldrums  of  venture  capital, 

the  folks  at  MPJVI  Capital  are  on  a  tear. 

BY  KERRY  A.  OOLAN 


'ATE  LAST  YEAR,  AS 
venture  capital  firms  left  and  right  were 
returning  money  to  investors  because 
they  could  find  no  place  to  put  it,  MPM 
Capital  dropped  a  bomb  on  Silicon  Val- 
ley: The  firm,  focused  solely  on  health 
care  investing,  raked  in  $900  million,  the 
largest  venture  fiind  raised  all  year,  and 
the  largest  health  fund  ever.  Eyebrows 
went  up  over  how,  in  this  risk-averse  cli- 
mate, a  firm  could  reach  $2.1  billion 
under  management  in  only  six  years.  "It 
used  to  take  a  decade  to  raise  $2  billion," 
says  Jean-Francois  Formela,  partner  at 
Atlas  Venture. 

Now  all  eyes  are  on  MPM  (stands  for 
Medical  Portfolio  Management)  and 
what  it  decides  to  do  with  so  much 
money.  In  the  1990s  the  kings  of  venture 
earned  their  fortunes  from  big  bets  on 
broadband  and  the  Web.  Now  it's 
biotech's  turn.  In  the  first  nine  months  of 
this  year  $3.4  billion  in  venture  money 
poured  into  health  care  companies  in  the 
U.S.,  accounting  for  28%  of  all  venture 
funds  invested,  according  to  VentureOne, 
up  fi-om  10%  in  2000. 

Drug  development  has  been  absorb- 
ing speculative  capital  since  Genentech 
went  public  in  1980.  The  next  decade  or 
two — finally,  finally — will  see  abundant 
fruit  from  sequencing  the  human 
genome.  But  big  pharmaceutical  compa- 
nies are  so  wrapped  up  in  finding  block- 
buster drugs  that  they're  leaving  lucrative 
gaps  for  smaller  biotechs  to  fill.  Says  MPM 
founding  partner  Ansbert  Gadicke:  "We 
understand  mechanisms  in  disease  after 
disease." 

The  partners  at  MPM  arc  at  the  top  of  the  game  because 
they've  been  at  it  for  so  long.  "Most  firms  will  sort  of  play  mar- 
ket timing  if  biotech  is  hot  and  [information  technology]  is  cold. 
MPM  is  consistent.  Whether  it  looks  hot  or  looks  cold,  they've 
been  investing,"  says  David  Baltimore,  a  Nobel  laureate  and  the 
president  of  the  California  Institute  of  Technology,  who  chairs 
MPM's  medical  and  scientific  advisory  board  (and  who  vetted 
every  investment  in  MPM's  first  fijnd).  In  that  fijnd,  a  $230  mil- 
lion chunk  raised  six  years  ago,  MPM  has  exited  just  under  half 
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its  investments  with  an  91%  unaudited  internal  rate  of  return. 

The  firm  plans  to  invest  in  three  main  areas:  cancer,  meta- 
bolic diseases  like  diabetes  and  obesity,  and  diseases  of  the  cen- 
tral nervous  system  such  as  Alzheimer's,  depression  and  schizo- 
phrenia. Oncology  is  attractive  not  only  because  of  the  huge 
need  for  better  drugs,  but  also  because  that's  where  the  impact 
of  the  human  genome  project  has  been  greatest,  yielding 

targeted  drugs  such  as 
Genentech's  Herceptin  for 
breast  cancer  and  Novar- 
tis'  Gleevec  for  chronic 
myeloid  leukemia. 

MPM  has,  arguably,  the 
most  scientifically  astute 
and  well-connected  group 
of  partners  and  advisers 
at  any  venture  firm.  Its 
payroll  includes  the  for- 
mer chiefs  of  research  at 
Genentech,  Roche  and 
Merck.  Gadicke,  45,  is 
both  a  physician  and  a  sci- 
entist who  did  research  at 
MIT's  Whitehead  Institute. 
Edward  Scolnick  joined 
MPM's  advisory  board  2 
years  ago,  after  16  years 
running  Merck's  research 
labs,  a  stretch  in  which  he 
never  had  a  drug  turned 
down  by  the  Food  &  Drug 
Administration.  Says  Scol- 
nick: "They  have  a  similar 
approach  to  what  we  had 
in  the  Merck  labs:  We 
were  critical  scientifically 
of  our  own  data,  and  we 
used  to  really  argue  about 
what  to  do." 

MPM  taps  its  network 
for  investment  ideas.  Den- 
nis Henner  joined  MPM  as 
a  partner  in  2001,  after  20 
years  at  Genentech,  where 
he  served  as  head  of  re- 
search.    Henner     knew 


or  Do  ars 


about  a  growth  hormone  discovered  at  Genentech  but  not  ftilly 
developed  into  a  drug.  It  took  16  months,  but  Henner  and  oth- 
ers at  MPM  convinced  Genentech  to  license  the  rights  to  the  hor- 
mone to  a  new  company,  Tercica,  funded  with  $12.5  million  in 
May  2002  by  MPM.  (Genentech  owns  a  stake.)  Tercica  hopes  to 
raise  $75  million  in  a  late-November  public  offering. 

MPM  thinks  big.  Developing  a  new  drug  takes  years  and  costs 
at  least  $100  million.  MPM's  average  deal  these  days  is  $22  mil- 
lion. "You  need  to  deploy  significant  capital  so  you  can  add  value 
and  reach  milestones  and  convince  the  public  market  that  you 
are  close  to  having  a  drug,"  says  Gadicke. 

In  1997  Gadicke  was  introduced  to  Jean  Pierre  Sommadossi, 
a  brilliant  French  scientist  who  had  some  novel  antiviral  com- 
pounds but  no  business  plan.  Over  three  years,  beginning  in 
1998,  MPM  invested  a  total  of  $18  million,  and  helped  turn  the 
science  into  a  privately  held  company  caUed  Idenix  Pharmaceu- 
ticals. Idenix  is  developing  drugs  for  Hepatitis  B  and  C,  diseases 
that  affect  520  million  people.  In  March  Novartis  announced  it 
would  buy  51%  of  Idenix  for  $255  million.  MPM  sold  two-thirds 
of  its  shares  for  $1 1 1  million,  making  1 1  times  its  investment  on 
these  shares.  Additional  milestone  payments  and  a  potential 
future  public  offering  could  yield  triple  that  take.  "It  would  be 
hard  to  top  this,"  says  partner  Luke  Evnin. 

The  big  dollars  have  enabled  MPM  to  invest  in  nontraditional 
ways,  too.  In  2001  Pharmacia  was  eager  to  close  its  Stockholm 
R&D  center  but  faced  steep  severance  costs  and  negative  public 
relations  in  turning  out  900  scientists.  So  in  June  of  that  year  it 
spun  off  the  operation  to  a  syndicate  of  investors  who  put  up 
$130  million  in  research  funding  for  an  80%  interest  in  profits 
from  the  lab.  MPM  contributed  $35.5  million,  and  plans  to  throw 
in  another  $8  million.  MPM  partner  Michael  Steinmetz,  who  had 
run  R&D  at  Roche  in  New  Jersey,  helped  select  the  programs  for 
BioVitrum  to  pursue  or  sell  off.  Amgen  licensed  several  diabetes 
and  obesity  compounds  in  September  for  $86  million  plus  royal- 
ties. Sales  of  ReFacto,  a  hemophilia  product  marketed  by  Wyeth, 
bring  in  royalties  of  $68  million  a  year. 

MPM  has  a  publicly  traded  equities  fund,  but  it  is  open  to  in- 
stitutions as  well  as  to  well-heeled  investors  with  $  1  million  to  put 
up.  Run  by  Kurt  von  Emster,  a  star  manager  from  Franklin  Tem- 
pleton,  the  MPM  BioEquities  fund  has  already  raised  $300  million. 
Von  Emster  invests  alongside  the  MPM  venture  team,  and  has  ac- 
cess to  MPM's  9  analysts,  16  other  partners  and  17  advisory  board 
members,  throwing  a  lot  of  brainpower  behind  each  buy  or  sell.  Six 
analysts  dedicated  six  months  to  analyzing  publicly  traded  Rigel 
Pharmaceuticals,  before  MPM  made  a  $20  million  investment  in 
May.  Since  then  stock  in  the  drugmaker  is  up  70%. 

Gadicke's  team  has  had  a  few  dogs,  too.  It 
put  a  combined  $20  million-plus  into  two 
startups  during  the  dot-com  bubble.  Double- 
Twist  ran  out  of  money  before  it  could  prove 
that  scientists  would  flock  to  its  Web  site  to  get 
the  latest  research  software.  MPM  wrote  dov/n 
to  zero  its  stake  in  Medical  Self  Care. 

But  if  the  early  successes  are  any  guide, 
these  folks  are  worth  watching.  F 
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Struggling  Material  Sciences  is  betting  its  future  on 
a  dated  feat  of  metallurgy  called  "quiet"  steel.  Your 
Ford  pickup  may  have  it. 


IN  APRIL,  AFTER  17  YEARS  IN  UPPER 
management  at  Quaker  Oats,  Whirl- 
pool and  FMC  Corp.,  the  jovial,  64- 
year-old  Michael  Callahan  gave  up  re- 
tirement and  the  occasional  consulting 
gig  to  run  a  sleepy  manufacturer  that  last 
year  netted  $2.2  million  pretax  on  $267 
million  in  sales.  Material  Sciences  Corp. 
of  Elk  Grove  Village,  111.  was  formed  in 
1971  to  buy  companies  inventing  new  ma- 
terials. Most  never  took  off,  but  it  man- 
aged to  go  public  in  1984  on  the  back  of  a 
unit  that  had  found  a  fast  way  to  paint  the 
raw  steel  and  aluminum  used  to  make  car 
bodies,  roofing  and  garage  doors.  Coil 
coating — which  involves  priming  metal 
rolls  weighing  up  to  50,000  pounds  with 
absorbent  chemicals,  then  painting  them 
at  up  to  700  feet  per  minute  on  a  mill — 
accounts  for  two- thirds  of  the  company's 
revenues. 

If  painting  metal  coils  was  as  thrilling 
as  watching  them  dry,  at  least  it  made 
money.  Yet  over  the  last  decade,  as  roughly 
40  competitors  jumped  into  what  is  now 
nearly  a  $4  billion  U.S.  market,  coating 
margins  shrank  by  60%,  estimates  Ducker 
Worldwide,  an  industrial  research  firm.  "I 
don't  think  pricing  can  get  a  hell  of  a  lot 
worse,"  moaned  Callahan  at  .j  somber 
earnings  conference  in  October. 

His  revival  act  hangs  heavily  on  a  relic 
of  Material  Sciences'  tinkering  past:  a 
"quiet"  metal  that  doesn't  niakt  nois.' 
when  rapped  or  rattled.  In  the  early  i980s 
Material  Sciences'  engineers  began  slather 
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BY  BRETT  NELSON 

ing  a  .00 1  -inch  layer  of  gooey  polymer  be- 
tween two  sheets  of  thin  metal  in  order  to 
absorb  vibrational  energy,  dissipate  heat 
and  muffle  sound.  Material  Sciences  soon 
was  roUing  coils  of  damped  steel  on  its  ex- 
isting coating  lines. 

Quiet  steel  did  a  fine  job  taking  the 
screech  out  of  automobile  disk  brakes  and 
muting  the  hum  of  computer  disk  drives. 
The  hitch:  It  costs  two  to  four  times  as 
much  as  ordinary  steel,  partly  because  it 
is  less  rigid  and  often  has  to  be  rolled  more 
thickly,  adding  weight.  And  while  the  gross 
margin  on  quiet  steel  can  approach  40%, 
versus  18%  for  coil  coating.  Material  Sci- 
ences was  lackadaisical  about  pushing  into 
new  markets. 

Luckily,  slick  marketing  by  Lexus  made 
quiet  cars  all  the  rage  in  the  early  1990s. 
Mat  Sci's  big  break  didn't  come  until  1998 


when  it  began  supplying  the  steel  firewall 
between  the  dashboard  and  the  engine  for 
the  1999  Ford  Explorer  Sport  Trac  pickup 
truck.  That  win  helped  land  a  contract  for 
the  same  part,  and  another  one  for  a  quiet- 
steel  oil  pan,  on  Ford's  new  F-150  pickup. 
Today  the  company  has  contracts  at  each 
of  the  Big  Three  and  is  pursuing  morj 
than  150  new  auto  deals. 

Quiet  steel's  initial  hook  is  co 
pelling.  At  Mat  Sci's  lab  near  O'Hare  ai: 
port  two  identical-looking  Ford  Lincol: 
Navigator  dash  panels — one  made  of 
plain  steel,  the  other  damped — hang 
from  the  ceiling,  both  wired  to  a  stereo, 
via  transducers  that  in  effect  turn  them 
into  giant  speakers.  A  jazz  tune  emanates 
tinny  and  loud  from  the  vibrating  stee^l 
panel;  from  the  quiet  panel,  the  music- 
piped  in  at  the  same  volume — comes  oi 
muffled  and  half  as  loud.  The  compai 
sells  some  60  grades  of  quiet  steel,  each 
tuned  for  specific  vibration  frequencies 
and  operating  temperatures.  W 

As  for  competition.  Material  Sciences 
is  far  and  away  the  dominant  supplier  of 
damped  steel  for  autos — perhaps  a  $600 
million  market.  "Our  biggest  competitors 
are  the  car  designers,"  says  Edward  Vydra, 
Mat  Sci's  recently  retired  chief  technology 
officer.  "If  they  can  design  cars  without 
noise,  that's  it  [for  us].  At  the  same  time, 
they  are  our  biggest  ft'iends." 

But  getting  customers  to  take  the  leap 
into  this  technology  isn't  easy.  Often  they 
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It  costs  TWO 
TO  FOUR  TIME 
AS  MUCH  as    i 

ordinary  steel, 
but  its  margins 
are  fatter. 


Spooling  a  steel  sandwich  at  a 
plant  in  Elk  Grove  Village,  III. 
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Material  Sciences 


have  to  overhaul  their  design  and  manufac- 
turing processes.  General  Motors  eliminated 
an  extra  layer  of  steel,  an  asphalt  cover  and 
a  rubber  dash  divider  to  install  quiet-steel 
firewalls  on  both  the  2004  Cadillac  CTS 
sedan  and  the  SRX  SUV.  But  by  dropping 
those  items  the  company  managed  to  offset 
the  higher  price  of  quiet  steel  and  even  save 
$8  to  $10  per  vehicle.  "I  told  those  guys 
I  when  they  approached  us:  'I  don't  want  to 
'  talk  to  your  sales  guy.  I  want  to  talk  to  your 
engineers,' "  recalls  Ram  Krihnam,  a  Cadil- 
lac noise-and-vibration  engineer.  No  sur- 
prise that  all  21  salespeople  and  marketers 


Material  Sciences  has  hired  since  2001 
sport  bachelor's  degrees  in  engineering; 
some  also  have  M.B.A.S  and  Ph.D.s. 

Tenacity  is  the  other  requirement.  After 
all  the  computer  modeling,  welding  tests, 
durability  trials  (and  of  course,  steak  din- 
ners), inking  an  auto  deal  can  take  years. 
Callahan  may  not  have  that  kind  of  time. 
Last  year  Mat  Sci  sold  $84  million  worth  of 
quiet  steel,  up  from  $66  million  in  2000. 
Much  of  the  increase  came  from  a  sole- 
source  deal  with  Western  Digital,  which 
uses  damped  steel  to  make  the  hard-disk- 
drive  covers  in  Microsoft  Xbox  videogame 


Silence  is  golden,  maybe: 
Chief  Mike  Callahan  (seated)  and 
engineer  Ed  Vydra  with  the  product. 


players  and  TiVo  video  recorders. 

If  automakers  don't  clamor  for  more 
quiet  metal  soon,  Callahan  may  be  forced 
to  bust  i:p  the  company.  Shares  went  for  a 
recent  $9.80 — down  23%  in  the  last  year, 
compared  with  a  19%  run-up  in  the 
S&P  500.  Gabelli  Asset  Management,  which 
owns  13%  of  the  stock,  thinks  all  the  pieces 
sold  separately — including  a  unit  that 
makes  electronic  sensors  for  liquid-crystal 
displays — could  fetch  a  total  of  $  1 5  a  share. 

"We're  examining  all  alternatives," 
says  Callahan.  Beyond  that,  he's  keeping 
quiet.  F 
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takes  off. 


1976^a.981 


United  JVluGJear 
spends  $"""" 

to  deve. 
PHOTOVOLT^I 
sues  when  ___,, 
shops  technology 
to  Arco. 


1978 


After  giving  ECD 

$850,000  and  a 

$7  million  order 

for  REWRITABLE 

? ',  MICPiOFILM.  3M 

V  rejects  the  final 
prototypes  and 
demands  its  money 
-b«fck;:  V;' 


1979-1981 

Arco 


Atlantic  Richfield 

puts  up  $28.3 
million  to  develop 

BATTERIES  AND 
PHOTOVOLTAICS 

but  bows  out 

before  either 

can  be 

commercialized. 


1981-1986 

Standard 


Standard  Oil  of  Ohio 
keeps  the  photo 
VOLTAIC  research 
going  with  $86.2 
million,  but  backs 
out  and  takes  $12 

million  in  ECD  stock. 


1982-19 

ANK 


When  Amen 

Natural  Reset 

backs  out  o 

BATTERIES  Ven 

ECD  buys  b; 

technology 

$8  million  a 

continue; 

developme 
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Mm.. 


1-2000 


pends  $79.2 

on  PHOTO 

development 
Ids  the  ven- 
^ilot  factory 
^es  thin-film, 
solar  panels, 
\ies  way  to 
h  in  2000. 


1994-2000 


GM  puts  $70  million 

into  nickel-metal- 
hydride  BATTERIES  fot 
electric  vehicles  and 
hybrids.  Batteries  are 
used  in  GM's  EV-I 
electric  car,  but  GM 
sells  its  interest  to 
Texaco. 


Repeat  - 

tender 

Why  do  companies  keep  giving  money 
to  Stan  Ovsiiinsky,  the  inventor  who 
can  create  anything  but  profits? 


BY  JONATHAN  FAHEY 

FOR  ENERGY  CONVERSION  DE- 
vices,  a  small  materials  firm  in 
Rochester  Hills,  Mich.,  2003  is  a 
year  with  a  remarkably  familiar 
ring  to  it.  There  have  been  large 
losses,  the  defection  of  a  large  corporate 
investor  and  promises  of  major  develop- 
ments and  profits  around  the  corner.  ECD 
may  deserve  a  place  in  the  Guinness  Book 
of  World  Records:  It  lost  money  in  36  out  of 
the  40  years  it  has  been  a  publicly  traded 
company. 

The  puppetmaster  of  this  long-run- 
ning farce  is  Stanford  Ovshinsky,  the  81- 
year-old  inventor  who  claims  to  have 
most  of  the  world's  big  problems  already 
wrapped  up.  "Our  company  is  invalu- 
able. We  have  the  answers  to  the  econ- 
omy and  to  the  environmental  situa- 
tion," he  says  with  an  utterly  sincere 
expression.  Then  he  pauses:  "Not  to 
sound  grandiose  about  it." 

In  November  Ovshinsky  dropped 


another  doozy:  He  told  an  audience  in 
Japan  that  he  has  made  possible  a  cogni- 
tive computer,  one  that  can  mimic  the 
human  brain  by  busting  through  the  lim- 
itations of  conventional  computing's 
binary  system.  He  says  he  has  discovered 
the  material  that  can  do  it. 

ECD  is  not  all  hot  air.  It  has  honest-to- 
God  revenues,  $65  million  last  year.  Still, 
it  managed  to  lose  $36  million.  Isn't  it 
time  to  be  making  money  and  paying 
dividends? 

The  company's  revenue  comes  from 
joint  ventures,  licensing,  research-and- 
development  contracts  and  manufactur- 
ing. ECD  and  its  partners  make  large 
nickel-metal-hydride  batteries  for  hybrid 
cars  and  trucks  and  photovoltaic  thin 
films  for  solar  electrical  generation.  Still 
in  development:  hydrogen  storage  and 
computer-memory  products. 

But  even  when  Ovshinsky  creates 
something  useful,  he  has  no  leverage  to 


2000-2003 

1999-Present 

Pekaert 

Intel 

The  Belgian  wire 

The  chipmaker  and 

company  picks  up 

former  Micron 

PHOTOVOLTAICS, 

executive  Tyler 

spending  $96  million 

Lowry  are  spending 

on  a  large-scale 

an  undisclosed 

factory  before 

amount  on  phase- 

backing  out.  ECD  is 

change  COMPUTER 

looking  for  another 

MEMORY  to  compete 

partner. 

with  flash. 

2000-2003 

Chevron- 
Texaco 

Texaco  buys  20%  of 
ECD  and  starts  three 

joint  ventures.  It 
commits  $40  million 

to  a  FUEL  CELL 

venture,  but  sells  out 
to  ECD  for  $1. 


2000-Present 

Ghevron- 
Texaco 

Texaco  commits  a 
total  of  $282  million 
to  two  joint  ventures 

that  are  producing 

BATTERIES  and 

developing  hydrogen 

STORAGE  systems. 
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Qvshinsky 


earn  much  from  it.  His  company  gets  a 
royalty  on  about  two-thirds  of  the  roughly 
1.3  billion  consumer  nickel-metal-hydride 
batteries  that  are  produced  every  year  for 
things  like  cell  phones.  But  he  was  so 
starved  for  cash  when  he  licensed  it  in  the 
early  1980s  that  he  negotiated  upfront 
payments  of  $1  million  to  $5  million,  and 
a  half-percentage-point  royalty  on  the 
production  cost  of  the  consumer  batter- 
ies, which  now  sell  below  $1. 

"He's  been  close  to  losing  the  com- 
pany his  whole  life,"  admits  ECD  Chair- 
man Robert  Stempel,  the  former  head  of 
General  Motors.  "But  it's  called  survival, 
and  it's  a  powerful  instinct.  Stan  has  had 
the  ability  to  keep  the  business  alive  by 
finding  partners." 

These  partners  are,  typically,  large 
companies  that  subsidize  the  research  and 
development  of  his  inventions.  But, 
almost  inevitably,  the  partners  bail  out. 
The  latest  defector  was  Bekaert,  the  $2.5 
billion  Belgian  wire  and  materials  com- 
pany, and  it  left  ECD  close  to  running  out 
of  cash.  ECD  delayed  filing  its  10-K  last 
month  because  its  accountants  were  con- 
cerned the  cash  wouldn't  make  it  through 
the  year. 

Bekaert  spent  $96  million  building  a 
thin-film  photovoltaic  factory  in  Auburn 
Hills,  Mich,  for  a  joint  venture  called  Uni- 
Solar  Ovonic,  but  the  Belgian  company 
retreated  in  May.  "We  would  have  needed 
huge  additional  financial  resources,"  says 
Bekaert  spokesperson  Fran9oise  Van- 
themsche.  "We  would  have  had  to  invest 
for  years  and  years  before  we  could  have 
hoped  for  a  return,  and  we  can't  work  like 


Stan  and  Iris  Ovshinsky  push  hydrogen  with  Energy  Secretary  Spencer  Abraham. 


in  1985  with  American  Natural 
Resources,  and  in  1986  with  Standard  Oil 
of  Ohio  and  in  2000  with  General 
Motors.  And  again  in  2000,  with  Canon. 
They  pulled  out  of  agreements  with 
Ovshinsky  after  investing  in  technology 
that  he  declared  was  nearly  ready,  only  to 
be  left  with  lighter  pockets  and  little  in 
the  way  of  profitable  products. 

"He  should  be  given  the  Nobel  Prize 
for  raising  money,"  says  money  manager 
William  Manning,  who  invested  $29  mil- 
lion in  ECD  on  behalf  of  clients  in  1986. 
After  Ovshinsky  allegedly  violated  their 
agreement.  Manning  sued  and  eventually 
received  control  of  ECD's  X-ray-mirror 
and  flat-panel  display  technology,  which 
he  later  sold  off. 


'We  have  the  answers  to  the  economy 
^wironmental  situation." 


that."  Ovshinsky  declared  the  technology 
ready  for  commercialization  in  1978. 
Now  he  says  it  will  be  profitable  by  2005. 
True,  partners  bail  out  for  many  rea- 
sons: a  change  in  corporate  focus,  post- 
merger  belt-tightening,  whatever.  But 
after  a  while  you  begin  to  wonder  what's 
going  on.  What  Bekaert  did  in  2003  is  tlie 
same  thing  that  happened  in  1967  with 
International  Telephone  &  Telegraph  in 
1978  with  3M  and  in  1981  with  Arco.  Also 


Ovshinsky's  is  a  story  you  want  to 
believe  in.  With  only  a  high  school  and 
trade  school  education,  he  parlayed  a  pair 
of  early  inventions  into  seed  money  for  a 
company  based  upon  a  single  idea:  that 
amorphous  and  disordered  materials 
could  be  better  and  cheaper  than  struc- 
tured, crystalline  ones  to  create  and  store 
energy  and  information.  The  ultimate 
amorphous  switch,  figured  Ovshinsky, 
was  the  human  brain,  with  about  100  tril- 


lion neural  connections  operating  frei 
form  to  handle  most  tasks  elegantly. 

With  his  wife.  Iris  Ovshinsky — a  cu 
rent  ECD  director — he  started  ECD  J 
1960  and  took  the  company  public  i 
1964.  The  two  make  a  disarming 
charming  pair — stooped  and  whiti 
haired,  but  impossibly  energetic  an 
cheerful.  They  order  for  each  other 
lunch.  In  Stan  Ovshinsky's  office,  which 
filled  with  memorabiUa  from  his  caret 
they  act  like  a  set  of  overly  proud  granc 
parents.  The  two  can  hardly  sit  still,  th( 
are  so  eager  to  show  off  old  device 
framed  media  coverage  and  black-an< 
white  pictures  of  them  in  front  of  blacl 
board  calculations — moldering  memei 
tos  of  seemingly  great  science. 

Ovshinsky  and  Iris  have  held  on  ' 
the  company  through  a  separate  class  • 
supervoting  shares.  The  couple  own  7' 
of  the  company  but  control  41%  of  tl 
voting  rights.  Texaco  owns  20%  of  tl 
common  shares  but  must  vote  wi' 
Ovshinsky.  The  Ovshinkys'  combin< 
annual  pay  is  $700,000  (Stan  gets  a  litl 
more  than  half)  and  their  stake  in  tl 
company  is  worth  $16  million.  The  EC 
market  valuation  of  $242  million  seer 
rich  for  a  moneyloser  with  $100  millic 
in  shareholder  equity,  but  Ovshinsl 
argues  that  much  of  ECD's  considerab 
worth — namely,  its  intellectual  proper 
and  stakes  in  joint  ventures — can't 
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elevate 
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"It  can't  be  done."  "You're  crazy."  "Never."  "No."  These  are, 


words  that  come  in  the  beginning,  only  to  be  proven  v^rong  Itt 


end.  At  ConocoPhillips,  we  realize  that  impossibilities  sometimes 


yield  the  best  opportunities.  So,  where  others  see  an  obstacle, 


we  see  a  chance  to  elevate. 
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Qvshinsky 


now  has,  it  says,  a  factory  with  the  capac- 
ity to  produce  enough  film  to  turn  out  30 
megawatts  of  generating  power  per  year. 
Ovshinsky  is  trolling  for  another  partner 
to  replace  Bekaert.  He  and  Chairman 
Stempel  claim  the  plant  will  be  profitable 
at  two-thirds  capacity  and  enjoy  margins 
over  30%  at  full  capacity. 

The  company's  research  into  batteries 
took  a  similar  path  through  several  com- 
panies, ending  with  ChevronTexaco, 
which  has  committed  to  spend  $282  mil- 


Mountain  nfWnfi 


found  on  its  balance  sheet. 

Early  on  Ovshinsky  drew  the  pattern 
that  he  doggedly  follows  today.  He  cre- 
ates joint  ventures  with  large  companies 
in  which  they  put  up  money  and  he  puts 
up  his  ideas.  He  charges  the  joint  ven- 
ture for  research  and  development, 
engineering,  machine-building  and 
other  services.  When  the  partner  backs 
out,  he  holds  on  tenaciously  to  the  tech- 
nology rights,  and  shops  them  to 
another  partner. 

His  first  splash  came  in 
1968,  when  he  announced  that 
he  had  succeeded  in  making  a 
switch  out  of  amorphous  sili- 
con that  relied  on  a  principle  he 
called  Ovonics — named,  of 
course,  after  himself.  The 
switch's  conductivity  could  be 
changed  by  manipulating  the 
levels  of  electrical  current. 
Ovshinsky  said  the  switch 
would  compete  with  silicon 
crystalline  transistors,  and  in  the 
space  of  a  day  ECD  stock  shot 
from  $57  to  $150.  The  transistor 
never  made  much  money  and 
the  company's  stock  never  re- 
turned to  those  heights,  but  Ovshinsky  did      lion  developing  batteries  and  hydrogen 


ECD  has  lost  money  in  36  of  its  40  years.  This  fiscal  year 
(ended  Sept.  30)  was  the  worst  yet,  down  $36  million. 
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manage  to  get  the  word  Ovonics  (and  his 
name)  into  the  dictionary. 

The  company  limped  along  in  the 
early  1970s,  pursuing  things  like  rewritable 
microfilm  with  3M.  He  was  quoted  in 
FORBES  in  1978  after  3M  had  placed  a  $7 


storage  systems  through  two  joint  ven- 
tures. Ovshinsky's  firm  didn't  put  in  a 
dime  but  owns  half  of  the  joint  venture 
and  will  get  half  of  any  profits. 

The  battery  venture,  called  Texaco 
Ovonic  Battery  Systems,  built  a  plant  in 


million  order:  "We're  finally  moving  to      Springboro,  Ohio  with  the  capacity  to  pro- 
become  a  profit-oriented  company"  But      duce  enough  nickel-metal-hydride  batter- 


ial  needs  to  store  2.5  times  to.3.5  tim 
more  hydrogen  than  it  does  now  before 
,  can  be  seriously  considered. 

ChevronTexaco  declined  to  comme 
about  its  ventures  with  ECD.  James  Met 
ger,  ECD's  chief  operating  officer  sin 
2002,  was  Texaco's  chief  technical  offic 
when  the  oil  firm  decided  to  invest ; 
ECD.  "We  were  not  looking  at  ECD  as 
financial  entity  or  as  a  company,"  Met: 
ger  says.  "We  were  simply  looking  at  t 
technology  and  whether  it  will  somedj 
be  beneficial  to  Texaco."  Met 

ger  is  confident  he  can  stabiL 

ECD's  finances. 

In  1999  former  Micro 
executive  Tyler  Lowry  formec 
joint  venture  with  ECD  calL 
Ovonyx  to  make  memory  th; 
like  flash,  doesn't  lose  da 
when  it  loses  power.  Inl 
invested  an  undisclos( 
amount  a  year  later,  b 
prospects  dimmed  conside 
ably  when  flash,  which  is  rel 
tively  expensive,  became  mui 
less  so  as  its  density  went  ui 
Why  would  Lowry  decide 
put  his  money  and  good  nan 
into  a  project  with  a  company  that  can 
seem  to  come  through?  "The  devices  a 
fascinating,"  he  says. 

Ovshinsky  is  completely  heedless 
the  trail  of  woe  behind  him,  speaking 
ciphers  when  pressed  to  defend  his  trai 
record.  "Value  and  profitability  are  tl 
measurements  you  make,  because  othe 
wise  you  aren't  really  successful,"  he  sa) 


^He^hould  be  given  the  Nobel  Prize  far  raising  money. 


n 


3M  rejected  the  final  prototypes  and  de- 
manded its  development  money  back. 

The  energy  crisis  turned  into  a  frind- 
raising  opportunity  for  Ovshinsky.  There 
were  all  those  oil  producers  with  an  em- 
barrassment of  profits  and  a  desperate 
need  to  look  as  if  all  they  cared  about  was 
finding  alternative  energy  sources.  Ovshin- 
sky and  his  scientists  had  found  a  way  to 
use  thin  films  of  amorphous  ..ilicon  to 
turn  the  sun's  energy  into  electi  k  U  power. 
Between  1976  and  2003  Ovshinsky  con- 
vinced a  series  of  five  companies  to  p  it  up 
$290  million  to  develop  the  material.  ECO 


ies  to  fill  60,000  hybrid  automobiles  a  year. 
But  before  that  can  happen,  Detroit  must 
decide  to  sell  hybrids,  and  they  must 
choose  Texaco  Ovonic  to  supply  them. 
(The  batteries  in  the  hybrid  Toyota  Prius 
are  supplied  by  Matsushita,  which  ECD  is 
suing  for  patent  infringement.) 

The  hydrogen-storage  business  is  a 
distant  dream.  If  autos  are  someday  pow- 
ered by  hydrogen,  Ovshinsky  thinks  the 
hydrogen  should  be  stored  not  as  a  gas 
under  high  pressure,  but  as  a  solid 
hydride.  It  is  an  idea  auto  companies  are 
looking  at  closely,  but  they  say  the  mater- 


Yet  he  considers  ECD  a  smashing  succei 
"We've  been  able  to  win  our  way  ] 
energy,  in  rewritable  DVDs.  Everything  v 
make  becomes  so  common  that  yc 
don't  even  know  that  it  is  our  stuff." 

Like  the  powerful  nickel-meta 
hydride  battery  in  the  Toyota  Prius  th 
he  drives  to  work  every  day,  the  or 
with  the  license  plate  OVONIC.  Ovshii 
sky  proudly  takes  credit  for  the  ca 
claiming  he  invented  the  "enabling  ted 
nology"  that  helps  power  the  gas-ele 
trie  hybrid.  Could  be,  but  it  doesn't  eai 
him  a  cent. 
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SONY 


LIKE  NO  OTHER 


-taps  if  our  televisions  weren't  so  good  at  showcasing  pictures,  our  new  DVD  recorder  wouldn't  have  to  be  so  good  at  recording 
Ti.  Lucioly.the  Son)r«  RDR-GX7  is  equipped  with  recording  technology  capable  of  crafting  a  picture  that  will  live  up  to  the  standards 
oy  your  Sony  TV.  First,  there's  pre-frame  noise  reduction,  jitter  reduction  and  a  pre-video  equalizer  This  talented  trio  ensures  the  analog 
tent  you  record  is  as  crisp,  vibrant  and  true  as  it  possibly  can  be.  And  then  there's  Sony's  Precision  Cinema  Progressive™  circuitry 
usive  to  Sony,  this  breakthrough  technology  detects  your  images,  not  frame  by  frame,  but  pixel  by  pixel  to  deliver  DVD  playback 
IS  beyond  companson.The  wait  is  over  The  Sony  DVD  Recorder  has  arrived,  Get  a  personal  tour  at  www.sony.com/dvdrecorder. 

OUR  NEW  DVD  RECORDER  HAD  TO  MEET 
AN  INCREDIDLY  HIGH  STANDARD  OF  PICTURE  QUALITY. 
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OUR  TELEVISIONS. 
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Retail  Misadventijrfi<^ 


The  Schottenstein 
company  Retail  Ventured 
seems  to  be  making 
good  money— for  the 
Schottensteins.  The  pubiii 
isn't  faring  so  well. 

BY  MARK  TATGE  WITH  EVAN  HESSEl 

ALONG  WESTERVILLE  ROAD  I^i 
Columbus,  Ohio  the  Schotten- 
stein's  department  store  is  i 
crumbling  mess.  The  tan  brick 
building  sits  in  a  weedy  indus- 
trial corridor,  not  far  from  a  mobile  homei 
park  and  a  used  car  dealership.  Shopping 
carts  lie  overturned  on  the  cracked  asphalt 
If  not  for  lights  burning  inside,  the  store 
might  be  mistaken  for  a  board- up.  Inside, 
a  5-foot  plastic  singing  Santa  Claus  has  no 
one  to  entertain.  Turkey  fryers  ($30)  tower 
over  sequined  evening  gowns  ($50);  dis- 
plays of  Hungarian  Fish  Rub,  guava  jelly 
and  zip-up  stiletto  boots  follow  one  upon 
the  other.  The  speakers  blare  "Get  shop- 
ping!"— as  if  anyone  were  listening. 

Some  investors,  apparently,  are.  Schot- 
tenstein's  has  lately  been  the  target  of  snip- 
ing on  Yahoo's  message  boards.  "My  fam- 
ily built  this  company,  and  I'll  run  it  any 
damn  way  I  wish,"  wrote  someone  posing 
as  company  Chairman  Jay  L.  Schottenstein. 
"If  we  want  to  drive  it  into  the  ground,  by 
golly,  we'll  drive  it  into  the  ground." 

Schottenstein  sued  Yahoo  to  have  the 
comments  removed,  but  he's  done  little  to 
end  the  slump.  Same-store  sales  at  the  86- 
year-old  discount  retailer — the  recently  re- 
named Retail  Ventures,  which  includes 
Schottenstein's  and  Value  City  department 
stores,  Filene's  Basement  and  DSW  Shoe 
Warehouse — have  dropped  each  of  the 
past  three  years.  For  the  26  weeks  ended 
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Four  ways  the  right 

Insurance  protection  can 

complete  your  retirement  plan. 


You're  working  hard  to  grow  wealth  for  a  comfortable  retirement.  But  if  you 
haven't  protected  your  assets  against  some  very  real  risks,  your  plan  isn't 
complete.  That's  where  Prudential  Financial  can  help.  We'll  explore  a  variety 
of  ways  life  insurance  can  help  protect  your  retirement  plan.  And  show 
you  how,  in  addition  to  a  death  benefit,  life  insurance  can  provide  potential 
cash  accumulation  to  supplement  your  retirement  income.  It's  the  knowledge 
you  need  to  retire  with  confidence— and  you'll  find  it  at  Prudential. 


Retirement 

Protection 

Solutions 


Prudential's  asset 
protection  solutions 
are  available  through 
licensed  Prudential 
professionals,  as  well 
as  many  independent 
financial  professionals. 
Ask  your  financial 
professional  about 
our  wide  selection 
of  products. 

■  Variable  life  insurance 

•  Universal  life  insurance 

•  Term  life  insurance 

■  Income  protection 

■  Estate  protection 

■  Business  protection 


Situation  1: 

Premature  death  of  a  spouse 

Life  insurance  can  iielp  you  realize 
the  retirement  you  have  planned,  even 
if  your  spouse  can't  be  there  with  you. 
A  Prudential  professional  can  review 
your  life  insurance  needs  and  make 
sure  you're  adequately  covered.  So  you 
won't  have  to  worry  about  obligations 
like  mortgage  and  college  payments 
diverting  funds  from  your  retirement. 

Situation  2: 
Business  planning 


Situation  3: 
Needing  long  term  care 


At  some  point  in  your  life,  there's  a  chance 
you'll  need  care  for  a  long  term  illness  or 
ii\jury — care  that  can  have  a  high  price 
tag.  Long  term  care  insurance  can  help  you 
meet  these  rising  costs,  while  protecting  the 
wealth  you've  allocated  for  retirement. 
Talk  to  a  financial  professional  to  see  if 
this  coverage  is  right  for  you. 


Situation  4: 

Suffering  a  disability 


If  you  own  a  business,  a  smart  business 
continuation  strategy  should  be  part  of 
your  retirement  plan.  Life  insurance 
can  serve  a  variety  of  critical  business 
continuation  needs,  from  protecting 
against  financial  losses  cau.sed  by  the 
death  of  a  key  employee,  to  helping  ensure 
a  smooth  transition  when  you  retire. 


A  disabling  illness  or  injury  can  have 
devastating  financial  implications — the 
absence  of  cashflow  from  missed  time  at 
work  could  take  its  toll  on  your  overall 
assets.  We'll  show  you  how  disability  income 
insurance  and  other  income  protection 
strategies  can  help  keep  your  retirement 
funds  out  of  harm's  way. 


Start  with  a  comprehensive  needs  analysis.  A  thorough  insurance  needs  analysis 
provides  an  in-depth  look  at  the  areas  where  you  might  need  financial  protection.  Take 
the  first  step  toward  a  more  confident  retirement.  Contact  an  independent  agent  in  your 
area,  or  schedule  an  appointment  with  a  Prudential  financial  professional  near  you. 

1-800-THE-ROCK  ext.3128       www.prudential.com 

Prudential  &  Financial 

Growing  and  Protecting  Your  Wealth® 

^10/2003.  Policies  contain  exclusions,  limitations,  reductions  of  benefits  and  terms  for  keeping  them  in  force.  Your  financial  professional  con  provide  you  with  costs  and 
implete  details.  For  more  complete  information  about  variable  life  insurance,  including  charges  and  expenses,  coll  for  a  prospectus.  Read  it 
irefully  before  you  invest  or  send  money.  Life  insurance  is  issued  by  The  Prudential  Insurance  Company  of  America,  Newark,  Nl  and  its  affiliates.  Securities  products 
id  services  ore  offered  through  Pruco  Securities  Corporation  (member  SIPC).  All  ore  Prudenhol  Financial  componies.  Each  is  solely  responsible  for  its  own  financial  condition 
id'contractuol  obligations.  ^Withdrawals  and  loans  will  reduce  cosh  values  and  death  benefits,  and  may  hove  tax  consequences.  Availability  of  disability  income  and  long-term 
ire  insurance  varies  by  carrier  and  state.  IFS-A084839 


Retail  Misadventures 


Aug.  2  the  company  lost  $16.8  million  (be- 
fore accounting  changes)  on  revenue  of 
$1.2  billion.  Expenses  are  out  of  control, 
running  $910  million  last  year,  more  than 
twice  as  high,  on  a  percent-of-sales  basis, 
as  those  of  its  nearest  competitors,  TJ  Maxx 
and  Marshalls,  units  of  TJX  Compa- 
nies. At  a  recent  $5,  shares  are  down 
from  a  1992  high  of  $25. 

What  does  Schottenstein,  grand- 
son of  the  company's  founder 
Ephraim,  have  to  say?  "He  doesn't  like 
to  talk.  He  focuses  almost  all  his  time 
on  the  business  world  and  the  chari- 
table world,"  says  a  spokesman,  adding 
that  he  is  "very  busy"  Busy,  indeed — 
expanding  the  family's  private  hold- 
ings. Since  2000  Jay  has  led  a  takeover 
of  a  West  Coast  real-estate  investment 
trust,  Burnham  Pacific  Properties,  and 
acquired  300  stores  and  leases  from  the 
bankrupt  Montgomery  Ward  and 
Kmart  chains,  in  partnerships  with 
Kimco  Realty  and  other  investors.  The 
Schottenstein  family  now  owns  50 
shopping  centers  via  its  private  hold- 
ing company,  Schottenstein  Stores 
Corp.  (SSC),  which  earned  $72  million 
on  sales  of  $650  million  last  year. 

Some  of  the  family's  wealth — an  esti- 
mated $800  million — comes  from  Retail 
Ventures  and  American  Eagle  Outfitters,  in 
which  it  owns  a  26.5%  stake.  But  a  lot  is  in 
SSC,  which  has  multiple  multimillion-dollar 
contracts  with  Retail  Ventures  (ne  Value 
City),  according  to  filings  with  the  Securities 
&  Exchange  Commission.  Last  year  it  paid 
SSC  at  least  $  1 . 7  million — and  possibly  a  lot 
more — for  legal  services;  benefit -plan  work; 
insurance  and  claims  administration;  store 
planning  and  design;  importing  of  mer- 
chandise; and  real  estate  management.  It 


property  records  and  stores  in  three  states 
shows  that  at  least  a  half-dozen  of  them  are 
decrepit  and  should  be  closed.  Many  of 
them  are  too  large — at  an  average  87,000 
square  feet,  three  times  the  size  of  most 
venues  for  TJ  Maxx  and  Ross  Stores — an"d 


►  By  the  Numbers 

Schotts  in  the  Dark 

As  Retail  Ventures  sinks,  its  chairman,  Jay 
Schottenstein,  continues  to  prosper. 


LUJjJJ  J        Schottenstein's  total  2001 
compensation  from  American  Eagle  Outfitters, 
where  he  is  also  chairman. 

The  amount  of  Value  City 
stock— $1.6  million  worth— Schottenstein 
donated  to  charity  in  2001. 


The  rise  in  executive  compensation  at 
Retail  Ventures  (formerly  Value  City)  since  1998. 

What  $10,000  invested  in  Value  City 
ck  at  the  1991  public  offering  would  be 
worth  today. 

Source:  Company  reports. 


too  difiicult  for  shoppers  to  navigate.  Some 
stores  are  located  in  declining  neighbor- 
hoods or  away  from  newer,  high-traffic  re- 
tail venues  populated  by  Target,  Wal-Mart, 
Best  Buy  and  Stein  Mart.  Why  not  change 
locations?  That  would  pose  problems  for 
Value  City  Furniture,  SSC's  privately  owned 
chain,  which  depends  on  the  public  depart- 
ment and  shoe  stores  to  drive  traffic. 

One  solution  might  be  to  kick  out  Jay 
Schottenstein.  That  would  be  hard:  Three 
family  members,  including  Jay  himself,  sit 


on  Retail  Venture's  board.  SSC  controls  68% 
shelled  out  another  $1 1.9  million  to  join  a  of  the  company's  common  shares,  and  Jay 
self-insured  workers'  compensation  pro-  owns  78.4%  of  SSC.  Moreover,  in  1991  when 
gram  run  b>  -fc.  The  year  before,  SSC  un-  Jay  and  his  dad,  Jerome,  took  the  depart- 
loaded  $11.9  mil  lion  in  Bugle  Boy  apparel  it      ment  stores  public,  they  wrote  a  clause  into 


couldn't  sell  "."  .-ost  witli  a  handling  fee," 
say  SEC  filings. 

SSC  is  also  Retail  Venturis  landlord, 
leasing  space  for  34  stores,  six  warehouses 
and  a  parcel  of  land.  Filings  li  ,  oi\ly  inini- 
mum  rents  paid,  not  totiils.  Broi .  -.s  estimate 


the  articles  of  incorporation  permitting  of- 
ficers and  directors  to  violate  their  fiduciaiy 
duties  by  giving  preferential  treatment  to 
SSC.  As  long  as  executives  followed  a  written, 
prescribed  set  of  steps  in  making  decisions, 
they  could  niiike  choices  that  adversely  af- 
the  stores  pay  an  average  $3  to  $3  pei-  square  fected  tlie  public  company's  best  interests. 
foot  (plus  taxes  and  insurance).  But  with  "This  is  really  bizarre  and  very  troubling," 
cheap  rents  come  liabilities.  A  review  of     says  Beth  M.  Young,  an  attorney  at  the  Cor- 


porate Library,  a  corporate  governan 
group.  The  clause  allows  SSC  to  cherrypi 
,the  best  opportunities  for  itself,  while  a 
solving  officers  of  liability.  "I  don't  think 
would  hold  up  in  court,"  says  Young. 
But  it  was  certainly  worth  testing. 
July  2001  Schottenstein  tried  to  bi 
the  public  company's  crown  jewels- 
DSW  Shoe  Warehouse  and  Filene 
Basement — for  $275  million,  inclui 
ing  $75  million  in  assumed  del 
Shareholders  sued,  alleging  Jay  w 
attempting  to  grab  assets  worth  mo 
than  $400  million.  Jay  withdrew  tl 
offer,  and  the  suit  was  dismisse 
Such  thrust  and  retreat  remind* 
longtime  Schottenstein  observers  o) 
move  Jerome  made  in  1985,  wh( 
creditors  accused  him  of  unfain 
stiffing  them  in  the  bankruptcy  ol 
Chicago  retailer,  Wieboldt  Store 
Jerome  and  other  shareholders  ar 
lenders  agreed  to  return  $30.8  mi 
lion,  settling  the  case  in  1991. 

Jay  may  have  another  shot  at  ba' 
gain-hunting — at  the  expense  of  R 
tail  Ventures'  shareholders.  Thr 
years  ago,  when  the  company  d 
faulted  on  $75  million  in  debt,  he  re 
cued  the  company  with  a  $175  miDion  i 
jection  of  capital.  The  money,  in  the  for 
of  loans  with  warrants  and  conversion  fe: 
tures,  came  from  Cerberus  Partners,  a  Nt 
York  hedge  fund  run  by  Stephen  Feinbei 
and  from  the  Schottenstein  fami 
(through  SSC).  The  seemingly  genero 
terms  permit  Retail  Ventures  to  defer  pa 
ing  interest,  adding  to  the  loan  balanc 
That  raises  the  number  of  Retail  Ventui 
shares  collected  if  they  convert  the  loan  in 
equity.  If  the  investment  were  convert 
today,  Jay  and  Feinberg  would  own  at  le; 
85%  of  Retail  Ventures.  Jay  could  mak( 
tender  offer  for  the  remaining  6  milli( 
shares  for  $36  million  and  take  the  whc 
thing  private.  For  an  investment  of  $3i 
million  (including  the  value  of  the  cor 
mon  shares  they  hold  now),  Feinberg  ai 
the  Schottensteins  would  own  a  compa 
probably  worth  a  lot  more  than  that.  If 
were  assessed  at  the  enterprise-value-t 
sales  ratio  enjoyed  by  other  closeout  reta 
ers,  it  would  be  wordi  at  least  $800  millic 
No  wonder  Jay  doesn't  have  much 
say  to  the  public. 
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no? 


c  It  blitz. 


Kevin  Plank,  founder 
Under  Armour 
Performance  Apparel 


nder  Armour  has  won  big,  thanks  to  firictncing  from  CIT,  and  a  great  idea: 

high-tech  sports  apparel  that  stays  dry  and  tight  even  when  drenched. 

For  financing  that  performs,  visit  CIT; com.  We  see  what  you  see. 
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THESE  D,WS  THE  BIG  STAR  AT 
Sony  Pictures'  special- 
effects  shop,  Imagevvorks, 
isn't  Spider-Man  or  Stuart 
Little — it's  a  piece  of  soft- 
ware called  Linux.  Twelve 
years  ago  a  Finnish  college 
dent  named  Linus  Torvalds  hacked  it 
;ether  and  gave  it  away  on  the  Internet, 
ice  then  thousands  of  programmers 
und  the  world  have  developed  it  col- 
loratively,  crafting  an  operating  system 
It  is  fast,  stable  and — best  of  all — free. 
So  instead  of  buying  pricey  special- 
d  computers  from  the  likes  of  Silicon 
aphics,  the  techies  at  Imageworks  sim- 
load  Linux  onto  hundreds  of  cheap 
el-based  PCs  to  crank  out  dazzling 


But  this  love  affair  with  freeware  may 
prove  costly.  SCO  Group,  a  $64  million 
(sales)  software  shop  in  Lindon,  Utah  that 
owns  copyrights  to  the  Unix  system  that 
inspired  Linux,  aims  to  collect  fees  from 
companies  that  use  the  free  code,  ft  may 
target  Hollywood  next.  "They're  using  a 
ton  of  Linux  in  Hollywood,  so  they've 
become  a  lightning  rod  for  us,"  says  Darl 
McBride,  SCO's  chief  executive. 

McBride  points  out  that  Hollywood 
studios,  keen  to  protect  their  movies  from 
being  pirated  on  the  Internet,  have 
preached  the  need  to  respect  copyrights. 
"It's  hypocritical  for  them  to  be  going 
around  saying  that  they  don't  want  their 
stuff'  to  be  given  away  for  free,  but  at  the 
same  time  saying,  'Boy,  this  free  stuff  sure 


hasn't  proven  its  claims  are  legitimate. 
Formerly  known  as  Caldera,  the  firm 
didn't  even  play  a  role  in  creating  Unix, 
laying  claim  to  it  through  a  circuitous 
round  of  deals.  AT&T  sold  its  Unix  version 
in  1992  to  Novell,  which  in  1995  sold  it  to 
a  firm  named  Santa  Cruz  Operation, 
which  in  2001  sold  it  to  Caldera.  Santa 
Cruz  became  Tarantella  and  last  year 
Caldera  renamed  itself  SCO. 

So  what  if  the  studios  tell  SCO  to  take 
a  hike?  "We're  going  to  force  people 
down  a  path,"  McBride  says.  "They  can 
choose  licensing  or  litigation.  If  someone 
says  they  want  to  see  a  court  ruling  before 
they  pay,  we'll  say,  'Fine,  you're  the  lucky 
winner.  We'll  take  you  first.'  I'd  be  sur- 
prised if  we  make  it  to  the  end  of  the  year 


Holding  Up 

Hollywood 

^^  BY  DANIEL  LYI 


cts  tor  movies  like  Lord  of  the  Rings, 

biscuit  and  Spider-Man.  Better  yet, 

se  low-cost  systems  are  way  more 

verfril  than  what  they  replaced. 

"Almost  everything  we  do  now  we 

lid  not  have  done  before,"  says  George 

lov'e,  a  senior  vice  president  at  Image- 

rks.  "To  have  Spider-Man  swinging 

ough  New  York  City,  to  have  the  entire 

— the  sky,  the  buildings,  everything  in 

t  frame — digitally  created,  that  could 

have  been  done  five  years  ago." 

Most  of  Hollywood's  big  special- 

cts  and  animation  companies  now  use 

ux.  DreamWorks,  maker  of  Shrek  and 

'md,  boasts  on  its  Web  site  of  its 

oundbreaking  adoption  of  Linux." 

ital  Domain,  which  worked  on  Titanic 

Apollo  13,  runs  Linux  on  about  1,000 

cessors.  Lucas  Digital  runs  Linux  on 

rly  1,500  boxes  to  create  effects  for  the 

r  Wars  epics  and  Harry  Potter  movies. 


is  cool,' "  he  says. 

And  Hollywood  is  just  the  start.  SCO, 
which  has  retained  hired  gun  and 
Microsoft  nemesis  David  Boies,  plans  to 
target  titans  of  financial  services,  trans- 
portation companies,  government  agen- 
cies and  big  retail  chains,  says  Christopher 
Sontag,  an  SCO  senior  vice  president.  SCO 
aims  to  collect  a  one-time  fee  of  $699  for 
every  server  processor  that  runs  Linux. 
That  would  offer  a  nice  windfall:  World- 
wide, nearly  2.6  million  machines  run  a 
server  version  of  Linux,  says  IDC,  a  mar- 
ket researcher.  SCO  has  a  list  of  300,000 
Linux  servers  and  their  owners.  Earlier 
this  year  it  sent  warning  letters  to  1 ,500 
big  companies  and  claims  some  have 
signed  up,  though  it  won't  name  any. 
"We're  ahead  of  plan,"  Sontag  says. 

McBride  concedes  that  many  firms 
scoffs  at  the  notion  of  paying  fees  to  some 
little,  unknown  outfit,  especiaUy  since  SCO 


LYONS 

without  filing  a  lawsuit." 

SCO  began  its  litigious  crusade  in 
March  when  it  sued  IBM  for  $3  billion, 
alleging  IBM  developers  put  Unix  code 
into  Linux.  IBM  denies  it  and  has  filed  a 
counterclaim;  a  federal  trial  is  set  for  2005 
in  Salt  Lake  City. 

By  contrast,  the  assault  on  Hollywood 
has  started  on  a  softer  note.  SCO  claims  it 
has  had  brief  conversations  with  execu- 
tives at  Fox,  Universal  and  Sony  Pictures. 
Patrick  Scholes,  an  investment  banker  at 
Morgan  Keegan  &  Co.  who  advises  SCO, 
says  that  on  Oct.  9  he  spoke  by  phone 
with  Mitch  Singer,  a  senior  vice  president 
at  Sony  Pictures,  broaching  the  fact  that 
Hollywood  companies  use  a  lot  of  Linux. 
Scholes  says  Singer  understood  the  impli- 
cation. "He  said,  'Okay,  I  can  read 
between  the  lines,'"  Scholes  recalls. 

Singer  was  unavailable  for  comment. 
Sony's  Imageworks  runs  Linux  on  1,400 
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dual-processor  servers.  But  executives 
there  say  they  have  had  no  conversations 
with  SCO,  and  Imageworks  President  Tim 
Sarnoff  says  he  isn't  worried.  "It's  not  on 
our  radar  right  now."  DreamWorks  and 
Lucas  Digital  declined  to  comment  on 
SCO's  threats,  as  did  Digital  Domain. 

Most  of  these  companies  use  Linux  in 
"render  farms,"  where  hundreds  of  low- 
cost  Intel-based  servers  are  yoked 
together  to  do  the  number-crunching 
needed  to  churn  out  visual  effects  and 
animated  images.  Imageworks  and  others 
also  use  Linux  to  power  some  desktop 


machines  that  artists  use. 

Until  two  years  ago  most  effects 
shops  used  expensive  workstations  from 
Silicon  Graphics.  The  SGI  machines  used 
specialized  chips  and  SGl's  own  souped- 
up  version  of  Unix.  But  these  days  ordi- 
nary Intel  machines  can  outgun  SGI 
machines  for  a  fraction  of  the  price,  and 
free  Linux  sharpens  that  edge.  Hammer- 
head Productions,  a  30-person  effects 
house  in  Studio  City,  Calif  that  created 
effects  for  Blue  Crush  and  2  Fast  2  Furi- 
ous, uses  Linux  machines  that  cost  one- 
tenth  the  price  of  its  old  SGI  gear — 


Test  Case 


Richard  M.  Stallman  has  a  chip  on  his 
shoulder.  He  is  irked  because  people 
use  the  name  "Linux"  to  refer  to  an  op- 
erating system  that  rightly  should  be  called 
"GNU/Linux,"  reflecting  the  fact  that  Stallman 
and  other  developers  actually  built  much  of 
this  system  as  part  of  an  earlier  project  to 
create  a  free  version  of  Unix  called  GNU.  Linux 
is  only  the  kernel,  the  nucleus  of  the  system. 
Yet  a  Google  search  of  the  Web  yields 
414,000  citations  of  this  supposedly  inaccu- 
rate description,  versus  only  18,900  for  "GNU/Linux  operating  system." 

Who  cares,  really?  Stallman  does.  The  renowned  software  hacker  refuses  to  talk  to 
reporters  unless  they  call  the  OS  "GNU/Linux"  rather  than  "Linux."  Stallman  has  spent 
20  years  on  a  crusade  to  make  software  free.  In  addition  to  writing  code,  in  1989  this 
Rasputin-like  former  MIT  research  scientist  wrote  the  first  version  of  the  eccentric 
license  under  which  Linux  and  many  other  free  programs  are  distributed.  The  GNU 
General  Public  License  (gpl)  has  produced  an  ever-expanding  universe  of  free  soft- 
ware. But  now  it  may  face  its  first  legal  test  in  the  SCO's  lawsuit  versus  IBM  over  Linux. 
In  creating  the  GPL,  Stallman  found  a  clever  way  to  turn  the  copyright  system  on  its 
head:  Instead  of  helping  keep  code  secret,  the  GPL  pushes  code  into  the  public  domain. 
Developers  who  distribute  software  under  GPL  agree  to  publish  their  "source  code,"  the 
secret  commands  that  run  programs.  Others  can  use  that  source  code— but  if  they 
modify  it  or  add  to  it  in  a  program  they  sell  or  distribute,  they  must  share  the  source 
code  of  the  derivative  work,  too.  Stallman  calls  this  "copyleft"  (the  opposite  of  "copy- 
right") and  has  used  the  Free  Software  Foundation  (fsf),  a  charitable  organization  he 
founded  in  1985,  to  conduct  hundreds  of  "enforcement  actions."  Recently  the  FSF  de- 
manded that  Cisco  Systems  publish  the  source  code  for  a  router  that  runs  Linux.  Some 
say  such  crackdowns  could  scare  away  other  commercial  software  and  hardware 
makers  from  using  GPL  programs  in  their  products. 

Now  the  validity  of  ;he  GPL  itself  has  been  called  into  question.  IBM  cited  the  GPL  in 
its  defense  against  StO's  claims,  but  SCO  argues  the  GPL  is  unenforceable  and  doesn't 
trump  U.S.  copyright  lav  In  s  wniid  twist,  IBM,  which  owns  one  of  the  largest  patent 
portfolios  in  ihe  world,  ric w  fin(i5  ifseif  aiiiod  with  a  shaggy  ideologue  who  opposes 
patents,  copyrights  and  oven  the  practice  of  charging  money  for  software— something 
IBM  has  been  known  to  do  from  ti,>ie  to  time  —D.L. 


$1,200  versus  $12,000— and  yet  are  t< 

times  faster,  says  Thaddeus  Beier,  direct 

,  of  technology. 

Beier,  who  runs  a  30-server  rendi 
farm,  says  he  hasn't  heard  from  SCO,  b| 
the  idea  of  being  asked  to  pay  for  Lini 
makes  him  furious.  "That  just  sends  r 
right  up.  If  I  had  explosives,  I'd  be  in  St 
Lake  City,"  he  says,  adding  that  if  SC 
presses  him,  he  may  drop  Linux  a^ 
switch  to  a  free  version  of  Unix. 

Some  tech  execs  say  SCO  is  bluffii 
and  running  a  shakedown.  Investc 
believe  otherwise;  after  all,  SCO  pre\: 
ously  bought  a  little-known  progra 
related  to  Microsoft  DOS  and  exactec 
multimillion-dollar  settlement  frO' 
the  formidable  software  giant.  Si\ 
shares,  which  traded  at  less  than  ! 
before  SCO  sued  IBM,  have  soared  i 
$17.36.  And  even  at  that  pri 
Deutsche  Bank  analyst  Brian  Ski. 
rates  SCO  a  buy,  saying  it  could  hit  $ 
in  the  short  term. 

Two  investors.  Integral  Capi 
Management  and  Royce  &  Associat 
recently  have  boosted  their  stakes- 
SCO,  Securities  &  Exchange  Comm 
sion  filings  show.  In  October  BayS- 
Capital  paid  $50  million  to  acquir 
17.5%  stake  in  SCO  through  a  priv? 
placement  of  2.9  million  shares. 

BayStar  is  betting  that  SCO  will 
able  to  collect  license  fees  from  Lin 
users.  "We  think  this  licensing  initiat 
is  going  to  work,"  says  Lawrence  Go 
farb,  managing  partner.  "We  spent  a 
of  time  calling  around  to  potent 
licensees,  and  we  believe  SCO  is  going 
sign  enough  companies  to  make  this 
interesting  growth  story." 

McBride's  assault  on  the  "peace  a 
love"  Linux  movement  already  I 
made  SCO  the  most  hated  villain  in 
computer  industry.  Now  he  wants 
shake  down  the  people  who  make  c 
toons  for  kids.  Happy  to  play  the  hej 
he  tells  of  receiving  voice  mail  recer 
from  an  anonymous  caller  who  ch 
lenged  him  to  a  fistfight,  leaving  a  c 
back  number,  "if  you  have  the  gui 
Feeling  playful,  he  had  his  secret; 
contact  the  irate  critic  and  offer  to 
an  appointment  for  the  clash.  The  ca 
declined. 
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( APPROVED. 


ARE  YOU 
SURE? 


Before  you  rubber-stamp  AT&T  and  AT&T  Wireless, 
make  sure  you  get  the  facts  from  Sprint. 


With  Sprint  as  your  wireless  and  wireline  provider,  your 
employees  get  a  more  complete  nationwide  network. 

•  Fewer  FCC  reportable  long-distance  network  outages 
nationwide  for  seven  years  running 

•  One  company  and  network  staff  managing  wireline  and 
wireless  service  as  a  single,  integrated  network 

•30%  more  advanced  wireless  coverage  so  you  can  quickly 
access  your  corporate  data  in  more  places 

•  Laptop  connections  nearly  twice  as  fast  for  wireless  access 
to  your  corporate  network 

Get  the  facts  at  sprint.com/facts  or  call 
866-700-0029  for  a  Business  Representative. 


Sprint 


One  Sprint.  Many  Solutions.^*^ 

Voice/Data         PCS  Wireless         Internet  Services         E-Biisiness  Solutions         Managed  Services 


lairfis  based  on  published  averages  from  each  carrier  and  other  information.  Realized  speeds  will  vary  based  on  devices,  tasks  and  other  factors  Coverage  claims 
n  the  enhanced  Sprint  Nationwide  PCS  Network  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included 
liable  service  plans  excluding  roaming  areas.  Copyright  ©  Sprint  2003,  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  R 
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Life  Afte 


A  hike  in  Nepal  made  John  Wood 
think  a  Microsoft  career  wasn't  so 
important  after  all  |  by  robyn  meredith 


ption^ 


JOHN  WOOD  WAS  TWO  DAYS  INTO  AN  shocked  Wood  was  the  library.  "Where  are  year — to  start  a  new  career  running  a  S;l 

1 8-day  trek  along  Nepal's  Annapurna  the  books?"  he  asked.  Francisco  nonprofit  group  that  builds  l| 

Circuit  when  he  stopped  for  tea.  At           The  answer  to  that  question  led  Wood  eracy  in  some  of  the  world's  poorest  plao 

the  teahouse  he  met  a  teacher  who  invited  to  ditch  a  nine-year  career  at  Microsoft —  It  turned  out  that  the  Nepalese  town 

him  to  visit  his  village  school.  What  and  options  worth  seven  figures  in  a  good  school  library  had  a  cabinet  full  of  boo! 


^  "^i 

set 

\  ^ 

^^^^^1 

-^^^^^ 

^^%?^^ 
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i- 
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Not  your  everyday  corpo.aJe  mee.ing.  Wooci  s  ftoom  to  Road  chariti-  helped  a  rural  school  in  Nepal  set  up  Its  first  library,  with  500  books. 
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average 
20-40  Kbps 


Send  and  receive  attachments. 


average 
50-70 Kbps 


Send  and  receive  attachments  nearly  twice  as  fast. 


Your  business  can  get  more  done,  faster, 
in  more  places  nationwide  with  the  Sprint 
advanced  wireless  network. 


Compared  with  the  AT&T  Wireless  Next  Generation  network, 
Sprint  gives  you: 

•  Laptop  connections  nearly  twice  as  fast  ■    '''^^  connection  card." 

^^m  Insert  It  in  a  laptop. 

•30%  larger  coverage  area  ^^^^        cetawireiess 

•  Over  30  million  more  people  covered  '^°™' '"" 


All  of  this  and,  of  course,  clear  calls  on  the 
most  complete,  all-digital  wireless  network  in  the 
nation  to  make  your  business  more  effective. 


Get  the  facts  at  sprint.com/facts  or  call  877-459-8144  for  a 
Business  Representative. 


Sprint 


One  Sprint.  Many  Solutions?' 


Voice/Data  PCS  Wireless         Internet  Services         E-Business  Solutions         Managed  Services 


aims  based  on  published  averages  from  each  carrier  and  other  information.  Realized  speeds  will  vary  based  on  devices,  tasks  and  other  factors  Coverage  claims  based  on 
inced  Sprint  Nationwide  PCS  Network  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included  with' available 
ilans  excluding  roaming  areas.  Copynght  ©2003  Sprint  Spectmm  LP  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  R 
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Food  cornpanies  are  always  searching  for  the  next 

/ 

great  pew  product.  One  juice  maker  decided  their  l<ey 
to  success  was  making  a  better-tasting  orange  juice. 
Working  with  Carglll  led  to  an  important  discovery. 
Much   like  grapevines,   orange  trees  of  a  certain 


age  produce  more  flavorful  juice.  Cargill  found  a  way 
to  source  oranges  only  from  those  trees,  process 
them  and  ship  them  in  a  separate  supply  chain.  Now 
the  company  is  marketing  a!  better-tasting  juice  made 
from  specially  selected  oranges,  and  toasting  its 
success.  This  is  how  CargjII  works  with  customers. 
collaborate     >    orhate    >     succeed 


Cargill 

Nourishing  Ideas.  Nouristiing  People: 


www.cargill.com 
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mostly  castoffs  from  backpackers  like  him- 
self. But  because  books  were  so  precious, 
they  were  locked  inside.  So  at  a  cybercafe  in 
Kathmandu,  Wood  sent  an  e-mail  to  100 
friends,  telling  the  story  of  the  library,  say- 
ing he'd  promised  to  send  books  and  ask- 
ing them  to  mail  him  books  for  Nepal.  "I 
thought  I'd  get  100  or  200 
books,"  said  Wood. 

A     couple     of 
months  later  he  was 
back  in  Nepal  to  de- 
liver the  books — all 
3,000  of  them.  How 
do  you  get  38  boxes 
of  books  to  a  Hi- 
malayan town  that  is 
two  days'  walk  from 
the  end  of  paved 
roads?  You  ship  them 
to  Kathmandu,  truck 
them  to  where  the 
road  ends,  lash  them 
to  eight  mules  and 
start   walking.   Two 
days  later  hundreds 
of  Nepalese  children 
greeted  Wood  and  his 
mule  train  with  garlands 
made  of  marigolds. 

"I  loved  working  at  Microsoft,  but 
something  in  me  absolutely  snapped  on 
that  trip,"  says  Wood,  who  was  director  of 
business  development  for  Microsoft  in  Bei- 
jing at  the  time.  "I'd  sit  at  my  desk,  and  I 
didn't  have  passion  for  my  work  anymore. 
The  bonus  didn't  mean  anything  to  me. 
The  stock  options  didn't  mean  anything." 

So  he  quit  in  late  1999.  He  walked  away 
from  unvested  options  with  strike  prices  as 
low  as  $1,  at  a  time  when  the  stock  was 
trading  in  the  mid-40s.  He  says  he  never 
did  calculate  exactly  how  much  money  he 
left  on  the  table.  "If  I  had,  I  would  have 
probably  not  had  the  courage  to  leave.  It 
was  too  big  a  number,"  he  says. 

Wood  thought  it  would  be  easy:  just 
open  his  card  file  and  ask  his  .friends  and 
business  associates  to  donate.  Most  of  those 
in  his  file  said  no.  Friends  thought  he  was 
crazy  to  leave  Miiiosofi  And  who  donates 
to  a  startup  charity^ 

Four  years  later  he  has  expanded  Room 
to  Read  from  Nepal  to  include  Vietnam, 


Cambodia  and  India.  The  charity  has  buUt 
63  village  schools.  It  has  stocked  700  li- 
braries with  300,000  books — half  in  Eng- 
lish and  half  in  local  languages.  In  towns 
with  electricity  it  has  bmlt  22  computer  labs 
and  language  labs.  And  it  has  raised  enough 
money  for  scholarships  to  send  412  girls 


dt 


Building  Literacy 

""""  Ro-  ,0  Rea.  has  co,,ec,cd  $1.3 -on  .n  cash 


donations  and  $1.2  million  in  km 

Room  to  Read  projects 

Build  a  school 
Stock  a  library 
Computer  lab  or 
language  lab 
Ten-year  scholarship 
for  one  girl 

Source:  Room  to  Read. 


Cost 

$5,000 
1,000 

12.000 

2,500 


Number 
completed 

I 

700 


to  school  for  ten  years  in  countries 
where  families  who  can't  afford  the  fees  for 
public  schools  usually  send  only  boys. 

He's  the  kind  of  guy  whose  idea  of 
effective  fundraising  is  taking  prospects  on 
a  long  run,  then  talking  over  a  couple  of 
beers.  That  worked  on  Thomas  Romary, 
vice  president  of  marketing  at  Alaska  Air- 
lines. After  hearing  about  Room  to  Read 
from  a  fellow  mountain  climber,  Romary 
turned  his  planned  ascent  of  Cho  Oyu  in 
the  Himalayas  into  a  fundraiser.  He  made  it 
to  the  26,906-foot  summit,  raismg  $10,000, 
then  trekked  to  the  villages  where  his  two 
schools  would  be  built  with  the  money. 

Five  months  later  two  rural  Nepalese 
schools  had  clean,  well-lit  classrooms,  new 
desks  and  libraries  full  of  books.  Before, 
diey  had  had  dirt  floors.  One  was  short  on 
windows  but  had  a  missing  wall  to  let  in 
light. 

Wood,  who  is  39  and  has  no  children  of 
his  own,  made  mistakes  along  the  way.  No 
more  book  donations  from  individuals. 
"People  sent  us  a  crossword  puzzle  book 


with  the  answers  already  filled  in,"  he  sa) 
,  Instead  publishers  and  booksellers  li 
Amazon.com  donate  books  in  bu 
Scholastic  donated  40,000  children's  boo 
last  month.  Microsoft  and  some  emplo 
ees  have  sponsored  schools  and  libraries 
Corruption  has  been 
occasional  problem,  esp 
cially  in  Vietnam 
Northern  Vietnam  oi 
town's     officials 
manded  $100  to  alld 
Room  to  Read  to  build 
computer   lab    ther 
Room  to  Read  bu 
elsewhere.    Anoth 
town  asked  the  chari 
to  pay  expenses  for 
town  elder  to  fly  to 
boondoggle  conferen 
in  Washington,  D.< 
No  dice.  Wood  gave 
to  one  request:  A  tovi 
asked  the  charity 
donate  100  pounds 
rice  in  addition  to  pa 
ing  for  a  library. 
To  keep  an  eye  c 
the  money,  Wood,  his  staff  ai. 
donors  go  back  to  schools  and  libraries  tl 
charity  has  paid  for  once  they've  been  bui 
If  they  want  to  know  how  well  a  school 
doing,  they  ask  the  parents,  not  the  teacl 
ers.  To  Wood  it  is  the  same  quality  contr 
he  saw  in  the  business  world.  "I  asked  m 
self,  what  would  [Microsoft  boss  Stevei 
Ballmer  do?"  says  Wood. 

To  keep  costs  down  and  local  respon; 
bility  high,  Wood  has  hired  just  14  pa 
employees — 2  are  in  the  San  Francisi 
headquarters  and  the  rest  in  countri 
where  the  charity  operates.  So  far  Wo( 
hasn't  taken  a  salary.  The  charity's  on 
head  runs  at  a  rock-bottom  5.3%  of  don 
tions.  This  year  Room  to  Read  collecti 
$1.3  million  in  cash  donations  and  $1 
million  in  kind,  mosdy  books  from  pu 
Ushers.  The  charity  requires  villages  to  co 
tribute  half  the  resources  required  to  ba' 
schools  or  libraries,  such  as  land  or  labo 
Wood's  goal  is  to  help  educate  10  m 
lion  kids  in  20  countries.  He  is  2.5%  oft 
way  there,  the  equivalent  of  a  half-da; 
walk  on  the  Annapurna  trail. 
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Ours  isn't  the  only  name  qn  the  box. 

Dr.  Burke  has  a  reputation  to  uphold.  Getting  the  job  done  right  the  first  time  isn't 
just  a  goal,  it's  a  promise.  She  uses.  FedEx  InSight.  It  lets  her  check  up  on  delivery 
and  package  content  over  the  W^feb,  so  she's  sure  the  right  materials  are  going 
to  the  right  places  at  the  right  tiffie.  Judging  from  the  smiles  on  her  patients' 
faces.  Dr.  Burke's  doing  a  pretty  good  job. 


f?elax,  it's  FedEx. 


fedex.com 
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Pantnne 


The  Color  of  Money 

Pantone's  patriarch  built  a  thriving  family  business  by  inventing  a 

color-coding  system  for  the  print  world.  Now  his  son  and  daughter 

must  ensure  survival  in  the  digital  age  |  by  allison  pass 
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AT  THE  BEN  &  JERRY'S  QUALITY  ASSUR- 
ance  lab  in  St.  Albans,  Vt.  a  technician  in 
a  wliite  coat  stands  before  a  black  Pantone 
light  box  and,  witli  a  careful  eye,  compares 
the  shade  of  cooked  brownies  in  a  petri 
dish  with  two  Pantone  color  cards.  If  the 
brownie  hue  falls  between  Pantone  469  rich 
brown  and  the  sharper  Pantone  490  purplish  brown,  it  means 
the  brownies  are  consistent  with  those  lumped  in  previous  pints 
and  are  neither  under  nor  overcooked.  And  a  waiting  truckload 
of  10  million  brownies  will  become  part  of  Ben  &  Jerry's  next 
shipment  of  Chocolate  Fudge  Bro\vn:e  ice  cream. 

Makers  of  thousands  of  products  use  ihe  Pantone  color  sys- 
tem, invented  40  years  ago  by  a  onetime  ink  mixer  named 
Lawrence  Herbert,  to  help  define  and  calibrate  their  appearance, 
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brand  colors,  print  ads  and  more.  Long  before  Lawrence  h 
worked  for  an  ad  agency's  printing  division,  named  Panto 
even  back  then,  he  saw  a  need  for  one  standard  system  of  m« 
suring  and  describing  colors,  so  that  inkmakers,  printing  coi 
panies  and  designers  would  all  be  on  the  same  page. 

So  he  bought  out  Pantone  in  1962,  devising  the  matchi 
scheme  that  tags  a  distinct  serial  number  on  each  of  1,114  cok 
(up  from  an  original  500),  and  buUt  it  into  a  secretive,  private 
held  family  empire  with  annua!  revenue  likely  near  $100  millic 
Lawrence,  74,  is  still  chairman  and  chief  executive;  in  2001 
acquiesced  to  handing  the  tide  of  president  to  his  son,  Richai 
now  age  42  and  with  the  company  for  20  years.  (Lawrence  1 
98%  of  die  equity;  each  of  his  four  children,  0.5%.)  Daugh 
Lisa  runs  the  textiles  division,  another  daughter  works  in  str 
egy  and  a  brother-in-law  is  also  on  the  Pantone  payroll. 


Some  people  see  a  problem. 

Others,  an  opportunity  to  triumph. 


Go  on.  Be  a  Tiger. 
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Dr  high  performers,  adversities  merely  a  showcase 
)r  their  innovation.  To  see^hovv  we  can  helpyour 
'ganization  be  a  high-perfeFiriance  business^  visit 
:centu  re.com  J 

insulting  •  Technology  •  Otp^urcing 
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High  performance.  Delivered 


Pantone 
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90%  , 
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Pantone  is  ubiquitous  in  graphics  depart- 
ments around  the  world,  the  metric  by  which 
designers  define  just  the  right  shade  of  blue  for 
the  Gap's  logo  (Pantone  655)  and  the  perfect 
pink  for  Barbie's  (Pantone  820).  Pantone  chips 
likewise  help  Kellogg's  enhance  a  cereal  box  to 
stand  out  on  the  shelf  by  using  "spot"  colors  more 
vibrant  than  the  mixes  that  emerge  from  the  stan- 
dard four-color  printing  press.  The  designer  Nicole 
Miller  used  Pantone  to  pick  out  just  the  right  pur- 
ple for  a  slinky  silk  dress  that  sells  for  $335  at  Nie- 
man  Marcus;  it  is  number  19/3526. 

Lawrence  Herbert  has,  in  essence,  made 
something  out  of  nothing.  No  one  can  own  a 
color,  but  Pantone  owns  the  standard  for 
describing  it.  "In  principle,  you  don't  need  some- 
thing like  Pantone  to  define  color  and  color- 
matching,"  says  Johan  Lammens,  senior  color  sci- 
entist at  Hewlett-Packard.  Yet  even  HP  uses  a 
Pantone  license  to  certify  the  printers  it  sells  to  the 
design  industry. 

Some  70%  of  revenue  comes  from  a  decidedly 
old-fashioned  line  of  printed  color  cards  in  myriad 
versions,  akin  to  the  paint  chips  that  help  you  order 
up  a  can  of  Benjamin  Moore  baby  blue  for  the  bed- 
room. Pantone's  bestseUing  $82  color  formula  guide 
provides  the  exact  ratio  for  mixing  colors.  Each  year 
the  company  sells  half  a  million  or  more  sets  of 
these  cards  to  designers  in  art  departments,  archi-     | 
tecture  firms,  fashion  houses,  ad  agencies  and 
more,  persuading  many  customers  to  upgrade  to  a 
new  release  every  year. 

That  old  print  business  would  seem  destined  to 
wither  in  a  world  of  computer  screens.  It  is  the 
daunting  challenge  for  scion  Richard  Herbert  to 
keep  the  Pantone  name  pertinent  in  the  digital  age, 
which  drastically  changes  the  way  the  world  com- 
municates about  color.  He  is  pursuing  a  strategy  that 
could  be  described  as  Pantone  Everywhere,  aiming 
to  turn  the  brand  into  a  household  name  and  slap  it 
on  everything  from  backpacks  and  folders  to  other  makers' 
inks,  printers  and  software  to  a  new  line  of  printer  cartridges 
from  Pantone  itself.  Commg  soon:  a  line  of  Pantone  dishes 
to  be  sold  at  a  New  York  housewares  boutique  called  Fishs 
Eddy.  And  discussions  are  under  way  for  similar  Pantone- 
branded  home  products  to  be  peddled  by  a  400-store  national 
retailer  as  early  as  next  fall. 

"I  firmly  believe  that  in  the  next  three  to  five  years  the  finan- 
cial landscape  of  the  company  will  change  dramatically,  and  the 
valuation  wUl  go  up  dramatically,"  Richard  Herbert  says.  And 
toward  what  end — an  initial  public  offering,  maybe,  or  an  acqui- 
sition by  some  titan  like  Hewlett-Packard?  He  follows  the  family 
tradition  of  reticence,  saying  only  that  scllin^'  out  is  a  possibility 
"if  it  was  the  right  thing  to  do."  But  he  adds:  "The  Pantone 
trademark  is  our  biggest  asset.  To  be  paid  20  times  pretax  eain- 


>-  By  the  Numbers 

Colors  don't  look 

like  numbers.  But  at 

Pantone,  digits  are  the 

basis  behind  each  one. 
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ings  for  us  isn't  interesting.  No  one  is  starvin 

Richard  was  raised  not  far  from  Pantor 

current  home  in  Carlstadt,  N.J.  He  goti 

undergraduate  degree  at  Rensselaer  PolytechI 

institute  in  Troy,  N.Y.  in  1983  and  joined 

family  business.  Soon  after,  he  was  helping  P3 

tone  brace  for  the  PC  revolution.  His  first  busin 

trip  was  to  Silicon  Valley.  As  early  as  1984  he  he\. 

exploring  how  color  is  displayed  on  computer  mo 

tors.  In  late  1987,  when  desktop  publishing  boom 

Herbert  was  ready  with  a  Pantone  palette  for  compi 

graphics,  signing  up  the  Ukes  of  Adobe,  Quark,  Ap 

and  Epson. 

"When  all  those  companies  developed  produ( 

they  all  first  came  out  in  black  and  white,"  he  reca 

"When  they  came  out  in  color,  they  said  they  need 

Pantone  colors,  and  we  said,  'Fine,  we'U  give  you  Pt 

tone  colors.  We'll  send  you  a  license  agreement.  'S 

have  to  pay  a  royalty.'"  Now  more  than  400  fir 

license  the  Pantone  name,  contributing  about  15% 

revenue. 

Richard  also  worked  on  extending  the  print  bi- 

ness;  instead  of  selling  color  guides  merely  to  grapj 

designers,  as  his  father  had,  the  son  pushed  into  r 

areas  such  as  fashion  and  textiles,  the  division  his  .-- 

ter  Lisa  runs.  All  told,  he  figures  newer  businesses  n 

provide  up  to  half  of  total  revenue  and  profit. 

But  why  will  designers  continue  to  buy  Pantori 
printed  color  books,  if  the  colors  can  be  accessed 
the  Internet?  "I'm  sure  Pantone  is  worried  about  thi 
says  Walter  Zawacki,  senior  color  scientist  at  Flint  I , 
a  Pantone  ink  licensee.  "Pantone  didn't  supply 
digital  data  early  on,  probably  because  of  the 
Steven  Abramson,  president  of  Trumatch,  a  ri 
color-coding  system  based  on  the  hues  that  can 
achieved  through  standard  four-color  printi 
adds:  "Every  move  they  have  made  is  to  re; 
protect  the  solid-color  ink  business  they  ha 
and  I  don't  blame  them." 
Herbert  admits  that  sales  of  some  print  products  already 
slowing  and  that  the  ability  to  send  Pantone  specifications  d 
tally  could  erode  that  base.  But  he  says  the  color  guides,  like 
ones  used  by  the  Ben  8c  Jerry's  lab,  remain  Pantone's  bestsell 
product  and  complement  digital  work  flow  because  people  m 
to  see  how  a  color  appears  offline.  Computer  monitors  a 
printers  vary  widely  in  how  they  show  and  print  colors.  Thus 
addition  to  software  and  hardware,  Pantone  licenses  the  Pantc 
Color  Cue,  an  offline  color-measurement  device,  and  the  S 
der,  which  calibrates  computer  monitors.  This  month  brings 
debut  of  Pantone  ColorVantage,  a  line  of  inks  and  paper  f 
aimed  at  professional  wide-format  Epson  printers,  to  be  sold 
Staples;  cartridges  for  smaller  printers  are  due  late  next  year, 
word  yet  on  how  Pantone's  licensing  customers,  also  includ 
HP  and  Lexmark,  which  rely  on  cartridge  sales  for  most  of  tl 
profit,  might  respond  to  its  plan  to  compete  with  them. 
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Wide  Open^For  Business' 


by  Susan  H.  Dixon 


THE  STORY  OF  TExXT 


a  new  constellation  of 
opportunities  shines 
brightly  in  the  lone 
Star  State.  Already 
known  for  its  pro- 
business  attitude  and 
entrepreneurial 
CLIMATE,  Texas  has 
engineered  a  brilliant 
alignment  of  govern- 
ment, education  and 
enterprise  to  attract 
new  investment  from 
around  the  globe. 
Texas  has  long  offered 
stellar  competitive 
advantages  for  business. 

Low  TAXES,  REASONABLE 
REGULATIONS,  A  DIVERSE 
ECONOMY,  OUTSTANDING 
SCHOOLS,  STRATEGIC 
LOCATION  AND  EXCELLENT... 


Jan  Newton 

President 


SBC TEXAS 

SBC  Texas,  an  affiliate  of  SBC 
Communications  inc.,  has  a  proven 
hentage  of  providing  critical  communi- 
cations services  to  this  state.  SBC 
employees  are  guided  by  one  simple 
ideal:  to  go  the  distance  for  our  cus- 
tomers —  to  listen,  keep  our  promises 
and  work  hard  to  earn  their  loyalty. 

The  company  invests  money,  time  and 
talent  to  bring  the  people  of  Texas  the 
economic  and  educational  benefits  of 
communications  technology.  In  2003, 
SBC  companies  continue  to  make 
important  investments  to  expand  avail- 
ability of  high-speed  broadband 
Internet  services. 

From  1998  to  2002,  SBC  affiliates  con- 
tributed more  than  $97  million  in  cor- 
porate, foundation  and  employee  giv- 
ing in  Texas.  Additionally,  SBC  volun- 
teers donated  more  than  21  million 
hours  to  support  education  and  com- 
munity initiatives  throughout  Texas. 

We  have  earned  our  leadership  and 
success  by  meeting  todnv  and  tomor- 
row's communications  needs,  and  by 
building  lasting  relationships.  We  have 
a  long  history  .r-.  the  state  of  Texas,  and 
we  are  proud  'i  call  it  home. 
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...infrastructure  are  among  its  greatest  strengtiis.  Companies  headquartered) 
the  state  include  industry  leaders  in  electronics,  computers,  software,  heavy  mt 
ufacturing,  communications,  business  services,  retailing,  electric  power,  airlin 
and  railroads.  Throughout  the  state,  employers  are  finding  a  well-educated, 
workforce  and  world-class  research  facilities. 


1 


Seeking  to  further  assure  its  position  of  prominence,  Texas  is  now  taking  the  mc 
aggressive  approach  in  the  nation  to  attract  new  jobs,  industries  and  opportunitif 
"Our  goal  is  to  see  that  Texas  rennains  a  great  state  in  which  to  do  business,"  se 
Governor  Rick  Perry.  The  state's  economic  development  programs  were  recen 
transferred  to  the  governor's  office,  a  shift  that  means  fewer  hurdles  and  fas 
decisions  for  corporate  expansions  and  relocations. 

During  this  year's  state  legislative  session,  three  significant  pieces  of  legislati 
were  passed  that  positively  impact  the  business  community  —  historic  tort  refo 
to  protect  companies  from  frivolous  lawsuits,  an  enterprise  fund  to  recruit  m 
business  to  Texas  and  a  balanced  budget  without  any  new  taxes. 

"By  controlling  spending  and  taxes,  and  by  ending  lawsuit  abuse,  we  are  showing  ii 
nation  that  Texas  is  wide  open  for  business,  prosperity  and  opportunity,"  says  Perry  | 
Texas,  we  understand  that  jobs  are  not  created  by  government  but  the  ingenuity  of ' 
private  sector.  And  when  the  private  sector  prospers,  Texas  prospers." 


New  Funding  Accelerates 
Business  Expansion 

The  newly  approved  $295  million 
Texas  Enterprise  Fund  allows  the  state 
to  respond  swiftly  and  boldly  as  it 
works  to  retain  and  recruit  companies 
and  to  create  jobs.  Funds  can  be  award- 
ed to  qualifying  projects  at  the  discre- 
tion of  the  governor  with  the  approval 
of  the  lieutenant  governor  and  the 
speaker  of  the  House. 

Among  the  first  success  stories  for 
the  enterprise  fund  is  International 
Sematech  in  Austin.  The  semiconductor 
industry's  research  consortium  was  con- 
sidering a  move  to  upstate  New  York. 
But  $40  million  from  the  fund  helped 
convince  Sematech  officials  that  it  was 
best  to  remain  in  Austin,  where  it  is 
expected  to  begin  developing  a  wafer 
manufacturing  facility. 

Another  recent  coup  —  although  one 
achieved  prior  to  the  legislature's  creation 
of  the  Texas  Enterprise  Fund  —  was 
Toyota's  decision  to  build  a  manufactur- 


ing plant  in  San  Antonio.  A  $15  mill 
investment  from  the  state  helped  Tov 
construct  a  rail  extension  for  the  pll 
"From   the   outset,  Texas   respon( 
quickly  when  we  expressed  an  inter 
in  land  for  our  factory,"  says  Der 
Cuneo,    senior   vice    president,   \i 
headed  Toyota's  site  selection  team. ' 
started  the  process  in  August  2002 
had  reached  a  tentative  decision  wi 
two  months.  When  we  sought  a  rail 
spur  for  access  to  Mexico,  the  ( 
Coast  and  other  distribution  points, 
state  came  through  with  funding, 
appreciate  the  willingness  of  the  stat) 
seek  innovative  solutions.  We  also 
the  bipartisan  approach  to  econo 
development  —  Republican  and  Den 
ratio  legislators  we  met  gave  us 
same  message:  'We're  putting  a; 
party  differences,  because  we  all  v\ 
you  to  succeed  here.'" 

The  driving  reason  for  Toyota's  d 
sion  to  locate  in  the  state  went  bey 
the  significant  incentives  offered,  J 


DOING  OUR  PART  TO  BE  PART  OF 
SOMETHING  GREAT.  THE  LONE  STAR  STATE. 

With  over  70%  of  the  SBC  service  area  in  Texas 
wired  for  high-speed  Internet  by  July  of  200if, 
this  is  a  state  that's  moved  well  beyond  a 
friendly  'howdy.'  Not  only  is  it  more  inviting  to 
business  from  all  over  the  world,  but  it  reinforces 
the  SBC  commitment  in  our  own  back  yard. 
Since  i99ii-,  we've  donated  more  than  $25 
million  in  economic  development  grants 
through  the  SBC  Foundation.  And  Texas  lawmakers 
have  always  worked  hard  to  create  a  strong 
business  environment.  Today,  you'll  find 
improved  educational  facilities,  greater  access 
to  foreign  trade  markets,  a  more  diverse, 
highly  skilled  workforce  and  overall,  an  entire 
state  that's  better  prepared  for  the  future. 
SBC.  GOING  BEYOND  THE  CALL* 


SBC 


(& 


and  the  SBC  logo  are  registered  trademarks  of  SBC  Knowledge  Ventures,  L.P.  ©  2003  SBC  Knowledge  Ventures,  L.P.  All  rights  reserved. 


Marvin  J.  Girouard 

Chairman  &  Chief  Executive  Officer 

PIER  1  IMPORTS 

As  Chairman  and  CEO,  Marvin  Girouard 
has  sl<illfully  guided  the  shaping  of  the 
Pier  1  brand. 

Under  his  leadership,  the  Fort  Worth- 
based  corporation  has  boosted  sales  to 
nearly  $2  billion.  It  has  grown  to  over 
1,100  stores  throughout  the  U.S., 
Canada,  the  United  Kingdom,  Puerto 
Rico  and  Mexico.  And  in  2001,  it 
acquired  Cargokids  —  a  37-store 
children's  furniture  chain  —  with  plans 
to  expand  to  300  stores  within  the 
decade.  Pier  1  has  also  contributed 
more  than  $25  million  to  charities 
including  UNICEF;  the  Susan  G.  Komen 
Breast  Cancer  Foundation  and  the 
United  Way. 

A  retired  U.S.  Naval  Reserve 
Commander  and  alumnus  of  Texas 
A&M  University,  Girouard  also  sits  on 
the  boards  of  Texas-based  Brinker 
International  and  the  Fort  Worth 
Chamber  of  Com.merce.  He  has 
received  hundreds  of  awards  and  acco- 
lades, ranging  from  the  UNICEF  Hugh 
Downs  Award  to  Foil  Worth's 
Outstanding  Business  Executive  of  the 
Year  to  his  personai  favorite  — 
Dallas/Fort  Worth  Metroplex  Father  of 
the  Year. 

Girouard  lives  in  Fort V A-  ;  ,  r.^xas,  with 
his  wife,  Felice.  They  '     "  chil- 

dren and  two  grandchild- 
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Cuneo,  "Texas  has  natural  advantages. 
It  has  a  lot  of  land  —  flat  land  —  and  it 
still  has  large  sites  away  from  residential 
areas,  with  good  access  to  transporta- 
tion and  utilities.  Few  states  can  offer 
land  as  compatible  or  suitable  for  a  fac- 
tory of  this  size." 

The  company  expects  to  build  150,000 
Tundra  full-size  trucks  annually  at  the 


Texas'  determination  to  compete  ai 
,win  in  the  global  semiconductor  cot 
petition.  Beyond  the  favorable  tax  ai 
regulatory  business  climate  here, 
shows  the  ability  of  the  state  to  align 
higher-education  assets  to  its  econoi 
ic  development  goals." 

Tl  negotiated  a  generous  and  inno\ 
five  incentives  package  that  will  go  toti 


"Texas  has  natural  advantages.  It  has  a  lot  c 

land  —  flat  land  —  and  it  still  has  large  site 

away  from  residential  areas,  with  good  acces 

to  transportation  and  utilities! 

—  Dermis  Cimeo,  Senior  Vice  Piesidei 
Toyota  Motor  Manufacturing  North  America,  ] 


2,000-acre  site,  beginning  in  2006.  The 
new  plant,  Toyota's  sixth  in  the  U.S.  and 
Its  first  in  Texas,  represents  an  $800  mil- 
lion investment  by  the  auto  giant.  It  is 
expected  to  bring  approximately  2,000 
new  jobs  and  indirectly  create  work  for 
suppliers  and  others. 

Industry,  Educational  Goals  Align 

In  June,  Texas  Instruments  Chairman, 
President  and  CEO  Tom  Engibous 
announced  the  company's  decision  to 
build  a  $3  billion  semiconductor  manu- 
facturing plant  in  Richardson,  north  of 
Dallas.  At  the  time  of  the  announcement, 
state  leaders  believed  it  to  be  the  largest 
single  economic  development  project 
announced  in  the  U.S.  in  2003  in  terms 
of  capital  investment. 

"The  competition  to  attract  this  type 
of  plant  has  become  very  intense  glob- 
ally," says  Phil  Bitter,  senior  vice  presi- 
dent for  Texas  Instruments  (Tl).  "The 
cost  of  a  300-millimeter  wafer  fabrica- 
tion facility  IS  so  high  that  few  compa- 
nies are  making  investments  of  this 
magnitude.  The  project  is  a  statement  of 


Texas  is  home  to  high  tech. 

School  of  Engineering  and  Computer 
ence  at  the  University  of  Texas  at  DJ 
(UTD),  rather  than  the  company  dire( 
Contributions  from  the  Texas  Enterpi 
Fund  will  be  part  of  the  $300  millioi 
public  and  private  funds  the  state 
committed  over  a  five-year  period.  U 
will  use  the  money  to  expand  facilitii 
hire  40  graduate-level  faculty  memben 
engineering  and  computer  science,  i 
increase  graduate  enrollment.  "This 


uilding  The  Pier  On  Solid 
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.'WORTH,  Texas  —  With  sales  reaching  nearly  $2  billion  this  year.  Pier  1  Imports  has  managed  to  achieve 
reatest  earnings  in  its  41 -year  history  And  for  its  forward-thinking  Chairman  and  Chief  Executive  Officer, 
in  Girouard,  that's  a  solid  foundation  for  the  company's  new  world-class  corporate  headquarters. 

n  the  size  of  our  growing  organization,  it  was  obvious  that  the  time  was  right  to  build  our  own  facility" 
jirouard. 

i  for  completion  in  faU  of  2004,  the  20-story  landmark  will  overlook  the  banks  of  the  Trinity  River  in  Fort  Worth, 
2  Pier  1  has  made  its  home  sihcf  1966.  The  Dallas/*f  ort  Worth  metroplex  is  the  nation's  ninth  largest  market 

)old?"  muses  Girouard  of  the  move  "Probably  But  would  I  do  it  again?  Absolutely" 

L  Imports,  Inc.  is  one  of  the  country's  largest  sj^lcialty  retailers.  It  employs  more  than  18,000  people  in 
1, 100  stores  throughout  the  U.S.,  Canada,  Me:5cick  Puerto  Rico  and  the  United  Kingdom. 


David  C.  Potter 

Founder  &  Chief  Executive  Officer 

SOURCE,  INC. 

In  1971,  1  founded  SOURCE  after  rec- 
ognizing an  emerging  industry  focused 
on  buying  and  selling  excess,  new  and 
used  telecom  equipment.  The  company 
has  grown,  into  a  fully  integrated,  diversi- 
fied provider  of  telecom  solutions,  includ- 
ing asset  management,  repair  and  refur- 
bishment, installation,  maintenance, 
technical  support,  disaster  recovery  and 
project  management. 

Recognizing  the  value  of  information, 
SOURCE  developed  proprietary  tech- 
nology based  on  serialized  bar  codes 
that  records  individual  transactions  on 
each  piece  of  SOURCE-handled  equip- 
ment. This  creates  an  information-rich 
database,  providing  SOURCE  and  its 
customers  with  complete  inventory 
accountability,  including  warranty, 
price,  repair  and  manufacturer.  Further, 
it  provides  manufacturers'  trends  for 
equipment  longevity  and  recurring 
problems,  allowing  SOURCE  to  rec- 
ommend cost-efficient  solutions  to 
our  customers. 

Nationwide,  SOURCE  supports  busi- 
ness customers  with  new  and 
refurbished  voice  and  d''??  telecom 
equipnif  systems.  Supported 

manufactu'-fc'!-;  include;  Nortel,  ','EC, 
Adtran,  Polycom,  Cisco,  Siemens, 
Plantronics  and  3Corn.  SOURCf:  :s  jr, 
Avaya  Platinum  BusinessPartner  na 
Authorized  Remanufactured '"     ■ 

14060  Proton  Road, 
Dallas, TX  75244,  800.60&.«6  i4 

SOURCE 

VOICE  I  DATA  I  SYSTEMS  I  SOLUTIONS 

MAKING      TILECOH      SMARTER 
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fabulous  linkage  between  economic 
development  and  higher  education,"  says 
Bill  Sproull,  vice  president  for  economic 
development  for  the  Greater  Dallas 
Chamber  of  Commerce. 

Ritter  credited  the  role  of  state  and 
local  leadership  in  making  the  project 
possible.  "This  is  truly  a  project  with 
statewide  impact,  and  it  would  not  have 


sity  system's  Texas  Engineering  Exf 
ment  Station,  providing  federal  labor 
ries  and  private  industry  a  direct 
between  technology  sources  and  n 
ents.  NASA  funds  the  center. 

The  Metroplex  region  north  of  Di 
home  to  a  strong  nucleus  of  approxi; 
ly  700  high-tech  companies,  inci 
Nortel  Networks,  Ericsson  Inc.,  Sams 


"High  tech  is  part  of  the  state's  quality  of  lif 
contributes  to  our  ability  to  expand  and  gr 

and  create  sound  communitiel 


—  Phil  Ritter,  Senior  Vice  President,  Texas  Instrxun 


happened  without  a  very  high  level  of 
intergovernmental  cooperation  between 
state  and  local  leadership,"  he  notes. 
"There's  no  question  we  had  the  full  sup- 
port of  Governor  Perry,  Lieutenant  Gov- 
ernor David  Dewhurst  and  House  Speak- 
erTom  Craddick.  Their  responsiveness 
shows  that  economic  development  and 
R&D  are  a  priority  forTexas." 

Strong  High-Tech  Business  Base 

In  the  high-tech  field,  opportunities 
appear  as  numerous  as  the  stars  in  a 
clearTexas  night  sky.  The  state  has  more 
than  500,000  high-tech  workers,  and 
some  of  their  work  now  orbits  the  earth 
or  holds  the  promise  of  creating  the  next 
major  technological  leap.  Texas  boasts 
such  internationally  renowned  facilities 
as  the  Johnson  Space  Center  and  highly 
acclaimed  public  and  private  research 
j  institutions  in  many  emerging  fields. 
i  Texas  enjoys  multibillion-dollar  annual 
!  levels  of  R&D  activity,  a  major  technolo- 
gy incubator  and  effective  technology 
nansfer  mechanisms.  The  14-state  Mid- 
I  Continent  Technology  Transfer  Center  is 
!     headquartered  at  the  Texas  A&M  Univer- 


A  rocket  on  view  at  NASA 

Telecommunications  America  Inc.,  R 
Network  Communications,  SBC  Corr 
nications  and  Hewlett-Packard.  North! 
will  gain  an  even  greater  pool  of  tra 
technical  workers  as  UTD  uses  $50  m 
from  the  Texas  Enterprise  Fund  to  gn 
enhance  its  math,  engineering  and( 
puter  science  programs. 

"High  tech  is  part  of  the  state's  ( 
ity  of  life,"  observes Tl's  Ritter.  "It 
tributes  to  our  ability  to  expand! 
grow  and  create  sound  communitl 
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TEXAS  WORKFORCE  SOLUTIONS  is  a  vita!  nefwork  of  create  demand-driven  workforce  development  solutions 
orofessionais  dedicated  to  helping  Texas  businesses  that  lay  the  foundation  for  strong  economic  development, 
succeed.  Through  our  270  Texas  Workforce  Centers,  we      Now  that's  not  just  smart  -  it's  downright  Texan. 


N  2002  TEXAS  WORKFORCE  SOLUTIONS  HELPED  TEXAS  EMPLOYERS  FILL  MORE  THAN  400,000  JOBS. 


;ONTACT  YOUR  TEXAS  WORKFORCE  SOUBTIONS  REPRESENTATIVJ 

^EXASSOLUTIONS@TWC.STATETX.US  •  5l2-463-7G2# 


WORKFORCE  SOLUTIONS 

VISIT  WWW.TEXASW0RKF0RCE.ORG 
OPEN  FOR  BUSINESS 


|im  Edmonds,  Chairman 
Port  of  Houston  Authority 


\hv 


PORTfolio 


The  Port  of  Houston  Delivers 

Ranked  sixth  largest  in  the  world, 
Houston's  port  is  the  U.S.  leader  in  for- 
eign tonnage.  More  than  6,400  vessels 
call  at  the  port  annually,  and  more 
than  100  steamship  lines  offer  service 
between  Houston  and  1,034  ports. 

Economic  Impact 

More  than  287,000  jobs  in  Texas  are  re- 
lated to  moving  cargo  through  the  port. 

Financial  Resilience 

Increases  in  the  volume  and  tonnage 
of  bulk  materials,  general  cargo,  auto 
imports  and  exports  and  bagged 
goods  enabled  the  port  authority  to 
post  record-level  operating  revenue 
of  nearly  $108.3  million  in  2002.  The 
PHA's  total  container  volume  reached 
a  record  1,159,789  TEUs. 

Opportunity 

Our  Small  Business  Development  Program 
encourages  contractors  to  include  small 
business  participation  on  contracts, 
resulting  in  more  than  $8.7  million  in 
contract  awards  to  diverse  vendors. 

Environmental  Stewardship 

The  PHA  is  the  first  U.S.  port  to  meet 
the  rigorous  standards  of  ISO  14001 
compliance.  Our  environmental 
management  system  focuses  on 
waste  reduction  and  recycling, 
water  quality  improvement,  and  ■ 
air  emissions  reduc\ion. 


The  Port 
delivers 


0 


0 


-800-688-3625  •  www.portofhouston.com 
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It's  important  for  attracting  talent.  A 
strong  high-tech  base  throughout 
Texas  is  just  the  latest  chapter  of  that 
dynannic,  and  it  works  very  much  in 
our  industry's  favor." 

In  2006,  Austin  will  host  the  15th 
biennial  World  Congress  on  Information 
Technology.  This  "Olympics  of  IT"  draws 
global  leaders  from  business,  govern- 
ment and  academia  to  collaborate  on  IT 
policy  and  direction,  and  it  serves  as  a 
forum  to  build  new  business  relation- 
ships. The  direct  economic  impact  of  the 
five-day  program  is  expected  to  reach 
$44  million. 


The  oil  industry  remains  an  important 
factor  of  the  Texas  economy. 


In  recent  years,  Texas'  economy  ha 
diversified  from  oil  and  gas  mininci 
with  significant  growth  in  th 
transportation  and  utilities  an<i- 
wholesale  and  retail  trade  sector  J 


Texas'  Economy  — 
Growing,  Diversified 

When  Texas  officials  brag  about  the 
state's  economy,  they  have  the  facts  to 
back  it  up.  The  Texas  economy  grew 
along  with  the  U.S.  business  cycle  in 
the  1990s.  Its  growth  patterns  can  be 
seen  by  comparing  its  per  capita 
income  to  the  national  average  over  the 
past  few  decades.  Traditionally  a  low-to- 
moderate  income  state,  Texas  had  a 
soaring  per  capita  income  in  the  mid- 
1970s  and  early  1980s  as  the  state 
benefited  from  rising  energy  prices.  In 
the  early  1980s,  its  per  capita  income 
actually  exceeded  the  national  average. 
But  as  energy  prices  fell  in  the  1980s, 
the  state's  per  capita  income  relative  to 
the  nation's  plummeted.  Through  the 
1990s  and  early  2000s,  the  Texas  econ- 
omy became  much  less  dependent  on 


fossil  fuel  production,  and  the  sta 
per  capita  income  is  catching  up  v 
the  national  average. 

Texas  leads  all  states  in  net  job  • 
ation  since  1990,  with  2.4  million  j 
added  through  February  2003.  Tjtal 
growth  is  broad-based.  Texas  ra  |e 
among  the  leading  states  in  nearly 
major  economic  sectors  in  job  grov 
and  it  has  the  second-largest  num 
of  people  employed  in  manufacturi 
surpassed  only  by  California.   C 
struction,  finance  and  insurance  b 
nesses    have    seen    significant 
growth.  Mining,  which  includes  oil 
gas   production,   employs  far  m 
people  than  any  other  state.  And  w 
the    number    of    mining    jobs    ' 
declined  in  the  last  decade,  the  se( 
has  enjoyed  relative  stability  compe 
with  earlier  decades. 


he  services  sector,  the  state's  largest, 
ploys  7.7  million  people.  It  encom- 
;ses  a  wide  range  of  industries,  includ- 
architectural  engineering,  software, 
production,  hotels,  hospitals  and  dry 
aners.The  services  sector  has  been 
J  engine  for  much  of  Texas'  growth, 
nerating  more  than  two-fifths  of  the 
te's  net  job  gain  since  1990.  In  recent 
3rs,  Texas'  economy  has  also  diversi- 
j  from  oil  and  gas  mining,  with  signif- 
nt  growth  in  the  transportation  and 
ities  and  wholesale  and  retail  trade 
:tors.  Texas  now  accounts  for  73%  of 


Texas  is  a  leading  state  in 
manufacturing  productivity. 


al  U.S.  employment,  up  from  6.4%  at 
I  start  of  the  decade, 
he  Texas  manufacturing  sector  has 
"formed  well  for  more  than  a  decade 
i  continues  to  show  )ob  increases 
jn  in  difficult  economic  times.  Led  by 
estment  in  the  computer  and  elec- 
nics  industry,  capital  expenditures 
'estments  in  new  machinery  and  new 
ilities,  or  major  facility  improvements) 
nanufacturing  surged  from  $8.9  billion 
1990  to  $15.2  billion  in  2000.  Texas  is 
^ading  state  in  manufacturing  produc- 
ty.  In  2000,  the  state's  value-added 
■  production  worker  hour,  $98,  W5S 
yo"Jiigher  than   the   U.S.   average. 
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$83.42.  Similarly,  Texas'  value-added  per 
dollar  of  payroll  was  $3.62  in  2000,  com- 
pared with  $3.24  for  the  nation. 

Metropolitan  per  capita  income  varies 
considerably  across  the  state.  Texas'  two 
largest  metro  areas,  Dallas  and  Houston, 
have  large  concentrations  of  jobs  in  finan- 
cial and  business  services,  as  well  as 
high-paying  manufacturing  jobs  in  elec- 
tronics, motor  vehicles,  chemicals, 
machinery  and  aerospace.  These  two 
metros  have  the  highest  per  capita 
incomes  of  any  of  the  state's  metropoli- 
tan areas.  In  contrast,  the  metropolitan 
areas  located  along  the  border  with 
Mexico  have  per  capita  income  levels 
that  rank  among  the  lowest  in  the  state. 

Looking  to  spread  opportunities 
statewide,  the  Office  of  the  Governor,  Eco- 
nomic Development  and  Tourism  Division 
has  designated  more  than  360  enterprise 
zones  and  in  excess  of  450  businesses  as 
enterprise  projects.  These  businesses 
have  projected  capital  investment  of  more 
than  $12.6  billion  and  the  creation  of  more 
than  98,000  jobs  since  the  inception  of  the 
Texas  Enterprise  Zone  program  in  1987 

A  Large,  Well-Trained  Workforce 

As  the  Texas  economy  has  greatly  diver- 
sified, its  workforce  has  kept  pace.  The 
state  has  the  second-largest  civilian  work- 
force in  the  nation,  with  10.6  million  work- 
ers. In  the  past  10  years,  Texas  added  2.2 
million  net  new  jobs.  Texas  has  the 
nation's  third-largest  pool  of  graduate  sci- 
entists and  the  second-largest  pool  of 
graduate  engineers. 

The  Texas  population  is  expected  to  reach 
35  million  by  2040,  according  to  the  most 
recent  population  projections  from  the  Texas 
State  Data  Center  at  Texas  A&M.  Those  pro- 
jections amount  to  a  population  jump  of 
68%  from  20.9  million  in  2000.  Hispanics 
will  account  for  83%  of  this  growth. 

"We  see  rea!  strength  in  the  diversity 
of  the  state,"  says  Ritter.  "That  rich  cul- 


TEXAS  STATE  UNIVERSITY 
SAN  MARCOS 


Texas  State's  new  College  of 
Business  Administration  building 
(above)  will  open  in  the  fall  of  2005. 
The  $33  million  structure  will  house  a 
fully  accredited  business  college  in 
state-of-the-art  surroundings. 
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Worth         Dallas     M* 
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Bryan  ~  College  Station 

SanMaPoot.A-'stin  ^ 

\X  Houston 
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Corpus  Christ! 


Texas  State  is  located  in  scenic  San 
Marcos  in  the  heart  of  the  Texas 
Research  Corridor,  within  commuting 
distance  of  both  Austin  and  San 
Antonio.  For  several  years,  the  univer- 
sity has  played  an  increasingly  domi- 
nant role  in  providing  a  well-trained 
workforce  for  the  area's  growing  high- 
tech  industry. 

Like  the  region  in  which  it  resides,  Texas 
State  has  grown  in  size  and  complexity 
over  the  years.  Enrolling  more  than 
26,000  students,  the  university  offers 
degrees  in  114  bachelor's,  84  master's 
and  six  doctoral  fields. 


Texas  State  University 

SAN  MARCOS 

A  mcrtiber  of  tlicTexa.^  Start  University  Sptcni 


Dr.  Rodney  H.  Mabry 

President 


THE  UNIVERSITY  OF 
TEXAS  AT  TYLER 

Shortages  of  professional  engineers, 
registered  nurses  and  classroom  teach- 
ers threaten  economic  development  in 
Texas.  The  University  of  Texas  at  Tyler  is 
taking  on  the  challenge  in  East  Texas  by 
reducing  or  removing  shortages  in  our 
professional  workforce.  Educating  a 
future  generation  of  needed  profession- 
als is  our  strength. 

With  the  only  public  engineering  school 
in  East  Texas  and  a  brand  new  $40  mil- 
lion classroom  and  research  facility,  UT 
Tyler's  new  engineering  programs  will 
produce  professionals  necessary  for 
today's  high-technology  workplace. 

More  nursing  students  graduate  here 
each  year  than  any  other  UT  System  uni- 
versity, directly  striking  at  the  crucial 
health  care  shortage  in  East  Texas. 

With  our  field-based  teacher  preparation 
program,  UTTyler  graduates  lead  all  nine 
UT  universities  in  their  continued  ser- 
vice as  teachers  after  five  years  in  the 
classroom. 

UT  Tyler  is  making  a  difference  in  East 
Texas,  the  state  and  the  nation. 
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tural  background  helps  us  to  better 
understand  markets  and  cultures  around 
the  world.  That's  one  more  strong  advan- 
tage to  being  here." 

Texas  now  has  more  than  1  million 
students  enrolled  in  institutions  of 
higher  learning,  andTexas  colleges  and 
universities  award  more  than  100,000 
degrees  each  year.  Texas  has  35  public 
universities,  37  private  colleges  and 
universities,  50  public  community  col- 
lege districts,  eight  medical  schools  or 
health  science  centers,  and  four  tech- 
nical college  campuses. 

Texas  is  investing  in  its  future  work- 
force, with  an  $11  billion  increase  in 
spending  on  public  education  and 
higher  education  since  1999.  The  $324 
million  Texas  Grant  Program  was  intro- 
duced in  1999  to  provide  scholarships 
for  college-bound  students.  Governor 
Perry  has  championed  the  expansion 
of  the  program  to  enable  100,000 
grants  forTexans  of  modest  means  to 
attend  college  and  the  creation  of  a 
second  grant  program  to  help  stu- 
dents attend  two-year  community, 
technical  or  junior  colleges. 

Texas  public  schools  have  made  great 
strides  over  the  past  decade,  with  the 
consistent  support  of  educators,  law- 
makers and  members  of  the  business 
community.  Texas  is  one  of  12  states 
honored  by  the  National  Education  Goals 
Panel  for  its  progress  toward  meeting 
the  National  Education  Goals  established 
in  1989.  At  its  core,  the  Texas  strategy 
measures  performance  results  for  all 
students  and  holds  schools  and  students 
accountable  for  them.  "Texas  is  among  a 
handful  of  states  that  has  come  the  far- 
thest in  raising  standards  and  achieve- 
ment," reports  Achieve  Inc.,  a  nonprofit 
bipartisan  organization,  in  a  recent 
assessment.  "The  Texas  approach  to 
school  improvement  has  proven  to  be 
practical  and  sustainable." 


Research  Institutions  Thriving 

World-class  research  facilities  inTe; 
are  receiving  new  attention  for  their  a 
ity  to  generate  new  jobs  and,  in  soi 
cases,  whole  new  industries.  Resea 
funding  has  increased  as  well,  with  mi 
than  $1.8  billion  spent  on  R&D  atTe) 
public  universities  in  2001.  Of  that  to 
$264  million  was  spent  on  engineer 
research.  Every  two  years,  $60  milli 
has  gone  to  fund  the  Advanced  Resea 
Program  and  the  Advanced Technolc 
Program  administered  by  the  Te>. 
Higher  Education  Coordinating  Board 


all 


Texas  invests  in  its  future  workforce. 


Texas  universities  and  research  iruji 
tutions  are  leaders  in  electronics,  mi 
ical,  biotechnology,  aerospace,  advancit 
materials  and  energy-related  research.^is 
2001,  Texas  was  in  third  place  natkff 
wide  for  producing  the  most  paten 
Texas'    patent    generation    rate    I" 
increased  significantly  as  new  inforn 
tion  technology  industries  have  emerg 
and  as  traditional  industries  (such  a'^ 
and  gas  exploration  and  production)  he  p, 
used  advanced  research  to  maintaiip 
competitive  advantage  in  world  marke  h^ 

In  2002,  Governor  Perry  created 
Governor's   Council   on   Science  altl", 
Biotechnology  Development.  That  p3'  ^c 
is  charged  with  developing  recomn^ 


Downtown  Houston 
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Texas  is  a  recognized  leader  in  the 
bionnedical  field,  with  55  medical 
research  institutions  and  research  parks. 
During  2002,  the  National  Institutes  of 
Health  awarded  $981  million  in  grants  to 
Texas  institutions  and  companies. 
According  to  the  U.S.  Census  Bureau's 
"County  Business  Patterns  2001" 
report,  the  state  is  home  to  about  100 
pharmaceutical  companies  and  more 
than  1,100  medical  research,  develop- 
ment and  testing  laboratories. 

The  state's  medical  research  facilities 
contribute  not  only  to  an  outstanding 
quality  of  life  for  its  residents,  but  they 
work  continuously  to  bring  new  cures 


xas  is  a  recognized  leader  in  the 
)medical  field,  with  55  medical 
search  institutions  and  research  parks. 


ns  on  improving  health  care,  agri- 
re  and  technology  in  Texas,  while 
creating  jobs  and  ensuring  that 
s  universities  and  laboratories  are  at 
orefront  of  biotech  discoveries. 
e  University  of  Texas  Medical  Branch 
Iveston  (UTMB)  was  recently  select- 
)  the  site  of  a  new  large-scale  biosafe- 
sea'rch  facility  that  will  become  a  key 
ponent  of  the  nation's  biodefense 
t.  Funded  by  the  National  Institute  of 
gy  and  Infectious  Diseases,  the  facil- 
UTMB  will  provide  laboratory  space 
jsearchers  from  around  the  country, 
c  there  will  focus  on  developing  ther- 
vaccines  and  diagnostic  tests  for 
)bes  that  might  be  used  by  bioterror- 
as  well  as  on  naturally  occurring 
rging  infections  such  as  SARS  and 
t  Nile  virus.  UTMB  will  receive  a  fed- 
jrant  of  approximately  $120  million  for 
trcicting  the  facility. 


and  treatments  for  future  generations. 
Among  the  leaders  in  bioscience  is  the 
University  of  Texas  Southwestern  Med- 
ical School  in  Dallas,  which  operates  the 
$61  million  Simmons  Biomedical 
Research  Center.  The  Anderson  Cancer 
Center,  University  of  Texas  Health  Sci- 
ence Center  at  Houston  operates  the 
Institute  of  Molecular  Medicine  for  the 
Prevention  of  Human  Diseases.  The 
Texas  Medical  Center  in  Houston  is  the 
world's  largest  medical  complex  and 
headquarters  more  than  40  health  care 
organizations,  including  Baylor  College 
of  Medicine. 

The  state  has  made  significant  inroads 
into  establishing  biotech  clusters.  One 
strong  example  is  Chrysalis  BioTechnol- 
ogy  in  Galveston.  The  biopharmaceutical 
company  is  developing  synthetic  peptide 
compounds  targeted  at  tissue  repair  and 
regeneration.  The  company's  lead  com- 


Dennis  C.  Cuneo 

Senior  Vice  President 
Toyota  Motor  Manufacturing 
North  America,  Inc. 


TOYOTA  MOTOR  MANUFACTURING 
NORTH  AMERICA,  INC. 

When  Toyota  considers  the  location 
for  a  new  manufacturing  facility  it's  no 
small  decision.  The  conclusion  to  build 
a  new  $800  million  assembly  plant  in 
San  Antonio,  Texas,  took  nearly  a  year 
and  countless  meetings  with  officials 
throughout  the  state. 

According  to  Dennis  C.  Cuneo,  senior 
vice  president  of  Toyota  Motor 
Manufacturing  North  America,  Inc., 
the  time  spent  was  well  worth  it. 

"When  Toyota  comes  into  a  new 
community,  we're  more  than  an 
employer  —  we're  a  neighbor,"  says 
Cuneo.  "The  cooperation  between 
the  local,  county  and  state  entities 
was  incredible.  Politicians  always  talk 
about  bipartisan  efforts  for  economic 
development,  but  in  Texas  we  got  to 
see  it  inaction.They  talked  the  talk  ... 
and  they  walked  the  walk." 

The  new  Toyota  San  Antonio  plant 
will  open  in  2006,  employ  approxi- 
mately 2,000  team  members  and 
have  the  capacity  to  build  150,000 
Tundra  full-size  trucks  annually. 


TOYOTA 


A;f  STINGO  L  LEGE 

S      HER      M      A      N      ,      T      r,      X      A      S 


BenE.Keitlt„„p,„y 
^^  Compass  Bank 


The  Ben  E.  Keith  Company  and 

Compass  Bank  congratulate 

Austin  College,  the  oldest  college  in  Texas 

under  original  charter  and  name, 

on  155  years  in  higher  education. 

Learning  •  Leadership  •  Lasting  Values 

Fulbright  Scholars 

Students:  RonAmber  Deloney, 
Shawn  Kirby,  Catherine  Richards 
Faculty:  Charles  Krusekopf, 
assistant  professor  of  economics 

Truman  Scholar 

Abbas  Ravjani 

Rotary  Ambassadorial  Scholars 

Michael  Dorsey,  Kenneth  Rogers, 
Dan  Stoenescu 

Phi  Beta  Kappa 

lota  of  Texas  Chapter 

Study  Abroad 

About  70%  of  Austin  College  students 
graduated  with  international  study 
experiences. 

Posey  Leadership  Institute 

Four-year  experience  for  students: 
service,  mentoring  internships,  and 
international  experience. 

Chair  of  Excellence  in  international 
Leadership  Chairholders:  George 
H.W.  Bush,  Madeleine  Aibrii'M, 
Steve  and  Cokie  Roberts, 
Millard  Fuller,  James  Baker,  j^^' 
Colin  Powell,  and  ^^f^  ^ 

Oscar  Arias. 


www.austincd'lliege.etfti 

l-800-526%276 
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pound,  Chrysalin  ,  is  currently  in  Phase   g 
3  clinical  testing  for  bone  fracture  heal-  J 
ing  and  Phase  2  testing  for  chronic  dia-   S 
betic  ulcers  and  spine  fusion.  Chrysalin 
is  a  spin-off  of  the  University  of  Texas 
Medical  Branch.  The  company  has  been 
recognized  by  Frost  &  Sullivan  as  the 
2001    Technology    Innovation    Award 
Winner  in  Tissue  Engineering  and  was 
named  a  Deloitte  &Touche  Fast  50  Com- 
pany in  2002. 

Introgen  Therapeutics,  with  locations 
in  Houston  and  Austin,  is  a  leading 
developer  of  biopharmaceutical  products 
such  as  Advexin®,  designed  to  induce 


A  vast  transportation  network 


I 

I 

The  new  Trans  Texas  Corrid: 

transportation  plan,  now  in  its  initial  stage 

is  expected  to  further  enhance  the  state 

transportation  network  and  crea 

additional  markets  and  jobj 


therapeutic  protein  expression  using 
nonintegrating  gene  agents  for  the  treat- 
ment of  cancer  and  other  diseases. 
Advexin  is  being  evaluated  in  two  Phase 
3  studies.  Introgen  has  developed  drugs 
based  on  the  finding  that  certain  genes 
selectively  kill  cancer  cells  while  leaving 
normal  cells  unharmed. 

Another  biotech  leader  is  San  Anto- 
nio-based BioNumerik  Pharmaceuti- 
cals, with  two  oncology  product  candi- 
dates in  late-stage  clinical  development 
and  Phase  3  trials  under  way  in  the 
U.S.,  Europe  and  Japan  for  its  lead 
product  candidate,  Tavocept.  San  Anto- 
nio IS  also  home  to  the  Southwest 
Research  Institute,  the  nation's  third- 
largest  independent  nonprofit  applied 
R&D  center. 


Location  Offers 
Strategic  Advantages 

Bordered  by  Oklahoma,  Arkan5|j, 
Louisiana,  New  Mexico,  Mexico  .kr 
the  Gulf  of  Mexico,  Texas'  central  k  ■., 
tion  provides  easy  access  to  naticj-, 
and  international  markets  by  air, 
road  and  water.  Texas'  Central  tiiL 
zone  position  eases  communicati'i 
across  time  zones,  making  both  cojjj^ 
readily  accessible. 

Texas  is  the  gateway  to  trade  v  ■ 
fast-growing  Latin  American  marki.;|j 
with  70%  of  America's  North  Amen  •■ 
Free  Trade  Agreement  (NAFTA)  l  ,.j 
merce  traveling  through  the  Loneflr, 
State.  In  2003,  Texas  replaced  Califo 
as  the  top  exporter  in  the  nation. 

With    its    1,250-mile    border   \ 
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CO  and  its  location  along  major 
/ay  corridors,  Texas  provides  direct 
;s  to  the  markets  of  Mexico  and 
America.  Texas  has  300,000  miles 
blic  roads  —  more  than  any  other 
—  and  IS  served  by  45  railroads 
ting  on  12,000  miles  of  track. 
en  global  document  solutions  and 
;ss  services  leader  Kinko's  moved  its 
rate  headquarters  from  Ventura,  Cal- 
,  to  Dallas  in  January  2002,  location 
prime  advantage.  Kinko's  has  more 
,100  locations  worldwide,  and  its 
tives  travel  extensively.  "The  head- 
rs  relocation  has  both  economic  and 
al  benefits,"  says  Gary  Kusin,  Kinko's 
lent  and  CEO.  "We  chose  North 
for  Its  centralized  location,  favorable 
jss  environment,  lower  total  cost  of 
business,  competitive  tax  structure 
jcreased  travel  costs  and  time." 
sheer  size  of  the  Texas  market  also 
1  impact  on  Toyota's  decision  to  site 
ck  plant  in  the  state,  says  Cuneo. 
J  trucks  are  sold  in  Texas  than  in  any 
Diace  in  the  nation.  And,  here,  we're 
n  the  NAFTA  corridor,  with  access  to 
and  fast-growing  Hispanic  market." 

iportation  — 

isible  and  Innovative 

new  Trans  Texas  Corridor  transporta- 
in,  now  in  its  initial  stages,  is  expect- 
further  enhance  the  state's  trans- 
ion  network  and  create  additional 
ts  and  jobs.  The  4,000-mile  trans- 
ion  network  will  include  separate 
3y  lanes  for  passenger  vehicles  and 
high-speed  passenger  rail  and 
uter  and  freight  rail,  as  well  as  a 
ited  utility  zone.  It  is  expected  to 
more  than  70,000  jobs  during  the 
jar  of  construction  and  1.2  million 
nent  jobs  across  all  sectors  during 
stojction.  Governor  Perry  recently 
ground  on  the  first  segment  of  the 
:,tej<as  Highway  130. 


New  transportation  legislation  signed  by 
Governor  Perry  in  June  creates  new  financ- 
ing tools  for  the  Trans  Texas  Corridor  and 
other  transportation  infrastructure  projects. 
The  legislation  also  strengthens  the  role  of 
regional  mobility  authorities,  providing  state 
and  local  governments  improved  means  to 
finance  and  build  projects. 

Air  transportation  is  another  of  the 
state's  great  business  assets.  Eight  of  the 
state's  27  airports  offer  international  air  ser- 
vice. Three  major  airlines  —  Continental, 
Southwest  Airlines  and  American  Airlines 
—  are  based  in  Texas.  Dallas/Fort  Worth 
International  Airport,  the  nation's  fourth 
busiest,  served  more  than  52  million  pas- 
sengers in  2002,  while  George  Bush  Inter- 
continental Airport  in  Houston  served 
close  to  34  million  passengers.  Fort  Worth 
Alliance  Airport,  the  first  designed  exclu- 
sively for  business  and  intermodal  distrib- 
ution needs,  has  been  a  magnet  for  eco- 
nomic expansion  since  it  opened  in  1989. 

Texas  offers  a  total  of  29  seaports,  all 
along  the  Gulf  of  Mexico.  Thirteen  of 
those  ports  offer  deepwater  channels. 
The  Port  of  Houston  ranks  first  in  the 
U.S.  for  international  waterborne  com- 
merce, second  in  the  nation  and  sixth  in 
the  world  in  total  tonnage. 

Texas  Power  Grid  — 
Independent,  Reliable 

Reliable  power  is  a  distinct  advantage 
forTexas  commerce  and  residents.  Texas' 


electrical  grid  escaped  any  effects  from 
the  August  2003  massive  power  outages 
in  the  eastern  U.S.  and  Canada.  Texas 
has  a  major  advantage  in  that  the  Texas 
power  grid  is  the  only  independent 
system  in  North  America  that  doesn't 
cross  state  lines. 

Major  investments  have  been  made  to 
build  a  very  strong  transmission  system 
within  the  state,  says  Tom  Noel,  CEO  of 
the  Austin-based  Electric  Reliability  Coun- 
cil of  Texas  Inc.  (ERCOT).The  ERCOTgnd 
remained  stable  despite  reports  of  diffi- 
culties in  other  power  grids  in  the  U.S. 
and  Canada.  Because  the  Texas  grid  isn't 
connected  with  the  eastern  or  western 
systems,  what  happens  in  those  systems 
doesn't  harm  the  ERCOT  grid.  Since 
1995,  55  generation  projects  have  been 
completed,  and  another  28  are  in  the 
planning  stages  or  under  construction. 

International  Trade 
and  Investment 

Texas  maintains  a  healthy  international 
trade  status,  largely  because  of  trade 
agreements  that  facilitate  commerce 
exports  to  Mexico  and  Canada.  While  total 
exports  for  the  U.S.  dunng  2002  declined 
by  5.2%, Texas  exports  increased  an  aver- 
age of  3.2%  during  each  quarter  of  2002. 
The  value  of  the  state's  exports  reached 
$95.4  billion,  a  slight  increase  from  2001. 
Total  exports  for  the  U.S.,  in  contrast, 
declined  5.2%. Top  Texas  exports  are  com- 
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puterand  electronic  products,  chemicals, 
industrial  machinery  and  transportation 
equipment.  These  commodities  account 
for  68%  of  all  Texas  exports. 

The  NAFTA  trade  area.  East  Asia  and  the 
EU  are  the  leading  destinations  forTexas 
exports.  The  state's  largest  export  market 


Finding  a  Texas-Size  Welcome 

Among  the  international  corporations, 
finding  a  hearty  welcome  is  Hydro  Alu- 
minum Metal  Products-North  America, 
which  opened  a  plant  in  Commerce,  Texas, 
in  2002.  The  leading  supplier  of  aluminum 
cast  products  in  Europe,  Hydro  Aluminum 


Cost  of  living  data  from  the  U.S.  Census 

Bureau  shows  the  average  cost  of  hving 

across  Texas  metropohtan  areas  is  6.9% 

lower  than  the  nationwide  average. 


continues  to  be  its  NAFTA  trading  part- 
ners, Mexico  and  Canada,  which  account- 
ed for  54%  of  total  state  exports  during 
2002.  East  Asia  accounted  for  12%  of  the 
state's  total  exports. 


Bastrop,  Texas 


Where  Opportunities  Grow 


Abundant  Labor 
Resources 

•  free  land  in  new 
industrial  park 

Ideal  Location 

•  Only  22  miles 
from  the  new 
Austin-Bergstrom 
International  Airport 

Terrific  Qualiiy  of  Life 

•  Three  18-hole  golf  courses 

•  River  walk  near  historic 
downtown  area 

Our  BioTech  CoMMUNi        

•  BioCrest/Stratagene,  Cenetron  D|AG\'0STICS 

•  MD  Anderson  Cancer  Research  Center 

•  University  of  Texas  Veterinary 
Research  Park  and 

•  The  Coghlan  Group 
(Drug  Testing/Research) 


Bastrop  Economic  Dev 


903  Main  Street  •  Bastrop,  TX  78602 
512-303-9700  •   Fax:  512-321  4191 
e-mail:  BEDC@BastropEDC.i 

For  more  informatinn  see* 


r  www.BastropEDC.o 


saw  opportunity  in  the  underserved  Texas 
and  southwest  markets.  "Our  customers 
find  the  location  convenient  to  them  and 
feel  a  sense  of  security  with  the  plant  so 
close  to  their  locations,"  says  Frederic 
Rouyer,  managing  director.  "The  people  in 
the  local  community  have  been  extremely 
supportive,  and  the  area  has  supported  the 
necessary  labor  base  for  us  to  succeed. 
The  new  plant  had  the  smoothest  and 
fastest  start-up  of  any  of  our  plants,  and  we 
continue  to  break  all  records  due  to  the  out- 
standing accomplishments  of  our  local 
labor  force." 

"We  competed  with  Oklahoma  for  this 
plant,"  adds  Jeanette  Moser,  executive 
director  of  economic  development  for  the 
Commerce  Economic  Development  Cor- 
poration. "Hydro  Aluminum  officials  told  us 
that  what  impressed  them  most  was  that 
we  were  able  to  show  them  they  were 
really  wanted  here,  and  that  counted  even 
more  than  incentives." 

A  welcoming  climate  also  attracted 
Family  Dollar  to  Texas.  The  fast-growing 
discount  retailer  recently  opened  a  $95 
million  distribution  center  in  Odessa.  It's 
the  company's  seventh  distribution  facili- 
ty and  its  first  in  Texas.  With  more  than 
5,000  stores  in  43  states,  Family  Dollar 
sought  a  Texas  location  to  serve  430 


stores  in  the  region.  As  the  facility  ri' 
up,  it  will  serve  700  to  750  stores. 

"First  and  foremost,  the  business-fil 
ly  climate  was  a  major  draw,"  says  CK 
Gibson,  executive  vice  president,  sil 
chain,  who  was  involved  in  the  site  ^ 
tion.  "The  Midland-Odessa  communitJ 
the  whole  state  have  been  very  act 
modating  in  meeting  our  needs.  5: 
included  bringing  in  a  considerable  an  : 
of  infrastructure  to  support  the  907 ' 
square-foot  distribution  center  —  v 
gas  and  utilities.  The  transportation 
structure  —  access  to  major  interyi 
and  highways  —  was  a  factor  as  wel 

The  area's  large  available  labor  poonk 


2003  NBA  Champion  San  Antonio  I 

another  strong  card,  Gibson  notes, 
vast  majority  of  our  workers  are  fror , 
area.  We're  working  with  Odessa  Cof  j'l 
nity  College,   using  training  fundilcs 
received,  to  train  workers  to  u: 
sophisticated  warehouse  manage  : 
system.  We've  found  the  commumt 
lege  very  supportive  of  our  trainr 
development  needs. 

"The  dealings  we've  had  with  evi 
at  all  levels  in  the  state  have  been  vei 
itive,"  Gibson  adds.  "State  agencie- 
governor's  office  and  the  local  comn 
have  shown  an  open  and  up-front  st 
doing  business,  and  people  do  the 


Advertisement  15 


commit  to  do.  The  strong  feeling  of 
ng  with  people  of  integrity  is  immea- 
)le.  That  extends  to  the  workforce  as 
-  as  we  evaluated  the  area's  work 
we  talked  to  other  employers  about 
things  as  turnover  and  labor  relations, 
ound  that  very  favorable." 

lity  of  Life  Beckons 

;as  has  earned  its  top  ranking  as  one 
J  nation's  most  desirable  places  to  live 
/vork.  Two  Texas  cities,  Austin  and 
5,  appear  on  Forbes'  top  10  list  of  the 
Places  for  Business  and  Careers. 
;t  of  living  data  from  the  U.S.  Census 
3u  shows  the  average  cost  of  living 
s  Texas  metropolitan  areas  is  6.9% 
than  the  nationwide  average.  Hous- 
5sts  are  the  most  notable  advantage 
atewide,  housing  costs  are  14.5% 
han  the  U.S.  average.  Texas  has  one 
3  lowest  tax  burdens  in  the  nation, 
^o  state  income  tax. 
beyond  its  appeal  for  affordability,  the 
has  a  unique  cultural  mix.  "Texas  is 
siastically  mixing  all  sorts  of  cultures 
)m  the  South,  Southwest  and  the 
Side  of  the  border  —  into  a  distinctive 
,"    reports    The  Economist  in   its 
nnber  19,  2002  issue, 
th   vast  and   varied   landscapes, 
weather  and  southern  hospitality 
remains  a  beacon  for  people  look- 
0  relocate.  Its  beaches,  rugged 
itains,  endless  prairies  and  piney 
s  provide  a  spectacular  diversity  of 
aphy  and  wildlife. 
;fore  I  spent  time  here,  I  had  a  certain 
ssion  of  Texas,  and  I  discovered  it's  not 
\/bo/s','  says  Hydro  Aluminum's  Rouyer, 
ch  native.  "Whatever  you're  looking  for, 
ler  that's  desert  land  or  a  green,  moist 
e,  you  can  find  it  in  Texas." 
as  has  more  than  900  golf  courses, 
"liles  of  sparkling  coastline,  19  wildlife 
9S,  13  national  parks  and  123  state 
,  "fascinating    historic    sites    and 


unspoiled  natural  areas.  Among  its  full 
roster  of  theme  parks  is  the  new  down- 
town aquarium  and  entertainment  complex 
in  Houston,  which  opened  earlier  this  year. 

Texas'  largest  cities  have  a  rich  and 
diverse  arts  tradition.  The  Dallas  Museum 
of  Modern  Art,  The  Menil  Collection  in 
Houston,  the  Kimball  Art  Museum  in  Fort 
Worth  and  the  Umlauf  Sculpture  Garden  in 
Austin  are  among  its  finest  examples. 

The  state  embraces  its  history  from  the 
Alamo  to  its  role  in  America's  space  pro- 
gram. It  treasures  its  cowboy  traditions  but 
surprises  first-time  visitors  with  an  array  of 
world-class  stage  performances,  concerts 
and  festivals.  The  cultural  arts  account  for 
about  20%  of  all  Texas  tourism. 

Professional  sports  put  Texas  in  the  spot- 
light as  well.  Dallas/Fort  Worth  Metroplex 
area  teams  include  the  Cowboys,  Rangers, 
Mavericks,  Stars  and  the  Burn.  Houston 
has  the  National  Football  League's  newest 
team,  theTexans,  plus  the  Astros,  Rockets 
and  Comets.  San  Antonio  has  the  Spurs, 
and  all  across  the  state,  minor  league  fran- 
chises in  urban  and  midsize  cities  satisfy 
sports  enthusiasts'  passions.  There's  a 
strong  and  truly  legendary  tradition  of  sup- 
port for  sports'programs  throughout  the 
state's  schools  and  universities. 

niuzninating  a  Clear 
Path  to  the  Future 

Bold  and  bright  as  the  single  star  that 
graces  its  state  flag,  Texas  proclaims:  "We're 
wide  open  for  business."  In  trueTexas  style, 
it  stands  behind  that  proclamation  with  lead- 
ership committed  to  clearing  paths  and 
keeping  its  promises.  "There's  a  new  eco- 
nomic boom  in  the  Lone  Star  State,"  says 
Governor  Perry.  "Companies  of  vision  look- 
ing to  prosper  in  the  21  st  century  will  find  no 
better  home  than  Texas."  ■ 

For  more  information  on  doing  business  in 
Texas,  contact  the  Office  of  the  Governor, 
Economic  Deve!npment&  Tourism  division 
at  512-936-0101  or  e-mail 
locatetx@governor.state.tx.us. 


Web  Address  Directory 

Austin  College 

www.  austincollege.edu 

Bastrop  Economic 
Development  Corporation 

www.BastropEDC.org 

Boeing 

www.boeing.com 

Midland 

www.midlandtexasedc.org 

Odessa  Development  Corporation 

www.odessatex.com 

Pier  1  Imports 

www.pierl.com 

Port  of  Houston  Authority 

www.portofhouston.com 

SBC  Communications  Inc. 

www.sbc.com 

SOURCE  Inc. 

www.source.com 

State  of  Texas 

www.governor.state.tx.us/divisions/ecodev 

Texas  State  University-San  Marcos 

www.txstate.edu 

Texas  Workforce  Commission 

www.twc.state.tx.us 

The  University  of  Texas  at  Tyler 

www.  go2uttyler.  com 

Toyota  Motor  Manufacturing  Texas  Inc. 

www.toyota.com/texas 


BOEING 


The  Boeing  Company  employs  more 
than  7000  people  across  Texas  and  in 
2002  paid  more  than  $1.2  billion  to 
Texas  suppliers.  Texas  communities 
received  more  than  $2  million  in  2002  in 
charitable  contributions.  Boeing  people 
provide  human  space  flight  engineering 
and  management;  manufacture  com- 
mercial, defense  and  space  electrical 
components;  and  coordinate  installa- 
tion and  maintenance  of  airport  explo- 
sive detection  systems.  In  addition, 
Boeing  team  members  provide  military 
and  commercial  aircraft  maintenance 
and  modification;  aircraft  training  and 
support;  and  logistics  and  engineering 
technical  services.  Boeing  is  proud  to 
be  a  key  corporate  citizen  in  Texas. 
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Businesses  that  come  to  Texas 

often  find  themselves  making  giant  leaps. 


Texas  is  big,  diverse 

;  and  a  natural  haven 
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^^m  HESE  ARE  MIGHTi'  DAi'S  FOR  ROBERT  FRIEDLAND. 
^  The  53-year-old  natural  resources  billionaire  has 
^M  been  racking  up  miles  on  his  corporate  jet, 
^1  charming  investors  at  conferences  from  Hong 
H  Kong  to  New  Orleans,  cajoling  Japanese  and 
ean  bankers,  working  with  the  repressive  governments 
Ihina  and  Burma.  It  helps  that  commodity  prices,  as 
Drded  by  the  Reuters-Commodity  Research  Bureau 
;x,  are  up  30%  in  the  last  tvvo  years. 
But  the  real  attraction  is  Friedland  himself  and  his  tales  of 
per  and  gold  deposits  buried  under  the  Gobi  Desert.  This 
ngolian  mother  lode  is  in  a  remote  place  called  Turquoise 
.,  or  Oyu  Tolgoi,  as  the  locals  refer  to  it.  Friedland  calls  it 
t  treasure  chest,"  and  claims  it  contains  perhaps  as  much 
per  as  Falconbridge's  rich  CoUahuasi  mine  in  Chile, 
quoise  Hill  is  right  on  the  doorstep  of  China,  which  last 
sucked  up  2.5  million  tons  of  copper,  making  it  the 
Id's  largest  consumer.  Indigent  Mongolia,  Friedland  says, 
pledged  to  do  everything  necessary  to  help  develop  the 
"I'm  not  in  the  business  of  giving  investment  advice," 
rdland  recendy  told  Bloomberg  News.  "On  the  other 
d,  this  is  one  of  the  major  copper  and  gold  discoveries  in 
world."  His  evidence:  core  samples  taken  over  the  last  two 
■s,  but  no  comprehensive  engineering  studies  yet. 
Investors  have  been  hearing  what  they  want  to  hear. 
res  of  Friedland's  Singapore-based  Ivanhoe  Mines — 
ich  trade  on  the  Australian  and  Toronto  stock 
hanges,  and  (at  $9)  on  the  Pink  Sheets  in  the  U.S. — are 
318%  in  the  last  year,  making  his  41%  stake  worth  $940 
ion.  This  notwithstanding  that  Ivanhoe  Mines  last  year 
$30  million  on  revenue  of  $87  million,  largely  from 
img  iron  in  Australia,  copper  in  Burma  and  gold  in« 
akhstan.  Mutual  funds  like  Tocqueville  Gold  and  Scud- 
Gold  &  Precious  Metals  have  made  Ivanhoe  Mines 
r  biggest  single  holding  because  they  believe  Friedland 
n  to  something  in  Mongolia. 
The  stock  is  also  being  cheered  on  by  stock  analysts  and 
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ice  again,  Robert  Friedland  is 
Iking  up  a  huge  strike.  This  time 
s  copper  and  gold  in  Mongolia. 
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Bank  One  sees  a  bright  future  with  Samsun 
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•  Super-bright,  razor-sharp  19"  analog/digital  TFT/PVA  display   

•  Unique  dual-hinge  base  allows  up  to  90°  tilt  for  optimal  ergonomics 

•  1280  X  1024,  Xtrawide"  1707170°  viewing  angle,  VESA"  wall-mountable  base 

•  World's  leading  manufacturer  of  TFT-LCD  displays 


/isit  www.samsungusa.com 

D2003  Samsung  Electronics  America,  Inc.  Screen  images  are  simulated. 
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That's  DigitAII  vision. 

^  m  mf«^-r^*Mj^  I  How  has  Bank  One  become  a  leader  in  banking  wlniie  showing  its  nearly 
BAIw/XSONB.  1  500,000  small  business  clients  the  path  to  a  bigger,  brighter  future?  With 
unparalleled  vision  and  absolute  clarity.  That's  why  Bank  One  chooses  Samsung  —  the  world's  leading 
manufacturer  of  TFT-LCD  displays.  And  now  Samsung's  commitment  to  the  big  picture  continues  with  the 
innovative  display  technology  found  in  the  SyncMaster  192T,  giving  you  the  opportunity  to  visualize  a  future 
just  as  bright. 

Add  vision.  Add  possibility.  Add  Samsung. 
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Gobi  grab:  Is  there  gold  in  them  thar  hills? 


newsletter  writers  (see  box,  p.  132),  who 
are  brushing  aside  the  self-dealing  through 
which  Friedland  has  increased  his  stake. 
Shareholders  also  seem  to  be  dismissing 
Friedland's  past  legal  battles  with  the  U.S. 
government,  his  cozy  relationship  with  the 
thugs  running  Burma  and  the  lack  of  in- 
depth  engineering  analysis  of  Turquoise 
Hill.  "Everybody  gets  excited  when  Bob 
Friedland  is  pumping  some  stock,  whether 
it  makes  sense  or  not,"  says  Ryan  Bennett, 
principal  at  Resource  Capital  Funds,  a 
Denver  private  equity  group,  who  just 
returned  from  Mongolia. 

No  one  questions  Friedland's  promo- 
tional skills.  Born  in  Chicago,  he  bought 
into  penny  mining  stocks  and  pitched 
them  on  the  Vancouver  Stock  Exchange — 
until  prospectors  of  his  Diamond  Fields 
Resources  looking  for  diamonds  in 
Voisey's  Bay,  Newfoundland  happened 
upon  a  vast  nickel  deposit.  That  was  in 
1994,  when  Friedland  was  best  known  by 
critics  as  "Toxic  Bob,"  affer  another  of  his 
ventures.  Galactic  Resources,  tried  to 
develop  a  gold  mine  near  Summitville, 
Colo,  using  heap  leaching,  an  extraction 
process  that  dips  ore  in  cyanide  to  extrad 
gold.  Galactic  went  bankrupt  and"  ic't  the 
mess  for  the  Environmental  Proiciiion 
Agency  to  clean  up.  (The  Depa  tiu.'nt  of 
Justice  went  after  Friedland  in  1996;  he  v-t 
tied,  paying  $20  million.) 

The  Voisey's  Bay  hnd  changed  Friec- 
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land's  fortunes  and  those  of  sharehold- 
ers— but  added  to  his  controversial  repu- 
tation. He  angled  two  large  mining  com- 
panies, Inco  and  Falconbridge,  into  a 
bidding  war.  Inco  emerged  the  winner, 
paying  $3. 1  billion  for  the  nickel  deposit  in 
1996 — but  soon  regretted  it.  Voisey's  Bay 
turned  out  to  be  as  much  of  a  political 
minefield  as  a  nickel  deposit.  Newfound- 
land, Canada's  poorest  province,  would 
not  let  Inco  dig  up  the  site  unless  the  com- 
pany promised  to  build  a  smelter  and 
process  the  nickel  in  the  province.  Mean- 
time, Innu  and  Inuit  groups  claimed  the 
nickel  deposit  lay  on  their  ancestral  land. 
Last  year  Inco  finally  struck  a  deal,  agree- 
ing to  build  a  $530  million  nickel  proces- 
sor in  Newfoundland  and  getting  the 
Canadian  government  to  kick  in  $100  mil- 
lion, partly  to  train  Innu  and  Inuit  for 
work  at  the  mine  and  plant.  Inco  admitted 
it  overpaid  by  taking  a  $1.6  billion  write- 
down on  its  Voisey's  Bay  investment  in 
2002.  Friedland  got  to  walk  away  from  it 
all,  pocketing  $400  million  for  his  13% 


stake  in  Diamond  Fields. 

Friedland  poured  his  money  back  into 
tjie  ground.  This  prospector  knows  how  to 
hedge  his  bets.  Through  a  private  holding 
company,  Ivanhoe  Capital,  he  owns  a  32% 
stake  in  Nasdaq-listed  Ivanhoe  Energy — a 
stake  worth  $210  million.  Ivanhoe  Energy, 
run  by  former  Occidental  Petroleum  exec- 
utives, produces  oil  and  gas  in  places  like 
China  and  California.  Friedland  also  has  a 
50%  piece  of  African  Minerals,  a  private 
outfit  searching  for  platinum.  He  has  tried 
to  rehabilitate  a  failed  iron  mine,  acquired 
from  the  government  of  Tasmania  in  19961 
by  ABM  Mining,  then  one  of  his  private 
companies,  with  a  promise  of  eventually 
paying  $8  million  in  services.  And  then 
there  is  Ivanhoe  Mines. 

Ivanhoe  Mines  inked 
an  agreement  with  the 
Burmese  government  to 
develop  a  copper  mine  and 
split  the  profits.  Human 
rights  groups  were  quick  to 
denounce  Ivanhoe,  accus- 
ing the  mine  of  taking 
advantage  of  forced  labor 
and  poisoning  the  envi- 
ronment. The  company 
denies  the  accusations,  say- 
ing the  mine  bolstered  the  area's  economy 
Then  came  the  big  break.  BHP  Billiton, 
the  world's  largest  mining  firm,  had  been 
kicking  sand  around  the  Gobi  Desert  in  the 
late  1990s.  After  drilling  23  holes  at 
Turquoise  Hill,  BHP  suspended  activities 
there.  Friedland  swooped  in  and  cut  a  deal 
to  buy  the  exploration  license  to  the  520 
square  miles  of  Turquoise  Hill  in  May 
2000,  agreeing  to  pay  $5  million  and  grant 
BHP  2%  of  the  revenues  generated  by  any 
mine.  Ivanhoe  also  promised  to  spend  at 
least  $6  million  to  explore  the  area  and 
started  driUing  in  June  2000. 

This  past  August  a  unit  of  London- 
based  Amec,  an  engineering  firm, 
reported  after  studying  samples  from 
400  or  so  drill  holes  that  Turquoise  Hill 
could  potentially  hold  38  billion  pounds 
of  copper  and  21  million  ounces  of 
gold — $43  billion  of  metal  at  recent 
prices.  These  are  very  rough  estimates, 
and  in  any  event  there  is  of  course  a 
wide  gap  between  the  value  of  refined 
metal  and  the  value  of  buried  ore. 
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2.  Immediately  processing  claim. . 
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TMOM  CALANDRA'S  STOCKWATCH 

fTj  Mongolian  hoard 

-^  Nation  plans  to  develop  gold,  co| 

By  Thom  Calandra.  CBS  MarketWatch.com 
Last  Update:  1:40  AM  ET  Sept.  18.  2003 

ULAN  BATOR,  Mongolia  (CBS.MW)  -  The  prime  mini 


Cheerleader:  Thom  Calandra. 


Robert  Friedland  has  developed  quite  tlie 
fan  club.  Of  the  II  research  analysts 
following  Ivanhoe  Mines,  9  rate  the  stock 
a  "buy"  or  "speculative  buy,"  according  to 
Bloomberg,  a  surprising  endorsement  for  a 
stock  trading  at  27  times  revenue  and  whose 
chief  potential  payoff— a  speculative  big  strike 
in  Mongolia— is  years  away. 

Friedland  issues  a  steady  stream  of  press 
releases  trumpeting  ever  more  impressive  results.  That  information  is  studied 
closely  by  those  who  follow  the  stock.  "And  the  hits  keep  coming,"  HSBC  analyst 
Tony  Lesiak  titled  his  Sept.  22  report  on  Ivanhoe  Mines,  which  he  rates  a  "buy." 
"Great  results!"  exclaimed  CIBC  analyst  Jack  Jones  in  a  September  conference  call, 
rating  the  stock  a  "sector  outperformer." 

No  one  applauds  louder  than  Thom  Calandra,  a  columnist  at  CBS  MarketWatch,  a 
business-news  Web  site,  where  he  writes  a  column  and  pitches  his  newsletter. 
Calandra  has  plugged  Ivanhoe  Mines  in  numerous  columns  and  has  gone  on 
Ivanhoe-bankrolled  trips  to  Mongolia,  Beijing  and  London.  He  freely  admits  that  he  is 
"a  large  holder"  of  stock  in  Friedland's  Ivanhoe  Energy  and  has  recommended  both 
Ivanhoe  Mines  and  Ivanhoe  Energy  in  his  newsletter.  (He  has  also  shilled  for  Ivanhoe 
Energy  on  CBS  MarketWatch's  weekend  network-TV  broadcast.)  His  enthusiasm  has 
been  credited  by  various  news  wires  with  moving  the  stocks  higher.  "Ivanhoe  Energy 
Inc.  shares  rocketed  69%  yesterday,"  wrote  Toronto's  Globe  and  Ma// recently,  "after 
a  recommendation  by  CBS  MarketWatch's  chief  commentator  over  the  weekend." 

Calandra  has  disclosed  the  junkets  and  his  Ivanhoe  Energy  shares  in  his  column 
and  newsletter-and  sees  no  problem  with  his  close  involvement  with  Friedland  & 
Co.  "I  especially  have  a  very,  very  strong  commitment  to  making  money-making 
lots  of  money— for  my  audience,"  he  says.  —N.V. 


Did  BHP  sell  too  cheap?  The  company 
insists  it  knew  what  it  was  doing.  "New 
ventures  and  operations  typically  take 
longer  than  expected,"  says  Francis  McAl- 
lister, a  BHP  spokesman.  He  can't  say  any- 
thing about  extraction  costs.  His  hands  are 
tied  because  of  the  company's  confidential- 
ity agreement  with  Ivanhoe  Mines. 

Whatever  the  case,  the  discovery  has  al- 
ready been  a  bonanza  for  Friedland.  Years 
before  Ivanhoe  acquired  rights  to  the  Mon- 
golian acreage  in  mid-2000,  he  had  received 
17  million  shares  as  repayment  for  a  $3 
million  loan  he  made  to  the  company  for 
"general  corporate  purposes."  Within  six 
months  of  the  deal  Friedland,  Ivanhoe 
Mines'  chairman,  managed  to  turn  his 
holdings  into  a  controlling  stake.  Remem- 
ber that  Tasmanian  mine  that  he  owned, 
but  still  hadn't  completely  paid  for? 
Though  it  proved  to  be  a  dog — it  lost  $10 
million  on  revenues  of  $60  million  in 
1999 — Friedland  sold  it  to  Ivanhoe  Mines 
for  50.3  million  Ivanhoe  shares. 
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Better  yet,  the  deal  also  provided  that 
$23  million  of  debt  the  Tasmanian  mine 
apparendy  owed  Friedland  would  be  con- 
vertible into  another  30.6  million  Ivanhoe 
shares.  By  the  time  Friedland  converted 
the  debt  into  stock  in  December  of  2001 
he  owned  101  million  shares,  or  51%  of 
Ivanhoe  Mines.  (That  has  been  diluted 
over  the  last  two  years,  as  Ivanhoe  issued 
$210  million  worth  of  shares  to  finance 
drilling.)  The  shares  Friedland  picked  up 
in  the  sale  of  the  Tasmanian  mine  alone 
are  worth  $763  million  today  What  hap- 
pened to  the  Tasmanian  mine?  Ivanhoe 
Mines  in  2001  took  an  impairment  charge 
of  $54  million  on  it  citing  a  "sudden  neg- 
ative outlook  for  iron  ore  and  pellet 
prices,"  and  in  the  third  quarter  of  2002 
wrote  off  another  $18  million  on  the 
investment.  Still,  thanks  to  a  $32  million 
gain  on  the  setdement  of  debt,  the  mine 
showed  a  profit  in  2002.  Yet  Ivanhoe  now 
says  it  may  shut  down  the  mine  unless  it 
can  obtain  new  financing. 


As  for  the  Mongolian  ven- 
ture, the  payoff  for  investors  is 
iffy.  "Only  God  knows  what  is  in 
the  ground,  but  what  they  have 
delineated  so  far  has  been  big  on 
tonnage,  light  on  grade,  and  a  lot' 
of  it  is  deep,"  says  John  Ing,  a  gold: 
analyst  at  Maison  Placementsi 
Canada.  "They  have  a  long  way  to 
go."  Friedland  insists  the  latest! 
drill  results  are  even  better.  But  Ivanhoe, 
he  says,  needs  $800  million  to  develop 
open-pit  surface  and  underground  mines 
to  grab  ore  buried  3,300  feet  down.  Banks  I 
won't  lend  the  money  until  much  more 
drilling  is  done,  serious  engineering  work ! 
is  completed  and  a  feasibility  study  is  pre- 
sented sometime  in  2004  that  shows  how] 
much  copper  and  gold  can  be  mined  at  a 
profit. 

One  other  major  hurdle:  Even  if  Ivan- 
hoe strikes  it  big  and  can  pull  copper  and 
gold  out  at  a  reasonable  cost,  how  will  it 
get  the  ore  to  market?  "Mongolia  is  the 
middle  of  nowhere,  even  for  China,"  says 
Michael  Rieber,  a  retired  mineral  econo- 
mist at  the  University  of  Arizona.  "You 
might  have  a  great  deposit,  but  with  costly 
transportation  and  no  set  infrastructure 
like  power  or  water,  so  what?"  Turquoise 
Hill,  as  Friedland  likes  to  say,  is  only  50 
miles  from  the  Chinese  border.  China 
upgraded   a    140-mile   highway  from 
China's  raUway  system  to  the  Mongolian 
border,  leaving  Friedland  the  task  of  con- 
vincing someone  to  finish  the  highway  50 
miles  farther  to  Turquoise  Hill.  That 
stretch,  too,  will  probably  require  a  rail 
link.  But  while  Friedland  sat  down  in  Bei- 
jing with  Mongolian  Prime  Minister 
Nambaryn  Enkhbayar  and  China's  Min- 
ister of  Railways  Fu  Zhihuan  to  discuss 
such  a  spur,  nobody  is  breaking  ground 
just  yet. 

Friedland  claims  he  wants  to  develop 
the  Mongolian  mine  himself,  or  with  a 
partner.  He  has  shared  the  latest  extraction 
data  with  no  fewer  than  16  mining  com- 
panies. At  the  same  time  he  is  trying  to  list 
Ivanhoe  Mines  on  Nasdaq  or  the  Ameri- 
can Stock  Exchange,  a  move  that  would 
certainly  attract  new  investors  and,  per- 
haps, result  in  a  better  price.  That  would 
be  helpful  if  Friedland  wants  to  raise  more 
capital — or  just  sell  out.  F 
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Can  you  see  it? 
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1.  Shares  credit  rating.  Now. 

2.  Responds  to  mortgage  broker.  Now. 

3.  Confers  with  local  branches.  Now. 

4.  Approves  loan  with  supervisor.  Now. 

5.  Does  it  all  on  one  platform.  Now. 


Lotus. 


MIDDLEWARE  connects  the  unconnecter: 
On  demand.  And  middleware  is  software  like 
IBM  Lotus*  Workplace.  An  innovative  platform  based  on 
open  standards  that  combines  multiple  collaborative  apps 
in  a  single,  dynamic  work  environment.  It's  one  workplace 
tuned  to  individual  roles.  For  real-time  collaboration.  Real 
business  value.  Flexible  too,  it  also  leverages  IBM  Lotus  Notes™ 
(@  business  on  demand™ at  ibm.com/lotus/middieware 
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I  Want  It  Yesterday 

Britain's  Wolseley  Pic.  gets  material  to  U.S.  construction  crews. 
Unsexy,  but  its  performance  deserves  wolf  whistles. 

BY  RICHARD  C.  MORAIS 


THE  AMISH  HOUSE  BUILDER  IN 
Paradise,  Pa.  clutches  his  beard 
thoughtfully  as  he  leans  against 
the  sales  counter  and  places  his 
order.  His  horse  and  buggy  are 
tied  up  outside  the  300,000  square  feet  of 
mills  along  a  rural  stretch  of  Route  30, 
while  lean  crews  inside  are  assembling 
doors,  roof  trusses,  and  wall  and  floor 
panels  for  professional  builders  as  far 
away  as  Virginia.  Just  32  millworkers  can 
build  740  interior  and  exterior  doors  in 
an  eight-hour  shift. 

Pure  Americana?  These  mills  among 
the  Amish  are  owned  by  $13  billion  (rev- 
enues) Wolseley  Pic,  the  biggest  British 


company  you've  never  heard  of 

Reading,  England-based  Wolseley 
doesn't  manufacture  a  single  nail,  and  it 
doesn't  cater  to  weekenders  trawling 
Home  Depot  for  screw  guns.  But  for  pro- 
fessional builders  there's  no  bigger  source 
of  construction  material.  Whether  it's  a 
municipality  looking  for  48-inch  water 
mains,  a  nationwide  developer  of  tract 
housing  seeking  assembled  wall  panels  or 
a  custom  builder  demanding  the  latest 
Kohler  bath  with  DVD  screen,  Wolseley 
can  get  it — and  deliver  it  economically  to 
the  construction  site. 

"We're  in  the  logistics  game,"  explains 
Claude  (Chip)  Hornsby,  chief  of  Wolse- 


ley's  U.S.  heating  and  plumbing  division 
"Builders  don't  want  a  mechanic  costinj 
$60  an  hour  waiting  at  the  job  site  for  a 
$12  piece  of  pipe.  We  get  material  to  oi 
customers  how  they  want  it,  when  the; 
want  it." 

Wolseley's  shares  (London  Stocl 
Exchange  and  NYSE  ADRs)  have  jump© 
70%  in  the  last  seven  months  as  the  com 
pany  recovered  from  exaggerated  feai 
over  U.S.  asbestos  liabilities.  The  cornpai 
trades  at  15  times  trailing  earnings,  in  lin 
with  other  building  supply  companie 
But  this  is  no  average  company.  Earning 
per  share  have  been  compounding  at  i 
12%  average  annual  rate  since  its  first  U.S. 
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Middleware  is  Everywhere. 


Can  you  see  it? 


KEY 


1.  New  design  already  tested. 

2.  Suppliers  already  linked. 

3.  Procurement  already  automated. 

4.  Blueprints  already  updated. 

5.  Engine  all  ready  for  takeoff. 


WebSphere 


MIDDLEWARE  is  what  on  demand 
business  demands.  And  middleware  is 
software  like  IBM  WebSphere'  Using  an  open  and  scalable 
foundation,  WebSphere  lets  you  swiftly  respond  to  change. 
Applications  are  easily  updated,  tested  and  deployed. 
Lead  time  is  shortened.  And  everything  clicks,  regardless  of 
platform.  WebSphere  delivers  it  all.  On  the  money  On  demand. 
@  business  on  demand™at  ibm.com/websphere/middleware 
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acquisition  21  years  ago. 

Wolseley's  problem  .is  its  Atlantic 
Ocean  straddle.  British  shareholders,  who 
own  80%  of  the  float,  have  a  superficial 
understanding  of  the  company  because 
British  journalists  and  analysts  don't  ade- 
quately study  the  faraway  U.S.  operations, 
which  account  for  65%  of  the  group's 
revenue.  Conversely,  American  analysts 
dismiss  Wolseley  as  British.  The  U.S.  edi- 
tion of  the  Wall  Street  Journal  did  not 
publish  a  single  line  about  Wolseley  last 
month  when  it  closed  another  year  of 
record  results. 

Founded  in  1887,  when  it  invented 
the  first  mechanical  sheep  shearer,  Wolse- 
ley spent  the  next  100  years  drifting  out  of 
manufacturing  and  into  distribution.  In 
1982  it  paid  $30  million  for  Ferguson 


►  By  the  Numbers 

Blowing  Hot  and  Cold 

Heating,  ventilation  and  air-conditioning  suppliers 
need  to  consolidate.  Almost  two-thirds  of  U.S. 
distributors  have  revenues  under  $10  million. 


1.7  mil 


$14UI 


U.S.  housing  starts  last  year. 


Amount  builders  will  spend 
on  residential  heating,  ventilation  and 
air-conditioning  this  year. 

Number  of  U.S.  distribution  companies 
servicing  that  market. 

Sources:  Wolseley  Pic:  Joint  Center  for  Housing  at  Harvard  University. 

Enterprises,  an  East  Coast  plumbing  dis- 
tributor with  $142  million  in  sales.  Today 
Wolseley's  North  American  sales,  operat- 
ing under  myriad  trade  names,  are  at 
$8.5  billion,  far  outflanking  those  of 
NYSE-traded  Hughes  Supply  (number 
two,  with  $3  billion).  Says  David  Kohler, 
group  president  of  kitchen  and  baths  at 
Kohler  Co.,  "Wolseley  has  never  been 
properly  recognized  for  its  historic  vision. 
They  are  the  only  truly  national  player, 
with  strong  locations  all  across  the  U.S." 

U.S  builders  spend  $640  billion  a  year 
on  construction,  but  their  supply  lines  are 
fragmented.  Even  Wolseiey,  with  its  950 
branches  across  the  U.S.,  has  just  6%  of 
plumbing  and  heating  items,  and  at  best 
3%  of  building  materials.  Similar  to  the 
way  Browning-Ferris  and  Waste  Manage- 
ment revolutionized  garbage  hauling  30 
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years  ago,  however,  Wolseley's  mission  is 
to  consolidate  an  industry.  "We  can  go  on 
making  acquisitions  for  another  15 
years,"  says  Group  Finance  Director 
Stephen  Webster. 

Wolseley's  internal  growth  has  bene- 
fited from  low  rates  and  the  great  bull  run 
in  housing  of  the  last  decade.  Wolseley 
figures  the  overdue  pickup  in  U.S.  com- 
mercial and  industrial  construction  will 
arrive  sometime  in  late  2004,  just  in  time 
to  pick  up  some  slack  in  housing.  An 
improved  job  market  should  do  the  rest 
for  the  top  line. 

Running  Wolseley  is  the  former  Fer- 
guson boss,  Charles  Banks.  Two  years  ago 
Wolseley's  board  moved  the  now-62-year- 
old  Greensboro,  N.C.  native  over  to  Read- 
ing as  chief  executive.  His  ironic  task  now 
is  to  build  the  European  opera- 
tions to  balance  out  any  U.S. 
economic  risk. 

Even  in  today's  more  unified 
Europe,  that's  a  complex  job. 
"We're  definitely  not  dealing 
with  a  United  States  of  Europe," 
says  Banks.  "A  lot  of  specifica- 
tions that  revolve  around  heat- 
ing and  water  systems  vary  from 
country  to  country." 

Not     that    Wolseley    has 
exhausted  its  U.S.  potential.  It 
still  hasn't  cracked  urban  centers 
like  Chicago  or  New  York,  which 
can  entail  dealing  with  unsavory 
sorts  in  the  building  trades.  The  company 
spends  some  $300  million  of  its  cash  a 
year  acquiring  bolt-ons,  mostly  in  the 
$5-million-to-$20-milIion  range.  The 
acquired  management  is  usually  kept  on, 
while  the  parent's  more  efficient  data  pro- 
cessing and  supply  logistics  are  plugged 
in.  Wolseley  aims  to  boost  the  target  com- 
pany's cash  flow  within  90  days,  although 
goodwill  writeoffs  impinge  on  earnings. 

Last  year  Wolseley  spent  $110  mil- 
lion, or  ten  times  aftertax  earnings,  on 
the  Tampa-based  Clayton  Group,  a  $225 
million  (revenues)  waterworks  specialist. 
Eliminating  redundancies  and  pushing 
through  efficiencies  cut  working  capital 
12%  to  $33  million  in  three  months. 
Now  that  the  British  group  has  a  solid 
branch  network  throughout  Florida,  a 
manufacturer  of  large  water  pipes  let 


Wolseley  distribute  its  48-inch  mains  that 
previously  it  had  only  sold  directly 
Upshot:  Wolseley  eliminated  a  competi- 
tor and  boosted  regional  sales  16%. 

The  additions  also  yield  new  products 
and  ideas  to  push  through  Wolseley's 
existing  U.S.  branches  plus  the  2,500 
abroad.  Ferguson,  for  example,  quickly 
adopted  the  Clayton  Group's  "paid  when 
paid"  policy;  salesmen  get  their  commis- 
sions only  when  clients  pay  their  bills. 
Don't  weep  for  them.  By  our  calculations 
commissions  are  generous  enough  to 
double  a  top-performing  U.S.  branch 
manager's  annual  income  to  $275,000. 

The  Herndon,  Va.  store  near  Washing- 
ton, D.C.'s  Dulles  airport,  meanwhile,  stole 
an  idea  from  Wolseley's  French  chain, 
increasing  sales  overnight  when  it  intro- 
duced a  self-service  shop.  Previously,  goods 
were  sold  from  behind  a  sales  counter.  Now 
plumbers  and  builders  walk  the  Herndoni 
aisles,  grabbing  steel  nipples  and  male: 
adaptors  from  the  shelves.  Impulse  items? 
Not  exactly,  but,  explains  branch  manager 
David  Burgess,  "Our  customers  didn'j 
know  we  had  half  the  stuff  we  have." 

Backing  up  the  U.S.  branch  netwoi 
are  seven  warehouses.  The  one  in  FroiS 
Royal,  Va.  is  six  floors  of  neatly  stacked 
inventory  worth  $35  million  in  a  hangar 
the  size  of  a  regional  airport.  A  printer 
continually  spits  out  orders:  A  customer 
in  Kingston,  N.Y.  needs  a  two-handed 
chrome  Delta  faucet.  A  worker  zips  one  of 
the  43  forklifts  dovm  the  aisles  to  fetch  the 
$380  bar-coded  package.  The  faucet  is 
electronically  swiped  on  the  forklift's 
v^reless  computer  system  and  electronic 
eye,  and  from  there  it's  tracked,  packe( 
and  loaded  into  a  UPS  trailer  docked  a 
one  of  the  two  dozen  loading  bays;  it's  il 
the  upstate  New  York  store  the  follov/in| 
morning.  By  aggregating  little  orders 
that  for  the  likes  of  Andersen  windo 
and  Kohler  sinks,  Wolseley  enjoys  lowi 
costs  while  its  impatient  customers  enj^ 
quick  service. 

Out  of  large  scale  comes  a  small  bi 
extremely  important  advantage  in  pro; 
its.  In  fiscal  2003  Hughes  Supply  report 
a  profit  margin,  before  tax  and  interest! 
of  3.9%.  Wolseley's  comparable  U.Si 
plumbing  and  heating  margin,  by  conj 
trast,  was  5.5%. 
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There's  a  lot  on  the  line  when  it  comes 
to  information  security. 


Fiduciary  Accountability.  Government  Regulation.  Data  Privacy.       ^ 

It's  a  fine  line  between  hoping  you're  protected  and  actually  being  protected. 

Take  control  of  your  information  risk  with  Internet  Security  Systems,  the  trusted  security 
expert  to  the  Forbes®  500s  and  world  governments.  Only  Internet  Security  Systems  can 
eliminate  regulatory  and  business  risk  through  guaranteed  protection  services  and  products. 
.So  before  you  sign,  know  you're  protected  with  a  security  guarantee.  Call  Internet 
Security  Systems  today  800-776-2362.  www.iss.net/ontheline. 

©  2003  Internet  Saurity  Systems,  Ith:  A)I  rjghls  reserved  worltJwide. 
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Ranksfiat  Driver  [  By  Jerry  Flint 


Strange  Bed  Partners 


TOYOTA  IS  WAY  AHEAD  IN  DEVELOPING  HYBRIDS— 
gas/electric  combos — for  the  retail  market.  It  has  sold 
more  than  50,000  of  its  Prius  car  to  Americans,  has 
just  put  a  much  improved  Prius  on  sale  and  has  two 
more  hybrid  models  coming  next  year.  Honda  is  sell- 
ing them,  too.  Ford,  General  Motors  and  others  are  working 
on  hybrids. 

What  we  don't  know  is  if  they  make  sense  financially.  Will 
having  two  engines  save  enough  in  fuel  to  make  the  car  worth 
its  extra  cost?  Even  if  fuel  savings  are  all  that  important,  there's 
the  question  of  whether  hybrids  are  better  or  more  efficient 
than  a  diesel  engine,  common 
in  European  cars. 

Now  comes  a  very  differ- 
ent experiment  in  hybrid 
power  plants,  from  Eaton 
Corp.,  the  supplier  of  super- 
chargers, engine  valves,  cylin- 
der heads,  differentials  and 
lots  of  other  parts.  Eaton  is 
teaming  up  a  Hitachi  lithium- 
ion  battery  system,  a  Mer- 
cedes diesel  engine  and  a 
truck  built  by  Freightliner,  a 
DaimlerChrysler  subsidiary. 
America,  Japan  and  Germany 
working  together.  The  cus- 
tomer is  Federal  Express  and 
the  project  was  created  by 
Environmental  Defense  (for- 
merly the  Environmental  Defense  Fund),  a  New  York-based 
advocacy  group. 

If  this  hybrid  delivery  truck  works,  it  would  be  a  commer- 
cial first.  There  are  a  few  test  buses  running  around,  but  I  doubt 
much  will  come  of  these. 

Federal  Express  should  be  getting  the  first  of  the  test  fleet  by 
early  next  year  and  could  buy  30,000  more  over  the  next  decade. 
One  aim  is  to  reduce  toxic  diesel  emissions — namely,  nitrous 
oxides  and  carbon  monoxide.  The  other  is  to  improve  fuel 
economy.  That  would  spare  the  earth  some  greenhouse  gas 
(carbon  dioxide)  and  save  truck  ow  ners  some  cash. 

The  diesel  engine  works  jointly  with  the  electric  motor  to 
make  the  acceleration  brisk.  When  the  peak  demand  from  the 
initial  movement  eases  offi  say  at  25  to  35  miles  per  hour,  the 
electric  motor  goes  off  and  the  diesel  takes  over.  The  Toyota 
hybrid  car,  on  the  other  hand,  runs  mostly  on  electric  power  to 
15mph  or  20mph  before  switching  to  the  gasoline-powered 
engine.  Both  the  Toyota  and  Honda  hybrids  put  their  gas  1 
engines  into  a  kind  of  sleep  mode  for  short  stops.  The  FedEx  ! 
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An  environmental 

group  and  several 

companies  are 

working  to  develop 

a  new  hybrid 

engine  for  FedEx. 

The  coalition  is 

refreshing— and  the 

idea  isn't  blue-sky. 


diesel    engine    doesn't    sht 

down,  but,  like  the  car,  use 

regenerative  braking,  meanin 

the  special  lithium-ion  batteri? 

capture  and  store  energy  whe 

the  trucks  brake.  I 

Tim  Morscheck,  vice  presi 

dent  of  technology  for  Eatonl 

truck  business,  says  the  engin 

is  working.  "We've  been  elate 

with  the  test  results,  the  driv 

and  emissions." 

But  "works"  in  this  case  must  mean  that  it  works  economi 

caUy  and  reliably.  The  cost  of  the  expensive  lithium-ion  battel 

must  be  offset  by  fuel  savings  and  other  cost  reductions. 

If  you  could  buy  a  lithium-ion  battery  at  a  garage,  whiq 
you  can't,  it  might  cost  $2,000  per  kilowatt-hour  of  storag 
capacity.  Eaton  is  using  2.5  kilowatt-hours  in  its  system.  (Tha 
amount  of  energy  is  what  you  get  out  of  a  200hp  engine  rui 
ning  for  one  minute.)  The  goal  is  to  cut  the  fuel  a  FedEx  true 
uses  per  mile  by  50%.  I  figure  trucks  like  that,  which  nm  on  sb 
cylinder  diesels,  get  around  10  miles  to  the  gallon  now.  Th 
means  it  will  take  100,000  miles  of  driving  fueled  by  $1.50 
gallon  diesel  to  work  off  the  cost  of  the  battery. 

That's  a  tough  nut.  "The  life  of  the  battery  is  directly  pn 
portional  to  how  deeply  you  cycle  the  battery,"  says  Morschec 
"Run  it  down  to  empty,  then  fiall  charge  and  back  to  empty,  a 
kill  it  in  a  fairly  short  time." 

You  could  offset  some  of  that  $5,000  by  saving  money  c 
the  engine;  the  power  from  the  electric  motor  would  maybe  I 
a  trucker  replace  a  six-cylinder  diesel  with  a  cheaper  four-cylii 
der  diesel.  Eaton  is  also  looking  to  lower  costs  by  trying  a  lowe 
cost  transmission  and  lengthening  the  life  of  the  battery  systen 
So,  we  don't  know  yet  about  the  physics  and  the  economic 
But  what  is  already  coming  out  of  this  experiment  is  a  new  kin 
of  cooperation.  Usually  I  hear  from  environmental  groups  whe 
they  are  complaining  about  something  or  filing  a  lawsuit  In  th 
case  Environmental  Defense  is  trying  to  inspire  companies  1 
modify  their  behavior  voluntarily.  "We  believe  if  you  want  i 
change  America,  you've  got  to  change  American  business,"  sa 
Gwen  Ruta,  who  runs  corporate  partnership  programs  for  tl 
organization.  "We  work  with  companies  on  projects  that  hai 
environmental  and  business  advantages." 

There's  still  lots  of  work.  But  the  diesel  hybrid  truck  is  n< 
blue-sky.  It's  not  some  scientists  telling  us  that  the  auto  indusd 
could  build  wonderful  40mpg  cars  if  it  only  cared.  Mosdy  I  lil 
the  idea  of  people,  from  everywhere,  working  together.  I 

'EVvs'Vw^^       Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automob 
^^^^■■•com       industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 


FLEXIBLE  ENOUGH  TO  DEAL  WITH  A  FLUCTUATI 
ECONOMY,   POLITICAL  UNREST,  AND  THE 
FICKLE  NATURE  OF  15-YEAR  OLD  GIRLS. 


Pink  is  hot.  Pink  is  not.  Plaids  ore  the  rage.  Plaids  are 
so  over.  How  are  retailers  supposed  to  cope  with  the 
ever-faster-changing  tastes  of  today's  teenagers? 
Easy.  They  call  Menio  Worldwide.  Why?  We  have  the 
full  scope  of  technologies  and  services  necessary  to 
meet  the  intense  dennands  of  such  a  dynamic 
marketplace.  We're  constantly  finding  more  efficient 
ways  to  transport  supplies,  manage  inventories,  and,^ 


distribute  products  around  the  world.  (In  a  real 
fashion  emergency,  we  con  even  overnight  product 
to  the  other  side  of  the  globe.)  We  offer  unparalleled 
expertise  in  air  and  ocean  fonA/arding,  3rd  and  4th 
party  logistics,  supply  chain ,  technologies  and 
integrated  customs  and  trade  solutions.  Look  us  up 
at  menloworldwide.com,  where  rs  all  spelled  out 
in  stunning  blue,  gray  and  orange  fdt  least  for  today). 
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"In  Ontario,  the  climate  for 
investment  has  never  been 
better  -  and  our  barometer 
is  state  of  the  art." 


Barbara  Stymiest,  Chief  Executive  Officer,  TSX  Group 


By  any  measure,  Ontario's  economy  continues  to  shine,  and  is  independently  forecast  to 
outpace  all  G-8  nations  through  2003,  -With  the  province  attracting  growing  interest  from  the  global 
business  community,  international  investors  look  to  TSX  Group  as  their  window  onto  the  Canadian 
marketplace.  •  North  America's  third  largest  stock  exchange,  with  a  combined  market  capitalization  of 
$680  billion,  TSX  Group  operates  a  marketplace  for  senior  issuers  -Toronto  Stock  Exchange  -  and  one 
for  junior  issuers  -  TSX  Venture  Exchange.  Together,  the  combined  market  capitalization  for  Ontario 
based  issuers  on  these  exchanges  is  naore  than  $300  billion.  •  "With  our  long-standing  leadership  in 
trading  technology  and  corporate  governance  guidelines,  we  offer  issuers  and  potential  issuers 
one  of  the  best  marketplaces  in  the  world,"  says  Barbara  Stymiest,  CEO  of  TSX  Group.  One  more 
excellent  reason  to  consider  Ontario.  •  With  its  competitive  operating  costs  and  sizeable  reserves 
of  skilled  labor,  the  province  offers  a  strategic  platform  for  companies  looking  to  take  advantage 
of  duty-free  access  to  North  America.  •  Knowledge-based  corporations  especially  will  want  to 
know  more  about  our  generous  R&D  tax  credits.  We  invite  you  to  investigate  the  positive  outlook. 


www.2ontario.com 

^800  819-8701 


Ontmiio 

Canada 

The  Futures  Right  Here 


BYSTEPHANE  FITCH 

N  A  RECENT  FALL  MORNING  LIESEl 
Pritzker  shows  up  for  a  meeting  wearing 
a  simple  black  top  and  slacks.  Her  facej 
free  of  makeup  and  brown  hair  down,  I 
this  sophomore  at  Columbia  University 
is  all  ingenue.  But  history  may  record  her  I 
as  the  heiress  who  helped  tear  apart  one 
of  America's  most  storied  and  wealthy  [ 
families.  "This  is  the  last  thing  I  wanted  to  do,"  she  says. 
She  could  be  referring  to  either  her  first  interview  with  I 
the  press — or  the  ruckus  she  has  caused  among  the 
Pritzkers.  The  suit  "is  not  how  I  want  to  define  myself,"  | 
says  the  19-year-old  actress. 

Irreconcilable  differences?  Liesel  Pritzker  says  she  sued 
her  dad,  Robert,  and  her  cousins  to  get  at  the  truth.  Robert 
claims  he  just  wants  to  restore  harmony  within  the  family. 


I 


•eeling  cheated  by  her 
)wn  flesh  and  blood, 
.iesel  went  to  court, 
boking  for  money  and 
inswers.  What  turned  up 
vas  a  huge  family  stash, 
irotected  by  one  of  the 
weetest  tax  deals  ever. 


Pritzker 


YO!  NOT  SO  FAST.  BUDDY 


Anyone  who  tries  to  tell  you  that  moving  your  assets  to  an 
offshore  trust  can  eliminate  a  big  chunk  of  your  tax  bill  is  ei- 
ther deluded  or  a  scamster. 

Congress  and  the  IRS  have  tightened  the  screws  since 
A.N.  Pritzker  established  his  trusts.  A  U.S.  citizen  setting  up 
a  Caribbean  trust  today  should  gain  some  protection  from 
future  creditors,  but  will  rarely  save  income  or  estate  taxes. 
Not  legally,  that  is.  The  main  exception:  when  all  beneficia- 
ries are  foreigners. 

As  for  trying  to  evade  taxes  by  using  offshore  trusts,  the 
penalties  are  harsh,  and  the  Internal  Revenue  Service  has 
beefed  up  its  once-meager  ability  to  detect  offshore 
cheats— thanks  to  the  new  reporting  requirements  Congress 
adopted  in  1996  and  new  information-sharing  agreements 
with  tax-haven  countries. 

Today,  if  you  park  assets  in  an  offshore  trust  with  any 
possible  U.S.  beneficiaries,  the  law  automatically  treats  it  as 
a  "grantor"  trust.  That  means  all  income  earned  by  the  trust 
is  taxable  to  you  personally,  as  the  grantor,  each  year,  even  if 
it's  left  in  the  trust  to  grow  or  is  distributed  to  other  beneficia- 
ries. Moreover,  you'll  have  to  file  annual  returns  (on  Forms 
3520  and  3520A)  with  the  IRS.  The  penalty  for  failing  to  report 
a  transfer  of  assets  to  an  offshore  trust  is  35%  of  the  amount 
moved;  each  year  you  fail  to  report  income  from  an  offshore 
grantor  trust  brings  the  risk  of  civil,  even  criminal,  penalties. 

Congress  first  tried  to  tax  all  offshore  trusts  as  grantor 
trusts  in  1976  and  tightened  the  law  in  1996.  But  until  the 
IRS  issued  final  regulations  covering  the  provision  in  July 
200f,  some  ambitious  tax  advisers  claimed  a  U.S.  citizen 
could  avoid  grantor  trust  rules  by  setting  up  a  "springing" 
trust-which  wouldn't  allow  a  U.S.  beneficiary  until  at  least 


I II II 11 Y       The  2001  regs  specifically  nixed f 

"  ^^  "^  "^  B  ploy,  and  now  some  lawyers  keef 

busy  cleaning  up  the  tax  problem 

faced  by  taxpayers  who  tried  to  squeeze  through  this  d! 

ous  loophole.  1 

What  happens  to  your  offshore  trust  when  you,  the 

grantor,  die?  That  depends.  If  you  made  an  "incomplete"' 

to  the  trust  beneficiaries  at  the  time  you  moved  the  assej 

into  the  trust— meaning  you  kept  certain  control  over  the: 

money— then  the  trust  will  be  considered  part  of  your  tai 

estate  and  be  subject  to  estate  taxes  at  current  rates  of  It 

49%.  But  your  beneficiaries  will  benefit  from  a  "step-up"i' 

the  basis  of  the  assets  to  whatever  they  were  worth  at  yoi 

death.  (That's  assuming  you  don't  die  in  2010,  when,  unci 

the  current  wacky  law,  both  the  estate  tax  and  unlimitedi 

step-up  go  away  for  just  a  year.)  i  i 

But  if  you  made  a  completed  gift  to  the  trust  benefici?  ? 

at  the  time  you  moved  the  assets  offshore— say,  by  payin' ; 

gift  tax  or  using  up  your  $1  million  lifetime  exclusion  from  i 

tax— then  the  assets  aren't  part  of  your  estate.  But  your  il  i 

tate  will  owe  a  15%  capital  gains  tax  on  the  appreciation  o  f 

the  assets,  just  as  if  you  had  sold  them  the  moment  befoi'ii 

your  death.  it 

So  do  foreign  trusts  have  any  tax  advantages  left?' . 

but  they  are  pretty  circumscribed.  One  is  that  earningii  e 

can  accumulate,  temporarily  untaxed,  after  you  are  d&t, 

Your  heirs  are  taxed  on  this  income  only  when  and  if  tli  fl 

receive  it.  Deferral,  however,  comes  at  a  steep  price,    (is 

That's  because  foreign  trust  profits  distributed  imme*icl 

ately  are  treated  like  any  other  income— capital  gains  i  ! 

qualified  dividends  are  taxed  at  the  new  low  top  rate  o  (i 

15%.  But  any  profits  that  are  allowed  to  accumulate  an  2 

are  distributed  later  are  all  taxed  at  the  higher  ordinariin 

income  rate  of  up  to  35%.  These  back  taxes  are  also  hh 


It's  been  nearly  a  year  since  she 
launched  a  $6  billion  lawsuit  against  her  fa- 
ther, Robert,  and  1 1  older  cousins,  accusing 
them  of  looting  licr  trust  kinds  and  those  of 
her  brother,  Maltliew,  21.  (Matthew  joined 
the  battle,  filing  suit  five  niontlis  later.)  The 
action  focused  unwanted  attention  on  deep 
divisions  tearing  apart  this  obsessively  pri- 
vate family  It  has  also  she.-  ii.hv  'itjlit  on  a 
plan,  which  FORBES  fi,  .  -,  >,tp- 

tember  2002,  to  carve  up  '  ';!.,";<  for- 

tune that  took  the  Pritzkei  i  cen- 

tury to  build.  The  aftermath  u.  us  has 


parted  the  curtain  on  the  shadowy  financial 
underpinnings  of  this  empire — ^a  vast  net- 
work of  domestic  and  foreign  trusts  de- 
signed to  minimize,  if  not  eliminate,  taxes. 
What  do  taxes  have  to  do  with  the 
squabbles  of  a  dozen  or  so  cousins  over 
their  gargantuan  inheritance?  Money,  of 
course.  But  this  isn't  a  story  just  about 
greed.  It's  about  charges  of  thievery  and  re- 
cnge  by  proxy,  competing  senses  of  enti- 
iiernent  and  justice,  and  irreparably  hurt 
■^elings — all  eating  away  at  a  family  that 
'Hce  hung  tightly  together.  This  is  an  em- 


pire that  was  never  built  to  withstand 
breakup.  It  was  intended  to  grow  and  hilm 
handed  down  fi-om  one  generation  to  the  ey 
next,  largely  protected  fi-om  the  taxmaii  5(i 
through  the  shrewdness  of  family  strate- 
gists— and  generous  grandfather  clauses  iie 
that  protect  assets  accumulating  in  offshore  i  esf 
accounts  set  up  years  ago.  It's  no  coinci^  iss 
dence  that  just  as  the  splitup  is  occurring,  lan 
the  IRS,  sometime  around  the  beginning  oi  rat 
2003,  issued  a  notice  of  tax  deficiency  to  ess 
Liesel's  cousin  Thomas,  who  effectively 
controls  the  trusts,  and  to  other  cousins 
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iFiondeductible  interest  at  an  iRS-set  rate  that  floats 
1  Treasury  interest  rates. 

a  nother  payoff  for  the  overseas  trust  comes  into  play  if 
J  of  the  beneficiaries  is  someone  living  in  the  U.S..  says 
if  &  McKenzie  partner  Robert  F.  Hudson  Jr.,  who  runs 

lat  situation  a  lot  from  his  Miami  base— for  example, 
only  part  of  a  foreign  family  has  moved  to  the  U.S.  An 

can-based  grantor  may  have  to  pay  gift  taxes  or  use  his 
( temption,  but  he  won't  owe  annual  income  taxes  there- 
I  an  trust  earnings, 
i  ireign  trusts  may  also  still  have  some  appeal  for  cer- 

'ealthy  couples  setting  up  a  trust  for  their  grandchil- 

ind/or  generations  beyond— sometimes  known  as  a 
I  'ty  trust.  Here,  too,  how- 

/ou  just  won't  get  the  deal 

itzkers  did.  That's 

se  A.N.  set  up  his  foreign 

Dmestic  trusts  before 

ess  passed  the  onerous 

ation-skipping  transfer 

lat  kept  fortunes,  held  in 

from  cutting  estate/gift 

rdens  by  leaping  across  a 

ation  to  the  grandkids  (or 

grandkids). 

e  combined  GST  tax  and 
fax  can  come  to  a  stiff 

f  the  value  of  assets 

erred  to  grandchildren. 

ich  taxpayer  gets  a  $1.1 

1  exemption  from  the  tax, 
to  $1.5  million  next  year 

2  million  in  2006.  (Only 
ion  of  that  exemption 
•  used  while  you're  still         ' 


I 


alive,  however,  without  creating  a  gift-tax  bill.) 

If  you're  planning  to  set  up  an  offshore  trust  anyway,  for 
reasons  such  as  asset  protection,  it  could  be  a  good  vehicle 
for  using  your  GST  exemption,  says  estate  and  trust  lawyer 
Catherine  Schmidt  of  Patterson,  Belknap,  Webb  &  Tyler  in 
New  York.  True,  when  you  put  money  in  an  offshore  GST 
trust,  you're  subject  to  the  grantor  trust  rules.  But  after  your 
death  the  trust  corpus  can  grow  tax  deferred,  provided  it 
limits  its  U.S.  investments  to  publicly  traded  stocks  and  cer- 
tain bonds.  If  no  distributions  are  made  for  decades  and 
then  payments  to  beneficiaries  come  only  from  current-year 
earnings,  the  tax  savings  could  be  substantial. 

—Janet  Novack 


'% 


''/,. 


Do  the  FYitzkers  hate  paying  taxes  more 
m  they  seem  to  despise  one  another?  Can 
sy  bust  up  the  family  fortune  without  the 

finally  breaking  down  their  doors? 

It's  anybody's  guess  at  this  point.  In 
ne  family  members  on  the  other  side  of 
iseVs  suit  filed  a  137-page  motion  to  dis- 
iss  it;  the  judge  in  the  Cook  County 
ancery  court  is  expected  to  rule  in  De- 
mber.  Publicly,  the  Pritzker  defendants 
esent  a  united  front  against  the  two 
ungsters.  Privately,  however,  some  mem- 
rsdelight  in  the  discomfort  of  the  ruling 


trio — Tom,  Nicholas  and  Penny.  These  dis- 
sidents, say  various  insiders,  are  still  some- 
what angry  about  the  $480  million  they  be- 
lieve the  threesome  unfairly  grabbed  for 
itself,  in  the  form  of  self-awarded  partici- 
pations in  deals  tliey  put  family  money  into. 
Liesel  insists  she  isn't  out  for  retaliation. 
"The  suit  isn't  about  getting  back  at  them; 
it's  about  her  being  treated  fairly  as  a  mem- 
ber of  the  family,"  says  Lazar  Raynal,  partner 
at  McDermott,  Will  &  Emery,  which  repre- 
sents her.  She  certainly  resents  the  potshots 
made  by  a  few  family  members  through  in- 


termediaries. They  have  pointed  out  that 
she  and  Matthew  still  have  $160  million 
apiece  in  tlieir  accounts.  Some  even  accuse 
Liesel  of  vicariously  reliving  her  mother 
Irene's  acrimonious  divorce  from  her  father, 
Robert.  That  Irene  is  driving  her  legal  as- 
sault "is  completely  untrue,"  she  says.  "My 
mother  has  nothing  to  gain  from  this  but 
gray  hair  and  wrinkles."  As  for  her  being 
entided  to  a  bigger  share  of  the  Pritzker  for- 
tune? "This  is  not  about  cash,"  insists  Liesel, 
who  speaks  animatedly,  in  a  slightly  husky 
voice.  "It's  not  like  I  think  if  we  win,  it'll  be: 
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'Buy  the  Bentley!  Bling  bling!'"  Why  pur- 
sue the  case?  "I  filed  because  I  wanted  to 
know  what  happened.  It's  going  to  be  tricky, 
and  it  will  take  a  long  time.  But  I  just  need 
to  know  what  happened." 

Wouldn't  we  all.  Liesel  and  Matthew 
have  so  far  been  thwarted  in  tlieir  efforts  to 
learn  about  the  family  settlement  agree- 
ment, which  the  trial  judge  has  refused  to 
let  them  see,  citing  the  family's  privacy  in- 
terests. FORBES,  along  with  four  other  news 
agencies,  tried  to  get  the  jurist  to  unseal  the 
legal  arguments  about  whether  the  settle- 
ment should  be  disclosed  to  Liesel  and 
Matthew;  the  judge  refused. 

A  great  deal  about  the  workings  of  these 
interwoven  financial  entities  still  remains 
vwapped  in  mystery.  StiU,  interviews  with 
family  members  and  former  business  asso- 
ciates, Pritzker  attorneys  and  tax  specialists, 
as  well  as  reviews  of  court  documents  going 
back  awhile,  give  a  pretty  good  idea  of  how 
these  trusts  are  structured  and  how  they 
work.  (Tom  Pritzker  declined  repeated  re- 
quests to  comment.)  They  are  complex — 
constructed  to  discourage  outside  in- 
quiry— and  brilliantly  exploitive  of 
loopholes  in  the  tax  code. 

Don't  even  contemplate  trying  to  copy 
the  Pritzker  family  in  using  offshore  entities 
to  gain  tax  advantages;  the  loopholes  have 
been  closed  (see  box,  p.  144).  But  they  re- 
main available  to  families  that  had  the  fore- 
sight to  set  up  offshore  trusts  four  decades 
ago,  as  the  Pritzkers  did.  At  their  inception 
the  trusts  were  seeded  with  small  assets,  but 
since  then  they  have  benefited  from  large 
amounts  of  leverage,  in  part  in  the  form  of 
loans  from  a  Pritzker-controlled  partnership 
an 


establishing  a  new  one  came  as  naturally  as 
opening  a  passbook  savings  account  to  an 
ordinary  American.  As  Jay  explained  to  a 
chancery  court  judge  in  1977,  while  trying 
to  amend  the  terms  of  a  domestic  trust,  "We 
have  used  trusts  where  others  might  have 


derlying  sense  in  the  economics." 

It  was  A.N.  Pritzker  who  developed ; 
addiction  to  tax-deflecting  trusts.  The  s( 
of  Nicholas  (who  came  to  the  U.S.  fro 
Kiev)  and  armed  with  a  law  degree  fro 
Harvard,  "A.N.  was  doing  leveraged  bu 
outs  in  the  1930s  before  anybody  had  ev( 


"  mis  IS  NOT  ABOUT 

CASH.  I  NEED  TO  KNOW 
«»iATIMI«NEir 

used  part- 
nerships or  corporations."  heard  of  such  a  thing,"  says 

There  was  more  to  the  family's  tax  in-  a  onetime  family  employee.  He  also  toe 
genuity  than  parking  profits  offshore.  The  the  family  fortune  from  $250,000  in  tl 
Pritzkers,  especially  the  second-  and  third- 
generation  patriarchs — Abram  Nicholas, 
known  as  A.N.,  and  his  son  Jay — relished 
opportunities  to  buy  distressed  business  as- 
sets on  the  cheap  by  exploiting  a  corporate 
tax  advantage  often  overlooked  by  other 
bidders.  That  is  the  right  of  the  corpora- 
tion to  claim  a  loss  on  the  sale  of  its  assets 
and  get  cash  back  from  the  government 
from  a  loss  carryback. 

But  the  Pritzkers  knew  when  not  to 
press  a  tax  advantage  too  far.  Instigator  of 
many  offshore  schemes  was  Burton  W.  Kan- 
ter,  a  Chicago  attorney  who  was  later 
slapped  with  a  penalty  for  civil  tax  fraud. 
That  penalty,  still  being  litigated  after  Kan- 
ter's  2001  death,  was  upheld  by  an  appeals 
court  just  this  summer.  The  Pritzkers  re- 
fused to  use  some  of  Kanter's  more 


ii 


1920s  to  an  estimated  $2  billion  at  his  deal 
in  1986.  The  net  worth  his  heirs  reported  i 
the  IRS  at  the  time:  a  remarkable  $25,00 
"The  goal  in  the  family  was  to  die  broke 
explains  an  adviser  to  the  Pritzkers.  Or, 
least,  "broke"  on  the  estate  tax  return. 

The  agency  didn't  buy  it  and  insiste 

A.N.'s  estate  owed  $53  million.  The  caj 

was  settled  in  1994  for  $9.5  million,  pli 

interest.  Jay  paid  the  sum  himself  But  \ 

demanded  tough  terms.  In  accepting  th 

money,  with  the  exception  of  certain  intei 

trust  loans,  the  IRS  was  "precluded  an 

barred  from  raising  any  [trust]  issue  in  ar  I 

case  (including,  without  limitation,  an  j 

Federal  estate,  gift,  generation-skippinj^ 

transfer  or  income  tax  case),  claim  or  coi 

troversy,  whether  or  not  now  pending  . 

that  income  is  attributable  to  an 

member  of  the  Pritzker  Family  c 

any  Pritzker  Entity  or  that  assei 

are  includible  in  the  estate  of  an 

member  of  the  Pritzker  Family. 

In  other  words,  the  IRS  agreed  nc 

to  seek  any  further  taxes  then  c 

in  the  future  from  the  family 

oldest  offshore  trusts. 

Those  were  the  so-called  174 
strained  interpre-  Trusts,  set  up  by  A.N.  in  1963  in  the  Ba 
years  of  tations  of  tax  loopholes.  Nor  did  the  family  hamian  island  of  New  Providence.  Key  wa 
business  deals  that  threw  profits  fiom  the  let  tax  thinking  draw  them  into  deals  diat  finding  an  offshore  trustee,  or  "settlor,"  t 
ecpandmg  j'nfzker  empire  into  the  trusts,  weren't  good  investments  in  their  own  right,  create  the  vehicle,  in  this  case,  a  Parisia 
Now  the  offshore  entities  hold  more  than  "A.N.  and  Jay  always  thought  tax  advantages  named  Francois  Harispuru.  Why?  The  yea 
$3  billion  of  'he  family's  net  worth,  accord-  should  be  a  sweetener  for  every  deal,"  says  a  before,  Congress  passed  a  law  that  termi 
ing  to  source   1  n  aiJiar  with  the  trusts.  former  adviser  to  the  family  "But  they  did-      nated  many  tax  benefits  of  foreign  trusts  « 

The  family  .     .ted  Hundreds  of  trusts;      n't  invest  in  tax  shelters.  There  had  to  be  un-      tablished  by  U.S.  residents,  treating  then 
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The  Pritzkers  got  into  the  offshore  tax-shelter  game  a  long  time  ago.  Through  a  complex  series  of  intertrust  loans, 
interest  payments  and  new  investments,  the  family  has  moved  around  a  great  deal  of  money— legally. 
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more  like  domestic  trusts.  However,  if  the 
Pritzkers  could  establish  an  arms-length  re- 
lationship with  the  trust  (by  having  it  set  up 
by  a  foreign  citizen),  then  Uncle  Sam  would- 
n't tax  any  of  its  income  or  capital  gains. 
That  particular  dodge  no  longer  works,  but 
it  worked  in  1963  and  the  resulting  tax  bo- 
nanza was  grandfathered  in  1994.  At  some 
point  these  trusts  founded  an  organization 
called  International  Clearing  Associates 
(iCA),  a  general  partnership  that  takes  cash 
from  die  trusts  and  lends  it  to  other  trusts 
and  their  companies. 

A.N.  created  a  second  class  of  trusts  in 
1971,  the  T-551  Trusts,  set  up  in  Nassau. 
Once  again  he  found  a  foreign  settlor  in  a 
Colombian  named  Carlos  M.  Echavarria. 
A.N.  put  ihc  T-551S  in  the  hands  of  Castle 
Trust  Co.,  a  Bahamian  bank  part-owned  by 
Burt  Kanter.  the  Pritzker's  Chicago  t;ix  at- 
torney. Cxjnvcniently,  CasUe  had  an  office 
on  LaSailc  S^cet  in  the  lx)op  and  a  checking 
account  ar  ---  '"otiOiial  of  Chicago. 

Thea.s-  ~v  ^ffsi. ore  trusts  today 

include  AIC  i  Vj,  owns  Hyatt  In- 

ternational, o;  ,  .utside  tlie  U.S. 

and  Canada;  1<>  olding  com- 

pany that  has  a  .Mr.mon 


Instead  of  distributing 
income  from  its  investments 
to  beneficiaries,  ttie  trusts 
use  nearly  all  of  it  to  make 
payments  on  loans . . . 


Debt 
service 


Asset         ■  ■  ■  which  are  used  to 
purctiases   acquire  yet  more  assets . . . 


New 
loans 


ICA 

Owned  by  the  trusts, 
this  captive  "bank" 
makes  loans  to  the  trusts 
and  the  companies 
they  control. 


...leaving  little  orno 
accumulated  income 
subject  to  income  tax. 
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Group,  the  family  conglomerate  of  indus- 
trial businesses;  Triton  Holdings,  a  lessor  of 
passenger  jets,  cargo  planes  and  cargo  con- 
tainers; Western  International  Financial 
Group,  which  has  interests  in  reinsurance 
companies;  and  a  20%  stake  in  Royal 
Caribbean  Cruise  Lines.  These  assets  pro- 
duce an  estimated  $90  million  in  income 
each  year — ^but  the  beneficiaries  pay  no  tax 
unless  there's  a  distribution. 

Much  of  that  income  is  loaned  to  other 
Pritzker  entities  or  reinvested;  very  little,  if 
any,  is  paid  out.  The  trusts  are  run  from 
Chicago,  yet  have  a  legal  presence  in  the  Ba- 
hamas, where  they  have  a  Bahamian 
trustee — the  Canadian  Imperial  Bank  of 
Commerce  Trust  Co.  (Bahamas) — but  en- 
gage the  Chicago-based  International  Fi- 
nancial Advisors  (IFA)  for  accounting,  ad- 
ministrative work  and  financial  advice.  IFA  is 
run  by  one  Glen  Miller,  who  jets  from 
Chicago  to  the  Caribbean  so  frequently  he 
has  a  Bahamas  cell  phone  number;  die  IFA 
is  owned  by  offshore  trusts  controlled  by 
Miller's  children.  Miller  takes  his  orders 
from  Tom  Pritzker,  who  effectively  controls 
;ill  the  trusts — ^just  as  his  fadier.  Jay  and  his 
grandfather,  A.N.,  did  before  him. 


-anK*jK^L3WaE£^J9G*jsr5bi&ni  -izsein^x 


Until  Tom  orders  distributions,  the  fam-' 
ily  steers  clear  of  both  taxes  and  the  obliga'! 
tion  to  disclose  information  about  the  trust; 
to  the  IRS.  When  payouts  are  made  from  t 
grandfathered  offshore  trust,  they  are  taxeci 
lightly,  up  to  certain  limits.  Payouts  cominf 
out  of  current-year  dividends  and  capita 
gains  get  the  advantage  of  the  new  15%  ta)  j 
rate.  Payouts  beyond  current-year  income 
are  taxed  much  less  favorably.  But  if  thf 
trustees  play  their  cards  right,  there  need  b( 
no  distribution  of  prior-year  income.        , 

The  trusts  are  highly  leveraged,  whid 
means  that  much  of  what  would  otherwis< 
be  current-year  income  is  deployed  as  in- 
terest payments  on  loans  for  new  invest- 
ments {see  chart,  above).  According  to  twc 
people  familiar  with  the  trusts,  the  O 
"bank,"  one  of  the  assets  of  the  offshore 
trusts,  lends  money  to  the  trusts  at  Liboi 
rates.  These  fiinds  are  invested  in  new  ven- 
tures or  add-ons  to  old  ones,  like  new  Hyatl 
hotels  in  Paris,  Sao  Paulo,  Brussels,  Milan 
and  Warsaw.  The  trusts  spend  much  ol 
their  profits  on  interest  payments  back  to 
ICA.  As  a  result,  they  have  nearly  nonexis- 
tent income,  and  the  value  of  assets  carried 
on  the  books  is  laughably  low.  Two  of  the 
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cousins'  trusts — those  benefitting  Tom  and 
Jean  (Gigi) — ^would  have  negative  cash  flow 
if  Royal  Caribbean  ceased  to  pay  its  52- 
cents-a-share  dividend. 

The  tax  advantages  of  such  entities  are 
legion.  "The  income  of  the  trust  used  to  ser- 
vice the  debt  is,  in  effect,  turned  into  capital 
and  capital  appreciation,"  says  an  attorney 
who  specializes  in  trusts  and  estates.  A  sec- 
ond benefit,  says  this  specialist,  is  that  "by 
having  the  trustees  borrow  fimds  at  the  trust 
level  to  make  investments  that  pay  off,  the 
settlor  is,  in  effect,  creating  value  for  benefi- 
ciaries without  actually  making  a  transfer 
to  the  trust  that  could  be  subject  to  gift  tax." 
It's  a  ticket  to  a  big  tax  hoHday — almost 
The  Pritzkers  had  their  first  dustup  with  the 
IRS  in  1972.  Suspicious  after  a  San  Francisco 
drug  lord's  checks  were  traced  to  Castle,  the 
IRS  looked  into  the  bank  and  discovered  that 
two  of  its  directors  listed  in  Nassau  were  fic- 
tional, according  to  Pennsylvania  State  Uni- 
versity criminal  law  professor  Alan  A.  Block, 
who  wrote  a  book  about  the  case.  An  infor- 
mant at  Castle  confirmed  to  the  IRS  that  the 
bank  really  operated  from  the  U.S.  and  that 
its  customers  kept  Chicago  accounts  set  up 
in  Castle's  name,  withdrawing  cash  while 
avoiding  income  taxes. 

The  Pritzkers  were  among  many  Kanter 
clients  whose  names  turned  up  on  Castle's 
private  list  of  depositors  and  clients.  (The 
list  fell  into  die  hands  of  the  IRS  when  an  at- 
tractive former  policewoman  lured  a  top 
Castle  officer  to  dinner,  giving  agents  time  to 
rifle  through  a  briefcase  he'd  left  at  her 
apartment.)  Among  the  names:  alleged 
Cleveland  racketeer  Moe  Dalitz,  Robert 
Guccione's  Penthouse  Corp.,  Hugh  Heftier, 
Chicago  TV  pitchman  James  (the  Courtesy 
Man)  Moran  and  an  up-and-coming  real- 
estate  investor  named  Samuel  Zell.  The  IRS 
began  building  a  case  that  Castle  and  its  ex- 
ecutives had  "conceal  [edl  assets  and 
evade[d]  the  taxes  of  U.S.  taxpayers." 

After  cutting  immunity  deals  witii  .some 
Castle  clients,  including  Zeli  and  Moran,  the 
Justice  Department  char.;ed  Kanur  and 
others  with  using  Gistle  to  liel)  : j;  ■  '  t. ;  avoid 
taxes  on  profits  from  the  sale  o(  J.  \  .  :;  '  lev. 
hotel  and  apartment  complex.  Kai . .  a- 
partner,  Roger  Baskes,  was  convicted, 
despite  Zell's  testimony  against  him,  K...: 
ter  was  acquitted  in  1977.  While  the  feds  had 
accused  him  of  helping  clients  dodge  tiixes, 
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the  Pritzkers  were  never  charged  with  any 
wrongdoing.  The  family's  caseload  shifted 
to  Kanter 's  protege,  Marshall  Eisenberg,  a 
defendant  in  Liesel's  and  Matthew's  suits. 
Trusteeship  of  the  T-55ls  changed  from  Cas- 
tle to  Canadian  Imperial. 

More  recently  the  Pritzkers  have  been 
involved  in  a  13-year-old  battle  in  U.S.  Tax 
Court.  In  seven  cases  covering  tax  liabilities 
from  1976  through  1991,  H  Group  Holding, 
which  ovwis  the  family's  domestic  Hyatt  op- 
erations and  AIC  (which,  in  turn,  holds  its 
overseas  hotel  ventures),  has  contested  $139 
million  in  extra  taxes  assessed  by  the  IRS. 


Pritzkers.  The  spectacular  failure  of  Sup 
rior  Bank  FSB  in  2001  pushed  the  fami 
which  owned  50%  of  the  thrift,  into  t| 
balefiol  light  of  public  ridicule.  Some  1,4 
customers  with  deposits  exceeding  t 
FDIC's  $100,000  limit  lost  $63  miUion;  t 
feds,  who  seized  the  bank,  now  estimate  t' 
costs  to  U.S.  taxpayers  at  $428  million 
more — on  top  of  the  $385  million  in  go! 
ernment  assistance  already  given  to  tl 
Pritzkers  and  their  partner  Alvin  Dworm; 
when  they  first  acquired  the  bank  in  198 
hi  2001  the  Pritzkers  ended  up  on  the  hot 
for  $460  million:  $100  million  down  ar 


The  hardest  fought  claim:      another  $24  miUion  a  year  for  1 5  years.  F 
■M  |_|  M  m^   ^^  «—  «  that  promissory  note,  the  fami 


By  manipulating  payments  from 
one  Pritzker  entity  to  another  (for,  say,  man- 
aging a  hotel  or  using  the  Hyatt  brand),  the 
famOy  artificially  accumulated  income  in 
low-tax  Singapore  and  Hong  Kong,  short- 
changing tax  collectors  in  high-tax  places 
like  Israel  and  the  U.S.  In  a  1999  decision,  a 
U.S.  Tax  Court  judge  agreed  the  family  was 
imderpaying,  but  said  the  IRS'  proposed  ad- 
justments were  arbitrary.  The  Hyatt  com- 
panies and  the  feds  are  still  haggling  over  a 
doUar  settlement. 

Some  transactions  among  the  offshore 
trusts  may  or  may  not  have  triggered  an 
audit.  In  2001,  reports  a  source  close  to  die 
family,  $200  million  in  loans  to  a  trust  ben- 
efitting Tom  Pritzker 's  mother-in-law,  Abi- 
gail Marshall,  who  lives  in  the  U.K.,  was  for- 
given. It's  unclear  what  the  loan  was  used 
for  or  whether  taxes  were  paid.  A  direct  dis- 
tribution to  Tom  would,  of  course,  prompt 
a  tax  bill.  In  this  case  the  IRS  would  have  to 
prove  that  the  forgiveness  of  debt  was  a  dis- 
guised way  to  pay  a  particular  beneficiary. 
Odier  Pritzkers  were  shocked  at  the  episode. 
They  felt  that  "even  Bill  Gates  wouldn't  give 
his  mother-in-law  diat  kind  of  money,"  says 
A  source  close  to  the  family 

Tlie  offshore  trusts  have  played  a  piv- 
c.iuJ  roie  in  the  most  recent — and  contro- 
ve;si.^;-~-.>vent>-   that  have  rocked   the 


pledged  as  collateral  the 
assets  of  Asworth,  a  company  v«th  tobac( 
and  aerospace  holdings  which,  accordir  1/ 
to  one  source,  had  been  held  in  offshoi 
trusts  until  shortiy  before  the  setdemen 
The  deal  with  the  feds,  says  Timothy  Ai 
derson,  a  retired  banking  consultant  and 
gadfly  who  has  made  Superior's  demise  h 
cause  celebre,  "was  incredibly  generous  1 
the  Pritzkers.  Superior  Bank  ended  up  cos 
ing  a  lot  of  life  savings." 

That  same  year,  in  2001,  die  family  a 
ercised  the  first  major  restructuring  of  i 
empire  to  satisfy  squabbling  family  men 
bers.  They  started  with  some  of  its  offshoi 
trusts,  according  to  a  former  employe 
Cash  and  stock,  says  a  person  familiar  wit 
the  restructuring,  were  transferred  fror 
overseas  accoimts  into  new  trusts— son) 
of  which  were  established  in  Texas  by 
Houston  attorney,  Lewis  linn,  under  th 
names  Cleveland  and  TGFI. 

The  most  troubling  use  of  offshore  ac 
counts  involves  the  alleged  pilfering  O 
Matthew's  and  Liesel's  trusts,  which  cam 
to  light  late  last  year.  According  to  source 
familiar  with  the  transactions,  on  Sept.  2f 
1 996 ICA,  die  offshore  bank,  borrowed  $5 
miUion  from  three  of  Uieir  T-551  trusts  i) 
exchange  for  a  note  paying  8%  interest.  Tw 
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FINANCIAL  FREEDOM. 


LINCOLN'S  WORKING  WITH  YO 


At  Lincoln  Financial  Grou^H^HHe  a  broad  range  of  financial  solutions  to  help 
you  enjoy  financial  fi-eedom.  Our  estate  planning  solutions  help  protect  your  life's 
work.  Otir  life  insurance  solutions  help  ensure  the  well-being  of  your  family  and  your 
business.  And  our  charitable  giving  ideas  can  help  you  give  something  back  as  well 
as  provide  valuable  estate  benefits  for  you  and  your  heirs.  For  more  information,  see 
your  financial  advisor  or  call  1-877-ASK  LINCOLN.  www.LFG.cojn 

n  Lincoln 

Financial  Group® 
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,.fme  companies^  Lincoln  Financial  Group  ,s  the  marketing  name  for  Lincoln  National  Corp.  and  its  affiliates.  1300  South  Clinton  Street,  Fort  Wayne,  IN  45802   CRN0208-5818 


Pritzker 


A  HOUSE  DIVIDED 

generations 
of  Pritzkers  the  better 
part  of  a  century  to  build 
a  $15  billion  empire.  Now, 
feuding  members  of  the 
fourth  generation  are 
carving  it  up— leaving 
something  for  lawyers 
and,  perhaps,  the  tax 
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days  later  the  assets  in  all  of  Liesel's  and 
Matthew's  trusts,  including  their  loan  to 
ICA,  were  purchased  by  their  cousins'  trusts 
(or  entities  owned  by  the  trusts)  for  $150 
million — $30  million  in  cash,  and  the  rest 
in  promissory  notes  paying  7.5%. 

The  siblings  complain  that  besides 
being  forced  to  subsidize  their  ovm  buyout, 
they  got  massively  shortchanged.  For  ex- 
ample, they  received  $400,000  per  share  for 
their  stake  in  Rockwood  {which  holds  10% 
of  Marmon) — way  shy  of  the  $9-miJiion-a- 
share  valuation  the  family  applied  to  the 
conglomerate  four  years  later.  Tht  sibs' 
stock  in  Royal  Caribbean  Cruise  lino-^,  the 
suit  claims,  was  discounted  from  i.afi<r:i 
value.  The  family  says  Matthew  and  LiesL^ 
are  each  worth  $160  million  in  domestic 
and  offshore  trusts,  but  the  sums  consist  in 
large  part  of  unsecured  promissory  notes. 
Their  suits  argue  they  ought  to  be  worth  $1 
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bOlion  each — ^the  same  as  the  other  cousins. 
The  family  contends,  in  its  motion  to  dis- 
miss, that  when  Matthew  and  Liesel  were 
minors,  their  father  Robert,  as  trustee,  had 
sufficient  leeway  to  shift  his  kids'  assets  to 
the  Pritzker  Foundation  and  other  cousins' 
trusts.  Robert,  who  is  77  and  suffers  from 
Parkinson's  disease,  says,  "I  love  Matt  and 
Liesel.  I'm  deeply  hurt  by  their  lawsuits," 
adding,  "I  have  done  nothing  wrong.  As  I 
have  said  before,  I  would  like  to  see  these 
cases  resolved  so  that  we  can  begin  to  re- 
store harmony  in  my  family." 

Liesel  says  only  this  about  her  decision 
to  take  legal  action  against  her  own  flesh 
and  blood:  "I  had  dinner  with  Tom.  He  told 
me  some  things.  I  filed  suit."  Some  cousins 
■A  that  Tom  squandered  an  opportunity 
to  head  off  the  suit.  "There  could  have  been 
a  deal,"  says  a  source  close  to  the  family 
"There  car  always  be  a  deal." 


These  days  a  lot  of  the  family's  ill  will  u 
directed  at  Tom.  Some  are  angry  about  tht 
$  1 1  million  to  $  1 5  million  bonus  he  gave  to 
family  adviser  Marshall  Eisenberg  because 
it  seemed  to  compromise  Eisenberg's  fidu- 
ciary responsibility  as  trustee  to  all  th« 
Pritzker  trusts.  Others  fault  him  and  Penny 
because  "they  don't  view  their  job  as  man- 
aging other  people's  money,"  says  a  source 
close  to  the  family.  "They  have  a  strongei 
sense  of  self-entitlement  than  they  do  ol 
fiduciary  responsibility." 

A  second  distribution  is  slated  for  next 
year.  Can  the  Pritzkers  carve  off  a  big  slice 
and  still  avoid  a  tax  bill  from  hell?  Our  trust 
expert  says  they  could  probably  swap  assets 
among  existing  trusts  tax  free,  running  up  a 
(modest)  tax  bill  only  to  the  extent  that  they 
repatriate  the  money  to  spend  it  here.  That's 
assuming  they  can  stop  fighting  long 
enough  to  agree  on  who  gets  w^at.         f 
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REFLECTING  BETTER  TIMES  FOR 
the  industry,  eight  technology 
mavens  are  new  to  the  FORBES 
China  Rich  List  this  year.  Top- 
ping the  list  of  100  is  William 
Ding  Lei,  the  head  of  NetEase,  one  of  the 
Big  Three  of  China's  Internet  industry. 

Chiiia's  geeks  are  on  a  roll  because  of 
the  country's  rapid  economic  growth — 
running  at  8%  this  year— tremendous 
social  chaiii,?  and  deepening  involvement 
in  the  woji'i  ■cononi).  With  China's  vast 
populalic  .\  onsumers  have  turned 

the  country  mto  i  world's  number  one 
user  of  mobil-.  phurx  •:.  Ciiina  has  the  sec- 
ond-biggesi  . ..  v  o^"r  stalled  PCs  and  the 


third-largest  number  of  Internet  users. 
It's  difficult  to  walk  down  a  major  street 
in  the  big  cities  and  not  see  someone 
using  messaging  technology. 

"China's  technology  industry  is  going 
to  develop  in  a  different  way  from  the 
West's,  combining  more  advanced  wire- 
less technology  and  the  Internet,  and  so 
you'll  see  a  lot  of  different  types  of  oppor- 
tunity," says  Zhang  Suyang,  an  investment 
manager  with  International  Data  Corp. 
The  Massachusetts  company  knows  the 
terrain  well:  It  has  $200  million  invested 
in  about  90  technology-related  companies 
in  China. 

The  tech  boom  is  only  one  wave  of 


wealth  creation.  This  year  he 
been  another  good  one  fc 
moneymaking  in  China,  eve 
though  SARS  disrupted  som 
industries  during  the  first  hal 
The  total  wealth  of  our  Top  10 
listees  in  the  past  year  has  climbe 
from  $19  billion  to  $22  billion.  It 
a  fickle  market — within  13  days  c 
our  Oct.  17  cutoff,  the  net  wort 
of  No.  1  William  Ding  Lei  fe 
29%.  But  the  long-term  trend  J 
unmistakable:  The  list's  minimur 
is  up  from  last  year's  $85  millio 
to  $100  million  this  year  . 

Some  private  companies  ar 
being  welcomed  by  local  govern 
ments  trying  to  find  buyers  foi 
inefficient  state-owned  companie 
or  interested  in  creating  jobs.  On 
sector  in  need  of  private  revitaliza 
tion  is  roads  and  infrastructure. 

"We're  living  in  an  era  wher 
there  are  a  lot  of  opportunities  ii 
China  that  historically  haven't  hap 
pened  often,  and  you  want  to  tak* 
advantage  of  them,"  says  Yuai 
Xinchang,  a  director  at  Delix 
Group,  whose  boss,  Hi 
Chengzhong,  is  37  on  the  list.  Hi 
company  has  diversified  into  prop 
erty  from  electronic  components 
Yuan  says,  because  going  into  eco 
nomically  lagging  areas  can  bririj 
government  loans  and  benefits. 

Social  change  both  abets  and  is  abet 
ted  by  the  new  tech  elite.  Online  games , 
for   instance,  are   the   television  o 
China's  Internet  generation.  Web  cafe 
are  full  of  young  people.  "We  startec 
out  without  charging  for  a  lot  of  Inter 
net  products,  and  the  key  is  that  we  nov 
can  collect  money,"  says  Zhu  Jun 
founder  of  The9,  who  ranks  No.  66  or 
our  list.  Games  spending  in  China  wil  [ 
increase  from  $110  million  in  2002  t( 
$1  billion  in  2006,  according  to  a  for|. 
cast  by  IDC.  ^  | 

For  profiles  of  the  top  15  China  Ricl 
List  members,  see  pages  156  and  158.    f 
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CONTINUING    THE    TRADITION    OF 

SHANGRI-LA    HOSPITALITY 
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iervations  at  Asia's  finest  luxury  hotels,   please  coll   USA  &  Canada  toll-free:    1    800  942   5050,   your  travel  consultant, 
any  Shangri-Lo  or  Traders  tiotel  or  book  on-line  at  www.shangri-la.com 
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China  Rich  List 
William  Ding  Lei 

$1  billion 

NetEase,  Beijing 
32 

Talk  about  a  rebound.  Shares  in  54%- 
Ding-owned  NetEase  traded  as  low  as 
53  cents  in  the  company's  darkest  hour 
after  the  Internet  bubble.  Two  executives 
resigned  after  delays  in  issuing  financial 
reports,  and  trading  of  its  Nasdaq-listed 
shares  was  suspended  for  four  months  in 
2001.  As  of  our  Oct.  17  valuation  date,  the 
stock  topped  $60;  the  company  is  riding 
high  on  growth  in  revenue  from  online 
games  and  messaging. 


Lari7  Rong  Zhijian  &  family 

$934  million 

CITIC  Pacific  Group,  Hong  Kong 
61 

It's  been  a  mixed  year  for  Rong,  who  led 
our  list  last  year  and  is  a  member  of  one 
of  China's  most  celebrated  business  fam- 
ilies. Losses  at  Cathay  Paciiic  hurt  first- 
half  profits  because  of  a  drop  in  flights  in 
and  out  of  Hong  Kong  during  the  SARS 
outbreak.  Property  income  fell,  too.  The 
company  is  looking  to  Ijoost  fiiture  earn- 
ings through  new  investments  in  Shang- 
hai property  and  China  power  projects. 


Xu  Rongmao 

$800  million 

Shimao  Group,  Shanghai  ami  Hong  Kong 


53 


A  former  stockbroker,  Xu  has  bull!  up  a 
fortune  through  successful  real  estate 
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projects  in  major  Chinese  cities  such  as 
Shanghai  and  Beijing.  His  wealth  grew 
this  year  through  brisk  sales  of  a  project 
overlooking  the  Bund.  A  five-star  hotel  is 
taking  form  along  the  famous  Nanjing 
East  Road  shopping  district  in  Shanghai, 
and  Xu  is  also  expanding  into  Nanjing. 


Lu  Guanqiu 

$687  miUion 

Wanxiang  Group,  Zhejiang 
58 

Having  set  up  one  of  China's  largest  home- 
grown auto  parts  manufacturing  services, 
Lu  is  looking  to  financial  services  for  growth 
and  continues  to  expand  Wanxiang's  busi- 
ness in  the  U.S.,  where  it  is  already  one  of 
China's  largest  foreign  investors.  As  a  mem- 
ber of  the  National  People's  Congress,  he  is 
active  in  public  affairs. 


Liu  Yonghao 

$550  million 

New  Hope  Group,  Sichuan 
52 

Liu  Yonghao,  the  most  outgoing  member 
of  China's  most  celebrated  entrepreneur 
family,  is  having  an  uneven  year.  Shares  in 
his  feed  company  are  way  down,  and  his 
bank  investment  hasn't  offset  that  loss  so 
far.  Not  slowing  down,  Liu  is  actively  in- 
volved in  overseeing  his  businesses.  One 
of  his  next  new  areas  of  interest:  malls. 
Four  Liu  brothers  founded  the  New  Hope 
Group  in  the  1970s  and  collectively  turned 
themselves  into  billionaires  for  the  first 
time  four  years  ago. 


I  Guanqiu:  Auto  parts  aren't  enough 


Timothy  Chan 

$490  million 

Shanda  Networking,  Shanghai 
30 

Chan  represents  a  new  generation 
Internet  entrepreneurs.  His  company 
profiting  from  growing  demand  f 
online  games,  the  leisure  pursuit  of  choi 
for  a  generation  of  young  Chinese.  Ch. 
says  he  owns  about  70%  of  Shanda  ai 
counts  Softbank  as  a  significant  shar 
holder.  Based  in  Shanghai,  Shanda  hop 
to  list  its  shares  overseas  soon. 


Liu  Yongxing 

$480  million 

East  Hope  Group,  Shanghai 
55 

The  quieter  member  of  the  Liu  clan,  he 
working  harder  to  squeeze  more  margi 
out  of  the  increasingly  competitive  fei 
business.  The  solution:  Maximize  sales 
each  facility.  East  Hope  is  also  in  tl 
process  of  building  up  its  presence  in  tl 
aluminum  business. 


Ye  Lipei  &  family 

$421  million 

Super  Ocean  Group,  Shanghai 
59 

After  an  early  career  as  a  math  teach 
and  trader.  Ye  brilliantly  invested  : 
property  in  Shenzhen  when  the  nov 
booming  southern  city  was  more  agr 
cultural  than  urban.  Today  his  inves 
ments  are  focused  in  Shanghai,  and  he 
profiting  from  the  city's  role  as  a  boon 
ing  commercial  hub.  A  new  tower  in  tl 
center  of  Shanghai's  Lujiazui  financi 
district  will  likely  be  completed  next  yei 
as  well  as  a  mall  that  may  be  the  test  ca 
for  a  national  chain. 
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Information  that's  delivered  late  is  useless.  Not  to  mention  costly. 
Of  course,  that's  not  something  that  happens  at  your  company.  Or  is  it? 


Producing  and  delivering  business  communica- 
tions seems  simple  enough.  Why,  then,  are  important 
notices  so  often  sent  out  late?  Why  are  critical  pack- 
ages mailed  with  too  little  postage?  Why  are  digital 
documents  frequently  lost  in  cyberspace?  It  all  adds 
up  to  a  logjam  that  prevents  revenue  from  ever 
reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business  and,  often,  a  sizeable  increase  in  profits 


P1ln«ltBov»«s  Inc.  All  Rights  Reserved. 


A  good  example:  We  helped  a  major  financial 
institution  reduce  statement  processing  time  by 
two  days  and  cut  reprints  by  over  50%.  The  result? 
Increased  productivity  from  existing  equipment  plus 
savings  of  over  $1  million  a  year. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  FLOW  or  visit  pb.com/timely 


dlLk 


ip  Pitney  Bowes 

Engineering  the  flow  of  communication" 


Hhina  Rinh  List 
Guo  Guangchang 

$374  million 
Fosun  Group,  Shanghai 
36 

One  of  China's  shrewdest  investors,  Guo 
has  profited  nicely  this  year  from  one  of 
his  most  canny  diversifications  in  the  past 
few  years:  the  steel  business.  This  year  he's 
turning  his  attention  to  the  financial 
industry,  with  a  20%  stake  in  a  securities 
company.  Among  the  best  places  to  look 
for  good  returns  in  China,  he  says,  are  inef- 
ficient industries  where  state-run  compa- 
nies tend  to  dominate.  If  true,  China's 
securities  business  is  ripe  for  an  overhaul. 
Guo's  business  partner,  Liang  Xinjun, 
appears  on  the  China  Rich  List  for  the  first 
time  this  year.  Liang  owns  22%  of  the 
group  and  is  ranked  73.  Guo  holds  58%. 


Chen  LJhua 

$361  miUion 

Fu  Wah  International  Hong  Kong  Group 
62 

Chen's  company  holds  choice  commercial 
property  in  downtown  Beijing  and  is 
poised  to  profit  from  growth  in  Beijing 
property  demand,  especially  in  connec- 
tion with  the  2008  Olympics.  She  also 
operates  a  sandalwood  museum  and  a  fac- 
tory that  makes  flirniture  reproductions. 


Xu  Ming 

$360  million 

Shide  Group,  Liaoning 

32 

A  customer  of  DuPont  in  China,  Xu's 

Shide  Group  is  a  big  maker  of  PVC  win- 


I  Lihua:  Can  t  wait  for  the  L 


dow  frames  and  plastic  doors.  Xu  has 
high  hopes  for  the  new  government 
under  President  Hu  Jintao,  expecting 
poHcies  that  will  help  his  home  area  of 
northeastern  China  catch  up  economi- 
cally with  the  richer  southern  regions. 
Shide  owns  a  winning  soccer  club.  Next 
on  Xu's  plate:  locating  partners  for  a 
multibUlion -dollar  petrochemical  com- 
plex that  he  hopes  to  build  in  the 
Dalian  area. 


Liu  Genshan 

$343  million 

Maosheng  International  Group,  Shanghai 
46 

Low-profile  Liu  has  built  a  fortune  by 
helping  to  meet  China's  burgeoning  need 
for  road  infrastructure.  He  also  has  inter- 
ests in  leisure  and  trade. 


WangChuanfu 

$338  million 

BYD,  Guangdong 
37 

Wang  shocked  financial  industry  analysts 
and  shareholders  early  in  the  year  with 
the  announcement  that  BYD,  one  of  the 
world's  largest  manufacturers  of  batteries, 
planned  to  invest  in  an  automaker  in 
China.  But  critics  have  been  silenced  by  a 
big  run-up  in  BYD's  stock  price.  BYD's 
success  has  bred  one  other  China  Rich 
List  member:  Lv  Xiangyang  appears  at 
No.  52. 
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Zhang  Yong 

$337  million 
LinFeng  Croup,  Beijing 
37 

Zhang's  LinFeng  Group  made  waves  in 
the  past  year  with  the  $50  million  pur- 

For  the  entire  list  and 


chase  of  a  stake  in  a  power  plant  ownt 
by  Enron  in  Sichuan  province.  The  mo\ 
which  comes  at  a  time  when  China 
coping  with  energy  shortages,  illustrat 
how  the  power  business  in  the  country 
undergoing  reform.  State-rim  giants  ust 
to  dominate  the  business,  but  priva 
firms  are  increasingly  being  allowed  i 
Zhang  is  seeking  to  expand  in  the  field. 


Zhu  Mengyi  &  family 

$313  million 

Hopson  Development,  Guangdong 
44 

One  of  China's  biggest  property  develo) 
ers,  Hopson  is  weU  regarded  by  industi 
insiders.  From  his  base  in  Guangdong  |i 
across  from  Hong  Kong,  his  business  h 
moved  north  in  recent  years.  One  of  h 
targets:  the  booming  Shanghai  market,  i 
more  information  on  listees,  go  to  www.forbes.com/chli 
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5RAND  NEW 

HONG  KONG 

ia's  best  investor  base  has  transformed  itself  into  a  wired  city  and  dynamic 
vices  hub.  Now,  it  is  forging  a  closer  partnership  with  mainland  China. 


le  outbreak  of  the  SARS  vinjs  early  this  year  dealt  a  major  body 
/  to  the  Hong  Kong  economy.  But  resolute  action  by  medical 

and  the  community  spirit  of  Hong  Kong  citizens,  beat  the  dis- 
!.  "The  loss  of  life  was  tragic,  but  the  cnsis  taught  us  where 
strengths  lie,"  says  leading  businessman 
ard  LiTzar-kai,  chairman  of  telecom  and  IT 
pany  PCCW.  "SARS  was  a  crisis,  but  the 
lomy  IS  already  making  a  rapid  recovery. 
qualities  that  make  Hong  Kong  the  ideal 
ion  for  business  and  investment  in  Asia  are 

in  our  character  —  in  our  brand." 
ieed.  Hong  Kong  has  quickly  affirmed  its  position  as  the  pre- 

business  center  in  Asia.  The  city  boasts  a  long  list  of  key 


.  Kong  has  one  of  the  best  IT  infrastructures  in 
id.  We  find  Hong  Kong  to  be  an  excellent  place 
hich  to  manage  people  and  direct  operations." 

—  Raymond  Ch'ien  Kuo-fung,  Executive  Chairman, 
chinadotcom,  and  Chairman,  MTR  Corporation 


nages:  unique  access  to  mainland  China,  the  best  seaport  on 
:hinese  coast,  a  business-friendly  tax  regime,  the  rule  of  law, 
spread  use  of  English,  global  standards  of  corporate  gover- 
5  and  a  commercial  environment  that  is  welcoming  to  foreign 
)anies  and  investors. 

ong  Kong  is  a  place  where  opportunity  creativity  and  entre- 
lurship  converge,"  Li  explains.  "Because  of  these  qualities,  the 
nd  Its  economy  are  constantly  revitalizing  themselves,  never 

still."  Take  technology,  for  example.  "Hong  Kong  has  one  of 
3st  IT  infrastructures  in  the  world,"  notes  Raymond  Ch'ien  Kuo- 

chairman  of  MTR  Corporation,  which  runs  Hong  Kong's 
ay  system,  and  executive  chairman  of  chinadotcom,  a  soft- 
and  e-business  solutions  group.  The  city  excels  in  many  other 
,  he  says.  It  is  a  key  transportation  hub  in  Asia  and  a  well- 
lished  regional  center  for  media  and  publishing,  thanks  to  the 
ow  of  information  and  the  personal  freedoms  residents  enjoy 


These  roles  have  deepened  Hong  Kong's  capacity  to  serve  as  a 
headquarters  for  management  and  logistics.  "This  is  an 
excellent  place  from  which  to  manage  our  people  and  direct 
operations,"  Ch'ien  says. 


"Hong  Kong  is  a  place  where  opportunity, 
creativity  and  entrepreneurship  converge.  This  is 
the  spirit  of  Hong  Kong  —  what  makes 
Hong  Kong  the  obvious  business  base  in  Asia." 

—  Richard  LiTzar-kai,  Chairman,  PCCW 


The  SARS  cnsis  showed  that  Hong  Kong  already  has  an  impres- 
sive knowledge  base,  with  resident  experts  in  microbiology,  tradi- 
tional Chinese  medicine  and  many  other  disciplines.  Hong  Kong 
companies  are  investing  more  in  creating  pro- 
prietary technology  products  and  services  for 
the  global  market.  At  chinadotcom,  says  Ch'ien, 
"we  are  looking  to  invest  in  software  compa- 
nies in  Europe  and  the  U.S.  and  to  improve 
their  profit  margins  by  moving  development 
work  to  Asia.  Software  developed  in  the  West  can  be  worked  on 
further  and  adapted  here  and  then  sold  in  the  China  market"  Hong 
Kong  is  the  ideal  headquarters  for  such  an  operation. 

According  to  Ch'ien,  the  implementation  of  the  Closer  Econom- 
ic Partnership  Arrangement  (CEPA),  an  agreement  that  extends 
market  liberalization  terms  between  Hong  Kong  and  the  mainland 
beyond  the  commitments  China  made  to  join  the  WorldTrade  Orga- 
nization, will  only  create  more  opportunities  for  investors  and  broad- 
en the  access  and  commitment  of  Hong  Kong-based  companies 
to  the  Chinese  economy.  Through  such  initiatives,  Hong  Kong  is 
reshaping  its  brand  for  the  globalization  age.  No  longer  just  a  reli- 
able middleman  or  efficient  financial  center,  it  is  also  innovative, 
cosmopolitan,  enterprising  and  connected.  "These  are  the  core 
attributes  that  business  leaders  around  the  world  understand  and 
look  for,"  Li  concludes.  "We  should  tell  everyone  around  the  world 
that  we  are  'Made  in  Hong  Kong'  —  and  proud  of  it." 


St  Hong  Kong  is  the  Hong  Kong  SAR  government  department  set  up  in  July  2000  to  spearhead 
ig  Kong's  efforts  to  attract  foreign  direct  investmen*.  It  provides  free,  one-stop-shop  services 
to  potential  investors.  Find  put  more /at  www.lnvestHK.gov.hk. 
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STMicro  is  a  semiconductor  survivor, 
but  Pasquale  Pistorio  siiould  keep 
watching  his  wallet  |  by  deborah  orr 


HIEF  EXECUTIVE  PASQUALE 
Pistorio  of  STMicroelectronics 
thinks  the  chip  industry  may 
soon  be  ripe  for  consolidation. 
So  with  $2.7  biUion  in  cash, 
he'stwpthe  lmrt|!  "ST  will  be  the  consol- 
Mator-t^iot.thc^oiasoJidated/^.he  vows. 
;  _  :^^rb£;|^|iidfe.theti|- ft^  SiciJ:- 
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Wllion aipi^it'kcr:;for^3  years,  is 
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It  could  ma'Kl'.^ 
pany  rules  out  theY 
might  step  up  to  the  plai 
alwayii-^iad  'a  soft  Spot  fo,,^. 
says  Chris  Bclden',  MdkirolV? 
identof  technoloyvaiul  manu 
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The  spirit  of  Harley  Earl  whispers   .n   the  new  Rainier-  The  first  Buick  engineered   with   QuietTuning, 

an   exclusive    noise-reduct.on  process.   With  a    laminate  windshield   and   front  side-door  glass  to  reduce  the 

whistle  of  the  wind    Twenty-six   strategically  placed  acoustic  absorbers  and   seals  to   help  keep  noise  out. 

And  quiet  tread   tires  to  muffle  the  road.    Rainier.  Two  tons  of  peace  and  quiet. 

''«^c«*'"l-   l*oirt#erftil.   Rainier.     It's  a  brand-new  Buick. 


IIETT 


uning- 


BUICK 

THE  SPIRIT  OF  A/MERICAIN   STYLE" 


buick.com 
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STMicro 


Pistorio  in  fact  cut  his  teeth  at 
Motorola.  He  wanted  to  be  an  engineer 
and  build  space-age  devices — out  of 
radio  tubes — "but  an  agent  of  Motorola 
[the  world's  biggest  semiconductor 
maker  at  the  time]  offered  me  20% 
more  to  be  a  salesman."  He  peddled 
chips  in  Turin,  cycling  to  visit  potential 
clients.  In  his  13  years  with  the  Chicago- 
based  firm,  Pistorio  rose  to  become 
head  of  world  marketing.  He  surprised 
everyone  when  he  left  in  1980  to  join  a 
tiny  Italian  tech  company  called  SGS, 
which  later  became  STMicro. 

A  merger  with  Motorola  would  also 
take  out  a  formidable  competitor  in  one 
of  ST's  more  stable  markets:  microproces- 
sors for  the  automotive  industry. 

And  if  anyone  could  pull  off  a 
merger  of  this  size,  it  is  Pistorio.  He 
kicked  off  big  consolidation  in  the  chip 
industry  16  years  ago,  when  he  turned 
two  losing  state-sponsored  companies 
into  what  is  now  the  sixth-largest  semi- 
conductor company  in  the  world  in 
terms  of  sales,  but  the  fourth  in  terms  of 
profits,  behind  only  Intel,  Samsung  and 
Texas  Instruments.  ST  built  its  business 
in  markets  that  barely  existed  ten  years 
ago.  Its  chips  are  now  in  nearly  every 
Nokia  phone,  every  auto  with  a  satellite 
radio  and  every  disposable  ink  cartridge 
made  by  Hewlett-Packard. 

While  most  of  his  competitors  bled 
red  ink,  ST  made  money  through  most  of 
the  latest  downturn.  ST  has  one  of  the 
lower  debt  loads  in  the  industry  In  2002, 
while  prices  were  low,  Pistorio  bought  the 
semiconductor  business  of  Alcatel. 

-lale  jQf Jwo  Uhipmakers^ 


ST's  biggest  shareholders — the  French 
government-controlled  France  Telecom 
and  Areva  with  17%  and  ItaHan  govern- 
ment affiliate  Finmeccanica,  with  a  fur- 
ther 18.5% — reportedly  floated  the  idea 
of  an  ST-Motorola  merger  a  year  ago.  "  • 

But  it  wouldn't  be  a  Cakewalk. 
Motorola's  engineering  and  management 
ranks  are  depleted,  and  its  chip-manufac- 
turing business  has  lost  $3.9  billion  over 
the  past  three  years.  "I  really  hope  they  do 
buy  it,"  says  the  chief  executive  of  one 

"STMicroelectronics 
be  the  consolidator— not 
the  consolidated." 

competitor.  "They  would  be  tied  up  for 
years  trying  to  integrate  it." 

So  Pistorio  may  try  to  gain  some  of  the 
benefits  of  a  merger,  without  the  costs, 
through  a  virtual  consolidation.  He's  al- 
ready taken  one  important  step:  Joining 
with  Motorola  and  Philips  to  build  a  semi- 
conductor research  facility  and  $1.4  billion 
chip  plant  named  after  the  French  town 
near  Grenoble  where  it  is  located:  Crolles. 

Researchers  from  all  three  companies 
work  together  to  develop  the  process  of 
cutting  the  12-inch  disks,  etching  chan- 
nels in  the  silicon  and  installing  circuits 
that  are  basic  to  all  semiconductors. 
Then,  each  company  takes  turns  running 
the  disks  through  the  finishing  stages 
that  customize  each  experimental  chip. 
More  than  400  new  products  are  tested 
every  year. 


Every  time  someone  turns  on  a  TV,  hits  the  print  button,  uses  a  smartcard  or  places 
a  mohi!    call,  chances  are  Tiiere  is  an  ST  chip  powering  up.  One  place  ST  chips  are 
not  foun-!  IS  on  the  motherboard,  where  Intel  has  a  near  monopoly  on  processors. 

STMicro  Share  of  Intel 

sales  by 
sector 


Wireless 

1  6% 


,*j     Telecom 

^»  7% 


Data  throuci.  .,u^,.<  „iu...i  .  i,..,,  3oiHt«a:  STMicroelectronics:  Intel. 


Why  cooperate  with  your  corhpet 
tors  like  this?  Cost  is  a  big  reason.  Lij 
all  major  chipmakers,  ST  is  used 
spending  at  least  15%  of  revenues 
make  faster,  smaller  and  more  stab 
chips.  Crolles  saves  Motorola  researc 
outlays  equivalent  to  4%  of  sales  a  ye 
($200  million)  and  ST  a  "significant"  h\ 
not  quantified  sum. 

Pistorio  can  use  the  cushion.  Whi 

semiconductor  sales  are  recovering,  pro 

its  are  still  lagging  because  of  falling  ch 

prices.  In  the  third  qua 

^  j  j  I  ter,  Pistorio  took  a  $  1  ^1 

million  writeoff  by  clo 

ing  two  plants  and  shu 

ting  lines  at  three  othei 

ST  profits  are  down  59' 

year  to  date.  [ 

The  CroUes  AUiance  won't  give  ST  a' 

cess  to  any  of  its  partners'  customers,  but 

gives  all  three  companies  speed  to  mark 

that  they  would  not  otherwise  have.  Ari 

the  three  together  have  sales  of  $15  billic 

and  a  research  budget  that  "can  beat  an: 

one  but  Intel,"  says  Pistorio. 

"Economics  favors  these  three  ge; 
ting  together  more  formally,"  says  Stevd 
Woolf,  a  London-based  analyst  at  Con 
merzbank  Securities.  The  alliance  couil 
evolve  into  a  manufacturing  arrangi 
ment  on  future  products. 

ST  has  found  other  ways  to  work  wil 
competitors  to  gain  an  edge — witho' 
spending  a  lot  of  money.  The  latest  bu5 
product  is  the  system  on  a  chip,  whic 
mixes  processing,  memory  and  software  i 
one  package.  ST  can  put  together  a  systei 
on  a  chip  in-house — except  for  NAND, 
type  of  data  memory  dominated  by  San 
sung  and  Toshiba.  So  Pistorio  is  licensir 
NAND  from  their  competitor,  Hynix. 

Meanwhile,  ST,  together  with  arcl 
competitor  Texas  Instruments  an 
Nokia,  is  challenging  Qualcomm 
monopoly  in  chips  that  power  CDM 
handsets,  which  use  the  favored  standai 
for  the  mobile  Internet. 

Partnerships  may  not  be  as  glamoroi 
as  acquisitions.  But  Pistorio  is  smai 
enough  to  know  that  a  virtual  consolidi 
tion  just  may  be  better  than  the  real  thin; 
Besides,  it  means  he  can  hold  on  to  thi 
$2.7  billion.  Not  a  bad  thing  to  do  in  th 
environment.  I 
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eCHNOLOGY  (I. 


sciences  today,  millions  of  people  live  longer,  happier  liv^s  with  early     ^23-'^^^^ 


role  in  medical  and  life  sciences  has  resulted  in  imaging  Systems  such 

n  MRIs.  diagnosis  and  analytic  equipment  like  electron  microscopes  and 

.''-■■■         t         '     ■     '     i 
irough  cancer  diagnosis  and  therapy.  Each,  is  a^cbrifitiratipn  of  ou; 

hat  technology  must  never  be  for  its  own  sake  but       n/r 

benefit  of  all.  As  an  innovative  global  solution's       ' 

iy,  Hitachi  touches  your  life  in  many  ways.  Visit  us  • 

Web  and  see  technology  in  action.  kwv 
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HITACHI 

Inspire  the  Next 
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www.hitachi.com/inspire/ 


3  parts  Greij  Goose  L'Orange 

1/2  part  Cointreau  /Grand  Marnier' 

Splasli  of  cranberry  juice 

A  squeeze  of  fresh  lime 

Garnish  with  lime  peel 


4  To  make  the  best 


/^  Cr^An^\y(JtKiV^  in  theworld,^ 

^^      start  with  Grey  Goose  UOrange, 


m^itmim 


In  a  -v^i.  _         ;p  Beverage  Testing  Institute 

of  Chicsgo  sam^i»led  ^^ven  Cosmopolitans,  each 
made  vith  a  recipe  of  Co  ntreaii;  cranberry  juice 
and  th^  ac\m^_  premjii -n  andtdAJtra-premium 
vodkas.  A  .  r  idref*!l  consideration,  all  judges 
chose  the  C -.  an  made  with  Grey  Goose 

L'Orange,  the  b  vcdkA  in  the  world  with 

a  whisper  of  oranj^  .  -t^^anrie  * .  r,  blend  of  choice 
grains  and  naturally  filtered  "i  n<A  w.iter  infused 
with  the  sweetness  of  succulei       > m^ 


Rank 

Vodka  Cosmopolitans 

1st 

Grey  Goose"  L'Orange 

"Aromatic  citrus  nose.  Lush,  smooth 
mouth-feel.  Robust,  natural  orange 
flavors.. .  Long  evolving  flnish. 
Very  refreshing  and  highly  drinkable" 

2nd 

Grey  Goose  Vodka 

3rd 

Belvedere 

4th 

Ketel  One 

5th 

Stolichnaya  Gold 

6th 

Absolut 

7th 

Absolut  Mandrin 

5  11 


^EY' 


I'KAMJ 


'\1IM1KTK''J 


WWW.greygOOSeVOdka.COm  to  .«„<, »  gm  or  ^r.y  Goos.»eall  I-BTT-SPIRITS  or  visit  www.877spirtts.com.  Void  where  prohibited.  Drwk  RespOHS 


Largest 

Private 


Our  annual  report  on  America's 
biggest  private  companies  ranks 
281  closely  held  firms  with 
revenues  of  at  least  $1  billion. 


EDITORS:  SHLOMO  REIFMAN  AND  VIVIAN  WOO. 
RESEARCHERS:  RESHMI  BASU,  BILL  BOYCE,  FEI  MEI  CHAN, 
ANDREW  T,  GILLIES,  TRICIA  MCGINNIS,  MEGAN  MULLIGAN, 
JOHN  RAY,  SAMANTHA  WONG,  JODY  YEN  AND  ELIZABETH  YOUNG. 
PROGRAMMER:  CARL  SUBICK. 
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ALSO  SEE 

our  cover  story,  starting 

on  page  142,  on  the 

unraveling  of  the 

$15  billion  Pritzker  empire, 

and  how  one  of  America's 

most  secretive  families 

hais  hidden  its  wealth 

from  the  taxman. 


FOR  MORE  INFORMATION,  GO  TO  WWW.F0RBES.COM/PRIVATE 
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Nobody's 

Meal 

Wal-Mart  is  devouring  just  about  every  other 
large  supermarket  chain.  So  why  is  87-year-old 
Wegmans  Food  Markets  not  just  surviving— but 
thriving?  i  by  matthew  swibel 

DANIEL  WEGMAN  LIVES  IN  FEAR.  THIRTY-NINE  OF  HIS  65  WEGMANS 
Food  Markets  are  within  20  miles  of  a  Wal-Mart  Supercenter,  now  the 
nation's  largest  grocer.  For  every  new  Wal-Mart,  typically  two  rival 
supermarkets  will  close.  Worse,  Wegmans  is  based  in  Rochester,  N.Y., 
where  food  shoppers  laid  off  by  Kodak  and  Xerox  are  daily  reminders 
of  the  fate  of  companies  slow  to  react  to  changing  markets. 

Wegman,  56,  points  to  the  Thai  food  station  in  his  flagship  Pittsford,  N.Y. 
store.  He  says,  "Unless  you  have  a  clear  vision  on  how  you  are  gonna  compete 
with  Wal-Mart,  you  need  to  get  out  of  the  business." 

Since  1 992  the  industry  has  suffered  a  net  loss  of  1 3,500  grocery  stores,  or  1 7% 
of  the  total,  says  Retail  Forward,  a  consulting  firm.  But  as  casualties  moimt,  Weg- 
mans is  expanding.  Sales  in  2003  will  reach  $3.3  billion,  up  9%  from  a  year  ear- 
lier; Wegmans'  operating  earnings  (before  interest,  taxes  and  depreciation)  stand 
at  7.5%  of  revenues,  compared  with  an  industry  average  of  5%. 

The  Wegmans  formula  is  not  pile-it-high-sell-it-cheap  retailing  but  a  search 
for  a  sweet  spot  between  price  and  qualitv-.  Inside  the  stores  chefs  in  white  hats 
saute  scrod  under  a  hammered-copper  stove  hood.  Lanterns  and  canopied  win- 
dow shutteis  lend  to  a  display  of  artisan  breads  the  feel  of  a  Parisian  open-air 
market.  Wegmans'  largest  store .  average  $950,000  a  week  in  sales,  compared 
with  a  nation.;!  average  of  $360,000.  WnUe  bigger  grocers,  including  Safeway  and 
Albertsons,  arc  exiting  markets,  Wegrnan.^  is  moving  into  suburban  PhUadel- 
phia,  Baltimore  and  Washington. 

Daniel  Wcgman's  grand.Ki.hcr  and  grsat  uncle  started  this  company  in  1916, 
with  a  single  produce  pusli-^;  t :,  '::  chsst-r.  Between  1968  and  1977  Wegman's 
father,  Robert  (who,  al  85.  is  no-v  \  .  r  u.V  .-<panded  into  Buffalo  and  Syra- 
cuse. Harvard-educated  Daimy,  a.  A'cgmans  hiows  him,  became 
president  in  1976.  He  has  tala^n  the  pco  bluecoUar  towns  like  Corning, 
N.Y.  and  AHcntown  and  Scranton,  Pa. 

A  "nearly  telepathic  level  of  customer  service,"  n<  r.      ,, -  Wcgman  puts  it. 
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Danny  Wegman  of  Wegmans 
Food  Markets:  ripe  for  more  growth. 
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is  what  the  store  has  to  deUver.  But  Weg- 
man  also  believes  that  you  needn't  live  in 
Manhattan  or  Miami  to  indulge  in  $14-a- 
pound  halloumi  cheese  or  a  $5.49  bottle 
of  Lindeman's  beer  from  Belgium.  He 
counts  40%  of  floor  space  as  aimed  at 
career  couples,  with  prepared  foods — 
including  shrimp-and-goat-cheese  que- 
sadillas,  salmon  primavera  with  cham- 
pagne vinegar,  and  tandoori  nan.  Stores 
built  after  1997  have  an  eat-in  restaurant. 
Adjacent  to  the  Pittsford  store  there's  a 
prototype  130-seat,  four-course,  open- 
kitchen  restaurant  and  bar. 

Wegmans'  chefs  conduct  three  cook- 
ing classes  a  day  in  high-traffic  aisles.  "One 
of  the  biggest  reasons  people  don't  buy 
fish  is  because  they  don't  know  how  to 
cook  it,"  says  Wegman.  Frequent  shoppers 
get  a  glossy  magazine  of  recipes  ___ 
and  nutrition  lectures  called 
Menu.  The  Web  site  has  cook- 
ing tips. 

The  stores  carry  60,000 
different  items,  42%  more 
than  the  industry  average. 
The  cheese  department, 
for  example,  stocks  no 
fewer   than    500   choices 
from  around  the  world.  Wal- 
Mart  is  known  for  consolidating  suppliers; 
Wegmans  works  with  600  farmers  to  stock 
its  produce  section.  Those  produce  shelves 
are  restacked  seven  times  a  day.  Wegmans 
shuns  self-service  checkout,  which  Wal- 
Mart  increasingly  favors,  instead  staffing 
up  to  28  lanes  of  registers  at  a  time.  "We 
need  to  do  what  Wal-Mart  can't  do,"  says 
Wegman. 

Attention  to  detail  matters.  A  survey  in 
the  September  Consumer  Reports  ranks 
Wegmans  as  the  country's  second-best  su- 
permarket chain,  after  Raley's  out  of  Cali- 
fornia. Wal-Mart  comes  in  25th.  In  an  in- 
dustry with  routinely  high  stafl  tirnover 
three  out  of  four  Wegmans  store  managers 
held  previous  jobs  at  other  Wegmans  stores. 

Wegmans  isn't  afraid  lo  play  foUow- 
the-leader,  when  it  suits.  Its  new  stores 
are,  at  130,000  square  feet,  neari /  three- 
quarters  the  size  of  a  Wal-Mart  Super - 
center.  (But  typically  more  than  half  a 
Supercenter  is  a  drygoods  store.)  In  April 
2002  Wegmans  switched  to  "consistent 
low  prices" — cribbing  a  Bcntonville,  Ark. 


slogan.  "We  relied  too  much  on  wasteful 
circulars,"  says  Wegman.  Now  using 
fewer  of  them,  he  harks  back  to  the  classic 
grocer's  gambit  of  underpricing  the  milk 
and  eggs  to  get  people  into  the  store. 

This  change  in  strategy  did  not  start, 
well:  When  Wegmans  significantly  cut 
back  the  promotions,  sales  fell  by  1.3% 
in  seven  months.  But  as  the  company  is 
almost  entirely  owned  by  the  Wegman 
famUy,  it  doesn't  have  to  answer  to  pub- 
lic shareholders.  Sixteen  months  on,  the 
lost  sales  volume  has  been  recouped  and 


Super(market)  Numbers 

The  key  to  Wegmans'  success; 
handling  the  logistics. 
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ry  year. 
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ick  deliveries  to  stoi 


SoUFce;  Wegmans. 


then  some.  Wegman  estimates  that  the 
no-promo  strategy  saves  $3  million  a 
year  in  advertising. 

Another  similarity  to  Wil-Mart:  run- 
ning a  "benevolent  dictatorship,"  as 
Robert  Wegman  once  put  it,  in  its  dealings 
with  vendors  and  employees.  Only  4%  of 
Wegmans'  3 1 ,000  employees  are  union- 
i/.cd,  unusually  low  for  a  grocer  in  the 
Northeast.  E\eryone  earning  less  than 
$55,000,  including  butchers  and  stock 
boys,  gets  subsl.'ntial  benefits:  full  medical 
coverage,  a  40uk)  plan  under  which  the 


company  matches  employee  contributions 
50  cents  to  the  dollar  up  to  the  allowable 
tax  limits  and  a  defined-contribution 
retirement  plan  funded  by  the  company 
Part-time  high  school  cashiers  and  baggers 
can  earn  a  scholarship  bonus  of  up  to 
$6,000  over  four  years. 

Wegmans'  600  local  suppliers  see  the 
other  face  of  that  benevolence.  They  must 
have  their  goods  and  produce  delivered 
directly  to  stores  at  tighdy  defined  times. 
Receiving  slots  at  the  warehouse  for  2,200 
other  suppliers  can  be  as  short  as  30  min-; 
utes.  There  are  fines  for  lateness — some- 
times even  in  snowy  weather.  "They're 
always  finding  ways  to  get  more  price- 
conscious,"  says  Leonard  Relin, 
Rochester  bankruptcy  attorney  who  repre- 
sented suppliers  that  lost  contracts  in  the 
last  year.  In  2003  Wegmans  started  procur- 
ing kitchen  aprons  and  other  materials 
through  online  auctions,  cutting  out  long- 
time vendors. 

Wegmans  is  an  early  adopter  of  tech- 
nology. It  was  using  bar  codes  30  years  ago. 
Danny  Wegman  presides  over  the  Uniform 
Code  Council,  a  standard-setting  group 
that  is  trying  to  resolve 
product  data  inaccura- 
cies among  retailers 
and  suppliers.  Bad  data 
is  a  $40  billion  prob- 
lem industrywide. 
Procter  &  Gamble  is 
already  synchronizing 
data  with  Wegmansj 
and  the  firm  has  set  a 
2005  deadline  for  thd 
rest  of  its  suppliers.  If 
they  need  to  know  how  to  meet  it,  they  can 
take  two-hour  "Webinars"  sponsored  byl 
Wegmans  on  the  UCC  Web  site. 

Wegman  intends  to  be  succeeded 
his  two  daughters.  Colleen,  32,  head] 
merchandising,  and  Nicole,  29,  an  M.. 
candidate  at  the  Rochester  Institute' 
Technology.  By  today's  numbers  thd 
would  be  taking  over  at  a  time  wh^ 
spending  on  groceries  is  only  keeping  pa 
with  inflation,  while  Wal-Mart's  groce 
sales  climb  1 7%  a  year.  Dad  claims  they 
been  prepped  for  the  torch  pass.  "Th^ 
could  be  serious  trouble  ahead,"  he  sa 
nodding  to  Wal-Mart's  encroachmeB 
"But  fear  can  be  liberating." 
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YOU  MAY  THINK  OUR  POLICIES  ARE  WRITTEN  ON  PAPER. 
TO  US,  THEY'RE  WRITTEN  IN  STONE. 


To  us,  a  New  York  Life  policy  is  a  promise  that  we  take  very  seriously.  That's  why  we're  a 
mutual  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not  stockholders. 
Rather  than  focusing  on  guarterly  results,  we  care  about  the  long  term.  After  you  buy  a  New 
York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades.  But  when  you  do,  we'll  be 
there.  To  us,  our  policyholders  are  really  buying  a  promise  -  that  we'll  be  here  to  pay  a  claim, 
fund  your  retirement,  or  pay  for  nursing  home  costs.  That's  why  New  York  Life  focuses  on  what  | 
really  matters  in  the  long  term:  financial  strength  and  integrity.  You  can  trust  that  we'll  keep 
our  promises  to  you,  just  as  we  have  for  over  155  years. 


The   Company   You  Keep.'^ 

WWW.NEWY0RKLIFE.COM/MUTUALITY 

To  arrange  a  discussion  with  a  New  York  Life  agent,  call  1-888-963-7946. 
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A  few  years  ago 
Emachines  looked 
like  it  was  going  to 
be  another  casualty 
of  the  PC  business. 
Wayne  Inouye       — 
made  it  the  thlrd- 
bestselling  brand 
in  the  U.S. 

BY  ARIK  HESSELDAHL 

TheMc 


Of  Compiters 


N  HIS  FIRST  DAY  ON  THE  JOB  IN  JULY  2001  GARY  ELSASSER 
\valked  into  his  new  office  to  find  the  personal  computer  on 
'  his  desk  patched  up  with  tape.  The  plastic  door  to  the  com- 
puter's Ci:)  tray  had  fallen  off  at  some  point.  The  previous  occu- 
pant had  just  haphazardly  stuck  it  hack  in  place. 

It's  the  sort  of  thing  not  given  a  second  thought  at  most 
firms.  But  Elsasser's  new  job  was  vice  president  of  platform 
development  at  Emachiiies,  and  the  patched-up  PC  bore  his  new 
employer's  brand.  His  experience  was  by  no  means  uncommon. 
CD  tray  doois.  it  turned  out,  were  the  replacement  part  most 
requested  by  Emachines'  customers. 

"I  looked  at  that  and  said  to  myself,  'This  is  a  problem  I  can 
fix,'"  Elsasscr  recalls. 

It  wasn't  the  onl-  *'n:n-2,  tJiat  needed  tlxing at  the  Irvine, Calif. 
firm.  By  the  tunc  h  . ;  joined  the  company,  it  was  being 
described  in  press  .,a  >  ";  r-(v,,bled"  and  "under  pressure." 

its  share  of  the  mai  I,  ,v-  ;;uo. )gh  iiig  retailers  like 

Best  Buy.  Circuit  Cil\  .„t  had  dropped  below  10% 


fi-om  17%  the  previous  July.  Hewlett- 
Packard  and  Compaq,  still  a  montl:; 
away  from  announcing  their  massive 
merger,  divided  80%  of  this  marketj 
between  them.  ' 

Worse,  of  those  customers  stiDJ 
buying  Emachines'  PCs,  18%  sent! 
them  back,  either  because  they  found 
defects  or  they  just  plain  didn't  like 
'em.  This  was  one  of  the  industry's 
worst  return  rates. 

Each  return  cost  Emachines  $200 
in  devaluations  plus  shipping.  Na 
surprise,  then,  that  it  was  bleeding 
cash.  In  the  year  ending  December 

2000  it  lost  $220  milHon  on  sales  oi 
$684  million.  In  May  2001  the  com- 
pany was  delisted  from  Nasdaq;  by; 
July  25,  when  it  reported  yet  another 
quarterly  loss,  shares  of  Emachines 
were  fetching  17  cents  on  the  bulletin 
board.  The  company  scrambled  with 
Credit  Suisse  First  Boston  to  find  a 
buyer,  but  no  one  answered  the  call 
seriously. 

No  one,  that  is,  except  cofounder 
Lap  Shun  Hui,  a  Hong  Kong  native 
who  also  calls  himself  John.  Among 
other  things  Hui  is  the  founder  and 
owner  of  KDS-USA,  a  maker  of  com- 
puter monitors.  On  the  last  day  of 

2001  he  closed  a  $161  niiUion  deal  to 
buy  Emachines  at  $1.06  per  share  and 
took  it  private. 

He  hasn't  looked  back  since.  By 
August  of  this  year  Emachines'  share  of  PCs  sold  through  retail 
stores  in  the  U.S.  topped  26%.  Include  Web  and  catalog  sales, 
too,  and  Emachines  ranks  number  three  in  the  domestic  market 
for  desktop  PCs,  behind  only  Dell  and  HP,  and  ahead  of  Gate- 
way, according  to  research  firm  IDC. 

The  PC  industry  has  been  in  a  financial  slump,  but  Emachines 
has  just  finished  its  eighth  profitable  quarter  m  a  row.  The  firm's, 
revenues  last  year  were  under  $1  billion,  so  it  is  not  included 
our  list  of  .America's  largest  private  companies  (p.  178),  but  it 
highly  likely  to  top  the  minimum  in  2003.  "Other  than  Dell, 
are  the  only  company  making  money  in  tlie  PC  business,"  & 
Chief  Executive  Wayne  Inouye.  (Hui,  who  lives  in  Los  An] 
wouldn't  talk  to  FORBES.)  Inouye  took  the  hehn  in  2001  aft 
career  at  electronics  retail  giant  Best  Buy,  where  he  had  h 
senior  vice  president  of  marketing. 

Before  taking  the  job,  Inouye  spent  weeks  looking  at  the 
operations.  Even  at  first  glance  diings  looked  ugly.  Inventory 
turning  over  fewer  than  four  times  a  year  in  a  business  whei 
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three-month-old  box  was  just  about  obso- 
lete. So  he  dusted  off  an  idea  that  Best  Buy 
had  left  on  the  shelf.  It  had  spent  millions 
of  dollars  on  a  project  with  Andersen  Con- 
sulting (now  Accenture)  to  create  a  new 
retail  business  model  for  PC  sales.  Instead 
of  buying  blocks  of  PCs  and  hoping  they 
would  sell,  a  manufacturer  would  buOd  to 
order,  the  orders  generated  by  highly  accu- 
rate sales  forecasts  from  retailers. 

Best  Buy  failed  to  convince  PC  makers 
that  this  plan  would  work.  But  to  Inouye, 
now  a  PC  maker  himself,  it  was  the  answer 
to  the  inventory  problem.  Inventory  is 
now  turning  over  more  than  70  times  a 
year,  and  Emachines  never  finishes  a  quar- 
ter with  any  computers  left  unsold. 

The  next  ugly  mess  to  sort  out  was 
customer  service.  "I  read  the  letters  from 
customers  and  retailers,"  Inouye  says. 
"Our  reputation  was  abysmal."  Today  all 
of  Emachines'  service  calls  are  treated  as 
what  the  industry  calls  "level  3."  Callers 
aren't  greeted  by  a  college  kid  reading 
back  obvious  questions  from  an  insult- 
ingly inane  script  but  by  a  technically 
adept  support  person.  Emachines  also 
now  includes  a  software  program  on 
each  machine  it  sells.  Called  BigFix,  it 
regularly  scans  for  needed  updates  to 
Windows,  new  drivers  and  other  soft- 
ware that  will  head  off  pesky  prob- 
lems— and  the  customer  service  calls 
that  follow.  More  than  a  million  cus- 
tomers use  it. 

The  machines  have  a  sturdier 
design,  too;  CD  tray  doors  don't  snap 
off  so  readily.  The  return  rate  from 
unhappy  buyers  has  dropped  to  6%. 

Inouye  took  his  next  lesson  fi-om 
Japan.  When  he  joined  Emachines,  it 
sold  computers  with  three  different 
chassis,  three  different  power  supplies 
and  several  different  motherboards. 
"'ITie  Japanese  showed  us  that  you  can 
take  one  platform  and  build  many  dif- 
ferent vehicles  from  it.  We  staited  to 
use  one  chassis  and  one  power  supph 
and  one  of  three  motherboards  in  all 
unit;  and  that  gave  us  tremendous 
kvcragc  '  -  '\cn  buying  parts." 

Final!     Inouye  got  the  company 

.'ail  sales  and  killed  Wch 

'  jr  sales.  ")f  vvhi  provide 

.  0  compelling  product, 


they  will  advertise  it  for  you,"  he  says.  Its 
main  advertising  vehicle:  Sunday  newspa- 
per supplements  from  retailers  such  as 
Best  Buy  and  Circuit  City. 

Emachines  now  has  what  is  probably 
the  lowest  level  of  selling,  general  and 
administrative  costs  in  the  PC  industry.  In 
the  second  quarter  of  2003  its  costs  were 
equivalent  to  5.8%  of  sales,  compared  with 
16%  for  Hewlett-Packard  and  26%  for 
Gateway.  It  even  beat  Dell's  8.4%. 

Emachines'  slimmed-down  operation 
is  an  exercise  in  industrial  ballet.  It  orders 
PCs  from  manufacturers  in  Taiwan  and 
South  Korea,  based  on  what  retailers  like 
Best  Buy  and  Wal-Mart  say  they  can  sell, 
and  factors  in  a  fixed  profit  margin. 

It  doesn't  take  much  to  throw  a 
banana  skin  under  this  careful  choreogra- 
phy. One  example:  the  October  2002  West 
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Coast  dock  strike,  which  shut  down 
transpacific  shipping  for  ten  days.  With 
the  holiday  season  near,  retailers  got  jittery 
even  before  the  seaports  were  idled.  "They 
said  if  you  don't  air-ship  to  us,  we  won't! 
advertise  you,"  Elsasser  notes. 

Standard  surface  shipping  costs  $4  a^ 
unit.  Air  shipment  would  have  cost  a; 
profit-killing  $80.  "We  decided  right' 
away  we  weren't  going  to  air-ship,"  says 
Elsasser.  Instead  Emachines  got  a  jump 
on  the  strike  by  convincing  retailers  tO| 
take  early  delivery  on  some  computers.  Itl 
also  got  a  break  because  it  used  post-' 
Panamax  ships — vessels  too  big  to  goi 
through  the  Panama  Canal.  At  docks  thei 
biggest  ships  get  priority  berthing  and  so 
unload  first.  When  the  strike  ended, 
Emachines  was  the  first  to  get  its  PCs  to 
stores.  Elsasser  says  that  retailers  like  Best 
Buy,  Emachines'  biggest  customer,  were 
impressed.  Net  result:  "For  a  few  wee 
some  of  the  retailers  didn't  advertise 
and  our  weekly  volume  dropped  b 
about  20%,"  says  Elsasser.  "It  could  have 
been  much  worse." 

New  initiatives  include  a  line  of  note-, 
book  PCs  (with  wide  screens  that  sell  for 
$1,249)  and  international  sales.  Emachines 
has  started  selling  its  notebooks  in  Japan 
and  will  soon  introduce  them  in  the  U.K. 
and  later  in  Germany. 

The  bulk  of  Emachines'  sales — 59% 
last  quarter — are  in  the  sub-$600  pried: 
band,  but  they've  been  slowly  creeping 
up  the  price  ladder:  Compared  with 
7%  for  all  of  2000,  17%  of  its  sales^ 
were  for  machines  priced  above  $700 
last  quarter. 

That  puts  it  head-to-head  with  the 
likes  of  HP.  It  seems  a  mismatch.  HP 
sells  a  $2,000  Media  Center  PC^ 
whereas  a  high-end  Emachines  con-j 
figuration  starts  at  $719.  But  the  HH 
has  an  Intel  Pentium  4  chip  running  at 
a  speed  of  3  gigahertz,  while  the  Ema 
chines  box  has  a  slower  AMD  Athlo: 
XP  2800+. 

Emachines  is  betting  it  can  find 
crowd  that  doesn't  have  two  grand 
splurge  on  a  fast  computer.  "We  ma 
no  attempt  to  be  on  the  bleeding  ed 
of  technology,"  Inouye  says.  "We  ha: 
to  go  where  the  volume  is.  We're  tl 
McDonald's  of  computers." 
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tBhie  Airways  took  to  the  skies, 


..^  ^„  .,uy. .«,.  .u  u...  ^MCi,  Mianppeepip^peved  that  a  new  airline  would  not  succeed  in  the  highly  competitive  aviation  industry.  JetBlue  quickly  disproved 
iry  by  becoming  profitable  within  their  first  year  of  operations.  Since  then,  they  have  continued  to  grow  by  offering  unparalleled  service  and  convenience  to  their 
fs.  JetBlue's  ability  to  challenge  the  status  quo  has  made  them  one  of  America's  most  admired  and  successful  airlines,    ^^j  ^  ^^  _^  ^  ^^'• 
so  earned  them  a  position  among  the  category-defining  companies  of  the  world's  most  progressive  stock  market.    ^l#%^9miV^l 


LARGEST    PRIVATECOMPANIES 


Private  Business 

These  big  closely  held  companies  either  don't  need  the  capital— 
or  don't  want  the  public  attention  by  vivian  woo  and  shlomo  reifman 


You  might  have  heard  that  the  new-issues  market 
is  showing  signs  of  hfe.  If  Google  follows  through 
on  its  threat  to  go  public  next  year,  the  hot  Web- 
search  outfit  could  raise  $1  billion  and  take  on  a  market 
value  of  $10  billion  to  $15  billion.  But  still,  for  every 
Google  there  are  dozens  of  privately  held  companies 
that  want  to  stay  that  way.  They  avoid  Wall  Street's 
obsession  with  quarterly  earnings  expectations.  Pro- 
vided they  don't  have  publicly  traded  debt,  they  can 
keep  their  financial  affairs  to  themselves.  Most  private 
companies  are  also  mercifully  exempt  from  the 
Sarbanes-Oxley  good-governance  rules. 

Our  list  begins  with  U.S.-headquartered  for-profit 
businesses  that  don't  have  widely  held  common  stock. 
They  may  have  too  few  shareholders  to  be  required  to 
file  with  the  Securities  &  Exchange  Commission 
(Conair),  or  they  may  have  common  stock  whose  own- 
ership is  restricted  to  a  small  group,  such  as  employees 
or  family  members  (Publix  Super  Markets). 

Companies  on  the  list  have  latest  fiscal  year  revenue 
of  more  than  $1  bUlion.  For  companies  with  both  pub- 


lic and  private  subsidiaries,  we  count  only  the  revenue 
of  the  private  operations.  For  Hearst  Corp.  our  $3.6 
billion  revenue  estimate  excludes  revenues  of  its 
partially  owned  subsidiary,  Hearst-Argyle  Television, 
which  is  publicly  traded. 

Excluded  fi^om  our  list:  firms  with  fewer  than  100 
employees,  nonprofits  that  do  not  pay  taxes,  mutuals, 
cooperatives,  auto  dealerships  and  businesses  with 
more  than  50%  of  their  sales  from  real  estate. 

Among  the  newcomers  to  this  year's  list  is  TRW 
Automotive,  with  revenue  of  $10.6  billion.  Headquar- 
tered in  Livonia,  Mich.,  this  company  makes  brakes, 
steering  systems  and  suspension  components  for  car- 
makers. It  became  private  when  management  and 
investment  bank  Blackstone  Group  bought  a  majority 
stake  from  Northrop  Grumman.  In  all,  11  firms  Joined 
this  year's  list  via  some  form  of  buyout. 

In  aggregate,  the  companies  on  our  list  sell  $766 
billion  of  goods  and  services  a  year.  For  more  on  these 
firms,  including  a  fi-ee  handheld  download  of  the  list, 
go  to  www.forbes.com/private. 


RANK        COMPANY 
3   I  '02     BUSINESS 


1      CARGILL 

mkts  &  processes  agri  &  industrial  commods 


CHIEF  EXECUTIVE 


Warren  R  Staley 


HEADQUARTERS 


Minneapolis,  MN 


REVENUES 
2002  CHANGE 

(SMIL)  (%) 


59,894 


EMPLOYEES 


98,000 


2      KOCH  INDUSTRIES  Charles  Koch 

chemicals;  energy:  environ  tech;  ranching;  fini  svcs 


Wichita,  KS 


3  MARS 

candy,  ice  cream,  pet  food,  rice;  electronics 

5      PUBLIX  SUPER  MARKETS 

supermarkets  in  FL,  GA,  SO.  AL  &  TN 

4  PRICEWATERHOUSECOOPERS 

accounting,  auditing,  tax  &  consulting  svcs 

~e      ERNST  &  YOUNG 

auditing,  tax,  transaction  advisory  services 


Benno  Hoogendoorn^ 


McLean,  VA 


Charles  H  Jenkins  Jr 


Lakeland,  FL 


Samuel  A  DiPiazza  Jr 


New  York,  NY 


James  S  Turley 


New  York,  NY 


6      BECHTEL 

engineering,  construction,  project  devel  &  mgmt 


Riley  P  Bechtel 


San  Francisco,  CA 


40.000e 


16.800e 


16.027 


15,900e' 


13.100' 


11,600 


I    ■> 


17,000 


5.0 


31,000 


4.3         123,000 


15.2         125.00(ta 


29.7         106,001 


-13.0 


47,00{ 


Tf    11     C&3  WHOLESALE  GROCERS  Richard  B  Cohen 

w  'olesales  food  to  su,u'rmarknts  &  military  bases 


Brattleboro,  VT 


1-1.300^ « 


16.5 


9.00C 


'•■'ER  Hank  Meijer 

•  lerchandlse  &.  grocery  stores  In  Midwest 


Grand  Rapids,  Ml 


9      HE  BUTT  CROC    «V  Charles  C  Butt 

food  ft  f<ri:g  stores:  fooJ  ufocessing;  film  processing 


San  Antonio,  TX 


lO.OOOe 


10.700^ 


2.8 


84,00( 


8.1 


56,00( 


ID 


^' 
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t  H      r  ^  1 


r.2003  Northwest  Airlines,  Inc. 


Northwest  Airlines;  we  offer  seamless,  efficient  travel  around  the  world.  And  our  alliances  with  KLM,  Continental  Airlines® 
i  Delta  Air  Lines  give  you  a  broader  choice  of  destinations.  After  all,  your  job  takes  you  many  places.  It's  our  job  to 
:you  there.  Quickly.  Smoothly.  Dependably.  With  our  travel  partners,  Northwest  serves  nearly  750  cities  in  almost 
)  countries  on  six  continents.  Visit  nwa.comf  call  your  travel  agent  or  call  1  -800-225-2525  today. 


-M 


Now  you're  flying  smart!" 


niflia 

NORTHWEST  AIRLINES 


LARGEST    P  R  I  V  A  TEC  0  M  P  A  N  I  E  S 


ContiGroup  Cos. 

The  oldest  company  on  our  list  was 
founded  in  Belgium  in  1813  by 
Simon  Fribourg.  It  opened  its  first  U.S. 
office  in  Chicago  in  1921  and  moved 
its  headquarters  to  New  York  in  1944. 
Today  the  international  pork,  poultry 
and  cattle-feeding  concern  is  run  by 
Paul  Fribourg,  the  sixth  generation  of 
his  family  to  lead  the  company. 


RANK        COMPANY 
■03   I  '02     BUSINESS 


TRW  AUTOMOTIVE 

braking,  steering,  suspension  &  other  autn  parts 


CHIEF  EXECUTIVE 


John  C  Plant 


HEADQUARTERS 


REVENUES 
2002  CHANGE 

(SMIL)  (%) 


10,630      I 


^J    12 

HUNTSMAN 

produces  chemicals,  polymers 

Peter  R  Huntsman 

Salt  Lake  City,  UT 

^a    10 

FIDELITY  INVESTMENTS 

mutual  funds,  brokerage,  pension  mgmt 

Edward  C  Johnson  3rd 

Boston,  MA 

14 

SWIFT  &  CO 

processes  beef  &  pork 

John  Simons 

Greeley,  CO 

13 

JM  FAMILY  ENTERPRISES 

distributes  Toyotas;  automotive  retail  svcs 

Colin  Brown 

Deerfield  Beach,  FL 

15 

ENTERPRISE  RENT-A-CAR 

auto  rental,  fleet  services,  car  sales 

Andrew  C  Taylor 

St  Louis,  MO 

^a  17 

SCIENCE  APPLICATIONS  INTL 

tech  r&d,  systems  integration,  telecom  &  IT  svcs 

J  Robert  Beyster 

San  Diego,  CA 

B- 

UNISOURCE 

distributes  paper  prods,  packaging  materials 

Charles  C  Tufano 

Norcross,  GA 

16     MARMON  GROUP 

manufacturing  &  service  companies 


John  0  Nichols 


Chicago,  IL 


£]   26     ADVANCE  PUBLICATIONS 

newspapers,  magazines;  Conde  Nast 


Samuel  I  Newhouse  Jr         New  York,  NY 


19     MENARD 

home  improvement  centers 


John  Menard  Jr 


Eau  Claire,  Wl 


20     SC  JOHNSON  &  SON  William  D  Perez 

home  cleaning  &  personal-care  prods 

■      MDFC  HOLDING  David  H  Murdock 

Dole  fresh  fruits,  vegs,  pkgd  food;  real  estate 


Racine,  Wl 


Los  Angeles,  CA 


■      INTERNATIONAL  STEEL  GROUP  Rodney  Mott 

steel  processing,  tarbon  steel  sheets,  rails  &  bars 


Richfield,  OH 


27     ALTICOR  DougDeVos' 

Amway;  household,  personal-rare,  nutrition  products 


Ada,  Ml 


22     GIANT  EAGLE 

supermkts  in  PA,  OH,  VW  MO;  food  wholesaling 


David  S  Shapira 


Pittsburgh,  PA 


25     COX  ENTERPRISEbi 

newspa  -.^r^  TV,  broadband,  radic:  auto  audio 


James  C  Kennedy 


Atlanta,  GA 


EMPLOYEES 


a.OOOei 
8,937 

f    12.5 

15,000 

-8.9 

29,142 

8,380' 

\     -0.8 

21,300 

7,600 
6,900 
5,902 

\      "2-6 

3,5(9 

^       6.2 

53,5(1 

2.3 

38,7(9 

5,900 

^     -4.8 

8,0(fl 

5,756 

-4.5 

30,0(9 

5,565e 
5,500e 

i     33.0 

275I 

p      5.8 

33,3fl 

5,372e' 

\        ^^ 

12,0(fl 

5,105' 

NA 

60,5( 

5,000e'« 

%        NA 

11,6( 

4,900 
4,739=^ 

r      8.9 

11,5( 

i 

26,0( 

4,444* 

f     ^-^ 

53,1: 
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EXPERIENCE  NEW  YORK  THE  WAY  \V  SHOULD  BE 

AT  THE  PLAZA. 

oro5'!^  J,!:^^S'^^^^'^'^  LUXURY  OF  THE  PLAZA  SUITES.  TO  THE  STUNNING  OUTLOOKS  OF  THE 
PARK  VIEW  ROOMS  -  THE  PLAZA  IS  THE  IDEAL  DESTINATION  FOR  THE  DISCERNING  TRAVELER. 

cE^^o^T^"^  ^  MINIMUM  OF  2  NIGHTS  IN  A  PARK  VIEW  ROOM  OR  SUITE,  WITH  ROOMS  STARTING 

a,630     A  NIGHT  AND  RECEIVE  A  BOSE'  OUIET  COMFORT  ACOUSTIC  NOISE  CANCELLING'  HEADPHONE. 

FIFTH   AVENUE    AT  NEW   YORK 

WWW.  FA  I  R  ^-i  O  N  T   C  O  M  /  T  H  E  P  L  AZ  A 


MANAGED      HOTEL 


-     —0-9900  and  refer  to  special  offer  iuMBOfe.  'Bate  avaiiatoie  through  12/airOS.  prom  1-/1/04  -  3/81/04  raJes  start  ■■ 

-  ;e  offer  valid  for  stays  through  3/31/04.  One  headphone  per  stay.  Advance  reservations  highly  recommend^n' 
iUD.e';i  to  availability  and  sales  lax  where  applicable.  Cannot  bs  oornbinect  wilh  other  offers  and  blackout  daf«i  j    - 


MEMBER  Of 


TheFJeadinfMotek  ofthtfWorld' 


LARGEST    PRIVATE    COMPANIES 


Levi  Strauss  &  Co. 

Though  still  controlled  by  descendants 
of  Levi  Strauss,  this  150-year-old  iconic 
company  is  run  by  an  outsider,  Philip 
Marineau.  He  arrived  from  PepsiCo  in 
1999  to  patch  up  what  had  become  a 
threadbare  apparel  maker. 


RANK        COMPANY 
■3   '  '02     BUSINESS 


35     SOUTHERN  WINE  &  SPIRITS 

distributes  alcoholic  &.  nonalcoholic  beverages 


CHIEF  EXECUTIVE 


Harvey  R  Chaplin 


HEADQUARTERS 


32     HALLMARK  CARDS 

greeting  cards;  TV  programs;  art  materials 


Donald  J  Hall  Jr 


Kansas  City,  MO 


44     PLATINUM  EQUITY 

acquires  &  operates  tech  &  nontech  companies 


Tom  T  Gores 


Los  Angeles,  CA 


21     GRAYBAR  ELECTRIC 

wholesales  electrical,  telecom  &  network  equip 


Robert  A  Reynolds  Jr  St  Louis,  MO 


29  GUARDIAN  INDUSTRIES 

flat  glass,  fiberglass  insulation,  auto  glass  &  trim 

30  GULF  STATES  TOYOTA 

independent  distributor  of  Toyotas 

34     INTERTECH  GROUP 

makes  polymers  &  composites 


William  M  Davidson 


Auburn  Hills,  Ml 


Thomas  N  Hynes 


Houston,  TX 


Jerry  Zucker 


North  Charleston,  SC 


33     PETER  KIEWIT  SONS' 

heavy  construction;  mining 


Kenneth  E  Stinson 


Omaha,  NE 


36  EBY-BROWN  Richard  W  Wake« 

distnbs  candy  &  other  prods  to  convenience  stores 

37  ROUHDY'S 

wholesales  &  retails  groceries 


Napervllle,  IL 


Robert  A  Mariano 


Milwaukee,  Wl 


42     HEARST 

publishing,  broadcasting  &  einertainment 


Victor  F  Ganzi 


New  York,  NY 


50     SCHWAN  FOOD 

makes  &  sells  frozen  pizza  &.  m  cream 


M  Lenny  Pippin 


Marshall,  MN 


38     MILLIKEN  &  CO 

iexiiles  &  chemical  products 


Roger  Mllllken 


Spartanburg,  SC 


REVENUES 
2002       I   CHANGE 
(SMIL)  (%)         EMPLOYEES 


24 

MBM 

distributes  food  to  restaurant  chains 

Jerry  L  Wordsworth 

Rocky  Mount,  NC 

28 

HY-VEE 

Hy-Vee  Food  supermarkets,  Drug  Town  drugstores 

Ronald  D  Pearson 

West  Des  Moines,  lA 

31 

REYES  HOLDINGS 

distributes  food  &  beverages;  real  estate 

J  Christopher  Reyes^ 

Rosemont,  IL 

23 

LEVI  STRAUSS  &  CO 

Levi's,  Dockers  &  Slates  jeans  &  other  apparel 

Philip  A  Marineau 

San  Francisco,  CA 

SEE  FOOTNOTES  ON  PAGE  212 
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SPECIAL   ADVERTISING   SECTION 


Outsourcing 

Jnderstanding  Business  ^^ 

Transformational  Outsourcing 

A    n  exciting  new  development  gathenng  to  redesign  the  way  they  perform  finance  and  accounting 

—J  momentum  man  enterprise's  ability  to  (F&A)  functions.  For  one  company,  not  only  did  this  strate- 

Chieve  critical  business  objectives  is  the  gy  yield  substantial  savings  m  the  cost  of  the  service  but, 

ICreasing  use  of  business  transformational  '^°^^  importantly,  transforming  the  process  dramatically 

outsourcing  (BTO).  increased  the  effectiveness  of  the  F&A  department,  drop- 
ping working  capital  by  more  than  $30  million  per  year  The 

Transformational  outsourcing  differs  from  traditional  out-  transformed  process  extended  to  improved  quality  of  infor- 

ourcing.  which  focuses  exclusively  on  cost  reduction  and  mation,  giving  the  line  managers  much  more  precision  in 


ervice-level  improvement. 

Traditional  outsourcing  means  "your 
less  for  less,"  basically  achieving  the 
Dst  reduction  by  duplicating  and  shift- 
g  the  outsourced  process  to  the 

rvice  provider's  environment.  Trans- 
irmational  outsourcing  looks  to  sig- 
ficantly  reengineer  the  outsourced 
ocess  for  strategic  impacts  to  the 
)rporations,  such  as  increasing  work- 
g  capital,  improving  time  to  market 
id  providing  better  information. 
It  IS  this  fundamental  difference  of 
engineering  that  allows  a  greater 
turn  on  investment  from  BTO  initia- 
tes rather  than  traditional  outsourcing. 
<e  a  caterpillar  transforming  into  a  butterfly,  reengineering 
Kes  place  at  often  unobservable  operational  levels  that  pro- 
ie  a  strategic  impact  upon  transformation  and  result  in  the 
hievement  of  enterprise  goals.  The  value  produced 
rough  transformational  initiatives  is  greater  than  tradition- 
outsourcing  and  often  yields  even  more  cost  savings. 
These  highly  effective  BTO  initiatives  are  happening  in  a 
mber  of  areas.  For  example,  companies  are  outsourcing 


running  the  company's  subsidiaries. 
Through  this  initiative,  the  company 
was  also  able  to  combine  its  purchas- 
ing, captuhng  substantial  savings. 

This  is  a  fine  example  of  a  highly 
successful  effort  at  business  trans- 
formation. Human  resources,  insur- 
ance claims  processing,  third-party 
administration  and  similar  functions 
share  this  potential  for  breakthrough 
strategies  that  yield  value  far  in 
excess  of  the  substantial  cost  sav- 
ings that  they  also  deliver. 

Through  transformational  outsourc- 
ing, executives  position  their  com- 
panies for  readiness  to  respond  to 
opportunities  and  challenges  with  excellence,  thus 
capturing  and  sustaining  a  competitive  advantage.  They 
have  the  road  map  for  getting  from  where  they  are  to 
where  their  corporate  \/ision  is. 


Peter  Bendor-Samuel  is  CEO  and  founder  of  Everest  Group, 
a  strategic  business  advisory  firm  and  global  leader  in  out- 
sourcing innovation,  and  author  of  Turning  Lead  Into  Gold: 
The  Demysiification  of  Outsourcing. 


ifrjjduction  by  Peter  Bendor-Sannuel         Produced  and  written  by  Jerry  Bowles 


ADVERTISEMENT     2 


Avaya  Global  Services  Helps  Companies 

Leverage  Technology  for  Business  Transformation 


IT 


managers  of  large  companies  today 
are  responsible  for  running  an  amalgam 
of  voice  and  data  networks  supporting  mul- 
tiple applications  spread  over  multiple 
locations  in  the  U.S.  and  abroad. 

Most  of  these  networks  are  multi-vendor,  nnulti-protocol 
and  multi-provider. To  add  to  this  complexity,  user  volumes 
and  traffic  are  increasing  as  new  applications  are  added. 
Maintaining  the  level  of  expertise  and  tools  in-house  to 
meet  these  challenges  adds  costs  and  complexity  that 
drain  valuable  resources  that  could  be  directed  at  a 
company's  core  business. 

That's  where  Avaya  and  outsourcing 
come  in.  Avaya  is  a  global  leader  in 
communication  systems,  applications 
and  services,  with  expertise  in  all  forms 
of  communications  transport  —  voice, 
data,  wireless,  video  and  Voice  over  IP 
The  company  designs,  builds,  deploys 
and  manages  networks  for  enterprises. 
Avaya's  Outsourcing  Services  group 
delivers  solutions  that  are  an  aggregate 
of  products,  services,  processes  and 
intellectual  property  focused  on  a  spe- 
cific business  problem,  which  demon- 
strates a  measurable  impact  on  the 
customer's  enterprise. 

"Customers  are  coming  to  us  today  because  they  want  an 
easier  and  more  effective  way  to  manage  their  communica- 
tions infrastructure  while  minimizing  risks  and  building  in  the 
flexibility  for  a  technology  platform  that  will  evolve  with  them 
as  they  grow  and  cha.-  .:,  ;  's  Frank  Carlucci,  Outsourcing 
Servi:es  v  oe  presiden;  vay^  Global  Services.  "Customers 
get  pe--!ce  c'  ;nd  and  a  -m\qWj  point  of  accountability  from  a 
trusted  partr.t ,  -  customers  want  one  neck  to  grab  or  one 
hand  to  she,:  e.  l3ny  •  •  -  rr^'^  leading  companies 
depend  on  Avayi.    jr  reli.         \.uure  networks  that  hel'  them 


facilitate  customer  relationships,  enhance  productivity  and 
maximize  profitability.  In  essence,  we  help  businesses  use 
technology  as  a  platform  for  transformation  —  while  mitigat- 
ing their  risks  and  offering  flexible  and  scalable  solutions." 

As  an  example,  Carlucci  says  Avaya  recently  helped  a  lead- 
ing worldwide  insurance  company  create  a  common  global 
communications  network  managing  10,000  PBX  ports  and 
20,000  mailboxes  in  15  countries.  "This  ongoing  strategic 
communications  support  is  focused  on  increasing  sharehold- 
er value,  gaining  predictable  service  delivery  costs  and  man-j 
aging  technical  obsolescence  issues  over  the  next  five 
years,"  Carlucci  adds. 

Avaya  offers  a  full  spectrum  of  out- 
sourcing support  that  can  range 
from  routine  IT  Moves/Adds  and 
changes,  to  Contact  Center  Applica- 
tion management,  remote  network 
performance  management,  right 
through  to  complete  infrastructure 
outsourcing  for  global  business 
needs.  All  supported  by  an  engage- 
ment management  expert  who  under- 
stands your  business  and  offers  ongo- 
ing consultative  support. 

For  many  enterprises  today,  the 
key  to  meeting  current  business  chal- 
lenges lies  in  migrating  their  commu- 
nications technology  to  IP  telephony 
But  migration  brings  with  it  the  challenges  of  leveraging  their 
current  investments,  keeping  the  converged  IP  network 
secure,  and  managing  and  maintaining  the  reliability  of  this 
network.  Avaya  received  recognition  for  designing,  imple- 
menting and  managing  the  2002  FIFAWorid  Cup™  voice  and 
data  network,  which  involved  hundreds  of  IP  switches, 
routers  and  multiple  devices  spanning  Japan  land  Korea. 
Avaya  is  also  the  Official  Convergence  Communication 
Provider  for  the  2003  FIFA  Women's  Worid  Cup™  and  the 
2006  World  Cup  in  Germany 
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Caribbean  •  India  •  Philippines 


ktar's  call  center  representatives  deliver  quality  and  performance.  With  a  global  network 

jcenters  staffed  by  qualified  professionals  and  focused  on  results  through  dedication  and 

Hence,  Epixtar  programs  benefit  from  agents  that  represent  your  organization  with  energy, 

|husiasm,and  knowledge. That  means  when  Epixtar  calls  on  your  behalf  your  customers  don't  just 

r  an  agent,  they  hear  quality. 
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EFIXT 


Corporate  Offices 

1 1 900  Biscayne  Blvd.  Suite  262 

Miami,  FL  33181 

305.503.8600 

info@epixtar.com 
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"Customers  are  looking  for  an  outsourcing  partner  that  can 
consistently  meet  or  exceed  service  level  agreements, 
understands  the  core  business  issues  and  will  have  the  fore- 
sight to  address  future  challenges  before  they  become  a 
major  business  liability.  They  are  increasingly  searching  for 
ways  to  reduce  their  costs  by  reducing  the  number  of  ser- 
vice providers,  focusing  on  their  areas  of  core  expertise  and 
having  a  provider  manage  their  assets  for  a  better  return  on 
capital.  These  are  all  strategies  that  we  can  help  them  pursue 
successfully,"  says  Carlucci. 

Avaya  Global  Services  group  is  one  of  the  largest  and 
most  experienced  services  businesses  in  the  industry  and 


a  leader  in  the  area  of  converged  voice  and  data.  Fron 
assessing  current  networks  for  IP-adaptability  and  helping 
develop  security  and  business  continuity  plans  to  imple- 
mentation and  management,  Avaya  Global  Services  deliv- 
ers one  of  the  broadest  portfolios  of  specialized  services  in 
the  communications  industry.  The  group  supports  Avaya 
customers  with  7,000  professionals,  24  network  operation 
centers  and  13  technical  support  centers  worldwide. 
Customers  range  from  small  businesses  and  nonprofit 
agencies  up  to  more  than  90  percent  of  the  largest  compa- 
nies in  the  U.S.  and  the  U.S.  government. 
For  more  information,  visit  avaya.com/services. 


Eplxtar  Leads  the  Way  in  Offshore  Telemarketing  Services 


pixtar  Corporation  is  a  rapidly  growing 
Miami-based  provider  of  marketing 
services  that  entered  the  outsourcing 
business  by  leveraging  its  core  skills 
in  call  center  training  and  supervision, 
developed  while  utilizing  offshore  telemar- 
keting centers,  to  profitably  market  and 
support  its  own  B-to-B  brands. 

"Becoming  a  pure-play  offshore  service 
provider  has  been  a  natural  evolution  for 
Epixtar,"  says  Harry  Fozzard,  the  compa- 
ny's chief  marketing  officer.  "We  became 
very  proficient,  in  a  relatively  short  period 
of  time,  at  acquiring  customers  for  our 
value-added  ISP  and  long  distance 
telecommunications  services.  In  the 
process,  we  learned  the  offshore  tele- 
marketirsg  business  and  developed  highly 
effective  saies  training  for  our  telemar- 
keters and  a  Tc  -sed  approach  to  product  development  and 
servic:-  delivery.  \'-Je  soon  rf^aiized  that  we  had  the  experience 
and  t  vp-  •i'je  to  no^  only  sell  our  products  utilizing  existing 
cai'  •"•  'l  nships  across  the  globe,  but  also  provide 


i 


inbound  and  outbound  call  center  services  for  other  companies." 
Offshore  telemarketing  is  a  relatively  new  phenomenon  pre- 
cipitated by  a  high-quality,  well-educated  and  inexpensive  off- 
shore labor  market  coupled  with  an  abundant  global  telecom 
bandwidth  that  has  dramatically  lowered  the  cost  and  increased 
the  feasibility  of  superior  offshore  telemarketing.  Per-seat  costs 
mn  at  30-50  percent  less  compared  with  domestic  seats.  World- 
wide call  center  services  market  totaled  $23  billion  in  revenues 
in  1998,  and  are  projected  to  double  to  $58.6  billion  by  2003. 
From  campaign  design  through  ongoing 
management,  Epixtar  provides  complete 
telemarketing  and  direct  response  cam- 
paigns leveraging  its  extensive  seat  capaci- 
ty and  management  expertise  to  develop 
and  deliver  highly  successful  marketing 
campaigns.  Well-known  companies  use 
Epixtar's  marketing  expertise  and  contact 
center  capacity  to  acquire,  support  and 
enhance  the  customer  experience,  reduce  j  ^ 
costs  and  generate  top-line  revenue. 
"We're  a  sales-driven  organization,"  says  David  Srour,  Epixtar's 
president  and  chief  operating  officer  "Sure,  we  want  to  save  oui 
customers  money  and  we  have  the  processes  and  best  practia 
to  do  that.  But,  we  understand  sales  innately  through  sell 
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THE  BUSIEST  CONTACT  CENTER  at 
Brake  &  Chassis*  crashes  and  is  fixed 
ily  before  a  single  customer  order  is 
ed.  Before  anyone  at  Dana  is  even  aware 
roblem.  Did  a  problem  ever  exist?  In  the 
Df  Avaya,  our  EXPERT  Systems*  remote 


AVAVA 


a  higher  plane 
of  communication 


monitoring  and  maintenance  solutions  resolve  96% 
of  all  alarms  remotely.  Nobody  has  our  patented 
leading-edge  diagnostic  tools,  including  proactive 
trouble  resolution.  And  our  Avaya  Global 
Services  professionals  bring  a  single  point  of 
accountability  to  multi-vendor  communication 


IP   Telephony 


environments.  That's  reassuring  when  you're  a 
Fortune  500*  company  whose  customers  demand 
overnight  delivery  from  an  inventory  of  450,000 
auto  parts.  See  why  no  one  else  comes  remotely 
close  to  maximizing  your  network  investment  at 
avaya.com/servjces.  Or  call  866-GO  AVAYA  today. 


Contact   Centers 


Unified    Communication 


Services 


AVAYA  REMOTE  MONITORING  FIXES 

Jimut.  Brake  &  Chauh' 

NETWORK  CRASH 

befjore  anyone  hear&  an  alarm. 

Kind  ofj  like  that  tree  that  ijaUa  in  the  tore&t 
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Outsourcing  Web  Directory:  Avaya  www.avaya.com/services  Epixtar  Corp.  www.epixtar.com 
Lason  www.lason.com  Outsourcing  Center  www.outsourcing-center.com 


ing  our  own  products.  We  haven't  turned  into  the  kind  of  bureau- 
cratic service  bureau  that  we've  seen  with  sonne  of  our  com- 
petitors. We  understand  that  driving  top-line  revenue  is  the  key 
to  success  —  for  our  custonners  and  ourselves." 

To  meet  the  growing  demand  for  its  services,  Epixtar  is  expand- 
ing rapidly  in  India  and  the  Philippines.  In  July,  Epixtar  executed  a 
memorandum  of  understanding  for  the  acquisition  of  a  Bombay- 
based  call  center  assets  and  lease  of  a  local  firm  called  Global  e- 
Sen/ices  FVt.  Ltd.,  which  it  is  currently  expanding  and  renovating 
to  accommodate  1 ,500  call  center  seats  by  next  year.  In  August, 
the  company  signed  a  ten-year  lease  on  an  80,000  square  foot 
state-of-the-art  facility  in  one  of  metro-Manila's  prime  commer- 
cial districts,  which  will  serve  as  Epixtar's  flagship  Philippines  call 
center,  capable  of  accommodating  upwards  of  1 ,500  teleservices 
and  business  process  outsourcing  (BPO)  seats.  Srour  says  total 


Secure  Your  Processes. 
Secure  Your  Decisions. 
Secure  Your  Future. 
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LASON 


We  L.iiderstand  thot  outsourcing 

VOLT    business     processes     has 

been  c  onky  decision  in  the  pnst. 

Noi    -jriyrnore.       LASON    encbies 

orgariizotioos     fo     .-.ecu'-e     fheir 

decisions    and    their    future    by    improving    business 

processes    .iirough    providing    outsourced    services    in 

industriHs  thr/  ore  data  and  documenv-intensive. 

LASONS  integrated  suite  of  solutions  increases  the 
efficiency  and  effectiveness  of  bock-office  and 
odministrativj:-.  functions  and  dramoticclly  reduces  your 
costs.   So,  wtic!  cro  you  woiting  for? 

Outsource  t;  ".^ourc  Soicco.    Outsource  to  LASONI 

1 .800.497  95.  .•vvv^.loson.com 


completion  and  full  operations  are  expected  by  January  2004.  In 
September,  Epixtar  signed  a  memorandum  of  agreement  to 
acquire  the  physical  assets  of  a  Manila  call  center  from  l-Call 
Global  Services  Corp.,  which  it  plans  to  expand  to  1,000  seats. 
In  total,  the  company  is  currently  developing  4,000  seats  and  is 
looking  at  expansion  in  the  Caribbean  and  South  Africa. 

"Locations  like  the  Philippines  and  India  are  attractive  for  con- 
tact centers  because  they  have  large,  educated  labor  pools, 
salaries  are  lower  than  in  the  U.S.,  but  quite  good  by  local  stan- 
dards —  employees  regard  call  center  jobs  as  'quality'  jobs  — 
and  there  are  often  significant  government  incentives,"  Fozzard 
says.  "Because  we've  been  a  pioneer  in  global  telemarketing 
services,  we  have  a  number  of  advantages  over  companies  that 
are  trying  to  break  into  the  business.  Our  labor  pool  is  in  place 
and  secure,  our  human  resources  processes  are  mature,  and 
we  have  committed  telecommunications  bandwidth  and  infra- 
structure. Most  of  all,  we've  developed  an  understanding  of 
how  to  njn  call  centers  well  and  efficiently.  We  believe  Epixtar 
is  extremely  well  positioned  to  scale  up  our  business  for  the 
foreseeable  future." 

The  company's  growth  is  reflected  in  its  earnings  reports. 
Epixtar  had  revenue  growth  in  2002  of  $26  million  compared 
with  $1.2  million  in  2001  and  reported  pretax  profits  of  $2.3 
million  in  the  first  quarter  of  2003.  ■ 


We're  Lool<ing  for  a  Few  Great  Relationships! 


Do  you  have  a  great  outsourcing  relationship?  Nominate  it  for 
the  annual  Outsourcing  Excellence  Awards,  an  annual  best-of- 
the-best  recognition  program  sponsored  by  Outsourcing  Center, 
Everest  Group,  Forbes  and  Wharton  Executive  Education.  The  i 
program  seeks  out,  interviews,  evaluates,  recognizes  and  publi-l 
cizes  outstanding  outsourcing  relationships  between  customersi 
and  their  providers.  Semi-finalists  are  evaluated  by  a  panel  of 
independent  judges  that  includes  experts  in  a  variety  of  out-| 
sourcing  disciplines.  Winners  receive  their  awards  at  an  "Oscars" 
of  Outsourcing  ceremony  at  the  Sourcing  Interests  Group  spring! 
conference  and  are  also  recognized  in  the  Forbes  Outsourcing] 
section,  have  a  feature  article  in  Outsourcing  Journal's  awardsl 
issue,  participate  in  an  educational  seminar,  and  receive  manyj 
other  special  benefits.  For  details,  go  to  www.outsourcing- 
awards.com/nominate.html  on  the  Web.  Address  questions  to:J 
outsourcingexcellence@outsourcingcentercom 
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Focus  on  what  you  do  best 

Get  the  most  value  from  the  rest 

Separate  yourself  from  the  competition  with  outsourcing  -  a  proven  strategy  to  focus  attention 
and  resources  on  making  your  company  an  industry  leader.  Everest  Group  has  successfully  advised 
companies  around  the  world  for  10  years  and  has  handled  more  deals  in  the  Business  Process 
Outsourcing  space  than  any  other  outsourcing  advisory  firm. 

At  Everest,  we'll  help  you  navigate  the  outsourcing  process  and  steer  clear  of  risks.  Our  consultants 
possess  the  know-how  and  techniques  to  ensure  a  high-quality,  successful  relationship,  and 
our  proven  methodology  reduces  transaction  cycle  time  and  maximizes  value. 


EVEREST' 


Call  us  at:  214.451.3000 
or  see  us  at:  www.everestgrp.com 


O2004  Everesl  Croup,  Inc.  All  Rights  Reserved. 


LARGEST    PRIVATE    COMPANIES 


Milliken  &  Co. 


mm 


The  Civil  War  was  winding 

down  when  Seth  Milliken  and 

William  Deering  opened  a 

woolen  fabrics  business  in 

Portland,  Me.  in  1865.  Today 

Milliken  &  Co.'s  headquarters 

are  in  Spartanburg,  S.C.,  where 

its  employees  oversee  production  of  the  firm's  textiles,  yarn,  carpeting  and 

chemicals,  among  other  products.  Chief  Executive  Roger  Milliken,  88,  is  the 

grandson  of  one  of  the  cofounders. 


RANK     I  COMPANY 


45     FLYING  J 


CHIEF  EXECUTIVE 


J  Phillip  Adams 


HEADQUARTERS 


truck  &  travel  plaza  stops  &  restaurants;  oil 


41     RALEYS 


William  J  Coyne 


West  Sacramento,  CA 


REVENUES 
2002  CHANGE 

(SMIL)  (%) 


3,417 


3,200 


12,0G 


16,200 


Raley's  Food  &  Drug  stores;  other  stores 


51     JR  SIMPLOT  Lawrence  S  Hlobik 

processes  potatoes,  vegs,  meat;  fertilizer;  livestock 


Boise,  ID 


3,100 


12.000 


53     WEGMANS  FOOD  MARKETS 

supermarkets;  home  &  garden  centers 


Robert  B  Wegman 


Rochester,  NY 


31,300 


48     BLOOMBERG  Lex  Fenwick 

financial  data,  business  publications  &  broadcasting 


New  York,  NY 


8,200 


£]    54     GORDON  FOOD  SERVICE 

distributes  food;  GFS  Marketplace  stores 


Dan  Gordon 


Grand  Rapids,  Ml 


39     MCKINSEY  &  CO  Ian  Davis 

international  management  consulting  firm 

49     KOHLER 

plumbing  prods;  engines;  furniture;  tile;  hotels 


New  York,  NY 


Herbert  V  Kohler  Jr 


Kohler,  Wl 


47     QUJKTRIP  Chet  Cadieux 

gas  &  convenience  stores  in  South,  Midwest  &  West 


Tulsa,  OK 


162    APEXOrL 

distributes,  stores  &  trades  petroleum  prods 


Paul  Anthony  Novelly  Clayton,  MO 


64     CLARK  ENTERPRISES 

construction,  real  estate,  investments 


A  James  Clark 


Bethesda,  MD 


^    58     GILBANE  Paul  J  Choquette  Jr 

builds  commercial,  industrial  &  institutional  facilities 


Providence,  Rl 


67     QUALITY  KING  DISTRIBUTORS  Glenn  Nussdorf 

distribs  drugs,  hcalti;  £  beauty  piotis,  fragrances 


Ronkonkoma,  NY 


59     STA7  tR  BROS  M;  nivfT.^ 
supent)ar1(ets  in  southfeir  Oalifoniia 


Jack  H  Brown 


Colton,  CA 


43     CAPITAL  GROUP  Die  CCS 

manages  mutual  tundr-  fmii  ;;.;  svcs 


Larry  P  Clemmensen 


Los  Angeles,  CA 


21   61     JOHNSONOIVK' 'v    -■ 

floor  care;  lood  ^anii,  hy^jwit  Ji.-i:  linRprou': 


Gregory  E  Lawton 


Sturtevant,  Wl 


66     HT  HACKNEY 

distributes  food,  hottlctJ  *atpr  &  ;ii: , 

SEE  FOOTNOTES  ON  PAGE  212 
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William  B  Sansom 


KUrjHK^WM  '1  liUHI  liWlwili 


Knoxville,  TN 


3,000^ 


3,000e 


2,940e 


2,815e 


2,800 


2,800 


2.700^ 


2,700e 


2,665e 


2.650 


5,750 


12,000 


22,000 


6,663 


260 


4,50 


1.7| 


1,4C 


13.4 


4,00 


13.C 


6.0 


3,1C 


FOR  MORE  INFORMATION,  GO  TO  WWW'.FORBES.COM/PRIV/ffi  i,„ 


With  a  forward-looking  bank 
at  your  side,  you'll  go  far. 


i! 
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It  customer  challenges,  the  Societe  Generals  Group  is  always  looking  ahead  in  each  of  its  three 
ses  ■  Retail  Banking  and  Financial  Services:  France's  leading  non-mutual  banking  group,  serving 
n  customers  in  30  countries  ■  Asset  Management:  the  No.  3  bank  in  the  euro  zone,  with  €273  billion* 
lanagement;  among  the  world  leaders  in  alternative  investment  management,  multi-management 
ds  of  funds  ■  Corporate  and  Investment  Banking:  the  3'^  largest  bank  in  the  euro  zone  based 
lues  and  a  global  leader  in  derivatives  and  structured  finance.  www.socgen.com 
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GLOBAL  BANKING 
SERVICES 


ASSET  MANAGEMENT 


PRIVATE  BANKING 


Red, 
black 
and 
rising 


CORPORATE  & 
INVESTMENT  BANKING 


GROUP 


LARGEST    PRIVATECOMPANIES 


Follett 

In  1873  Reverend  Charles 

M.  Barnes  opened  a  small 

bookstore  in  Wheaton,  III.  In 

1917  Charles  Follett  bought 

out  a  Barnes  family  member 

and  the  operation  split  into 

Barnes  &  Noble  and  Follett. 

Follett  is  now  the  largest  operator  of  college 

bookstores  in  the  U.S. 


RANK        COMPANY 
03  I  02     BUSINESS 


CHIEF  EXECUTIVE 


HEADQUARTERS 


68  TRANSAMMONIA  Ronald  P  Stanton 

trades  &  distribs  fertilizers,  llq  petrol  gas,  chemicals 

69  CONSOLIDATED  ELEC  DISTRIBUTORS    Keith  W  Colburn 

wholesales  &,  distributes  electrical  equip 


New  York,  NY 


Westlake  Village,  CA 


OSI  GROUP  Sheldon  Lavin 

processes  meat  for  retail  &  food  service  industries 


Aurora,  IL 


el    70     SPRINGS  INDUSTRIES 

makes  &.  markets  home  furnishings 


Crandall  Close  Bowles  Fort  Mill,  SC 


75     SINCLAIR  OIL 

oil  refineries,  gas  stations;  ski  resorts,  hotels 


Robert  E  Holding 


Salt  Lake  City,  UT 


]8     WAWA 

convenience  stores 


Richard  D  Wood 


Wawa,  PA 


81     EDWARD  JONES 

securities  &  insurance  brokerage 


John  W  Bachmann 


Maryland  Heights,  MO 


99     INGRAM  INDUSTRIES 

disiributes  books;  rfarine  transport;  insurance 


Martha  R  Ingram 


Nashville,  TN 


52     P- TTRACFiTROLEUW 

ti .     i.;ncesicr.is&  gas  stations  in  13  states 


Carl  Bolch  Jr 


Smyrna,  GA 


77     BELK 

department  stotsc 


John  M  Belk 


Charlotte,  NC 


57     TENASKA  ENERGY 

pow :  gonei  :ition.  natural  gas  &  onerjy  mkfg 


Howard  L  Hawks 


Omaha,  NE 


74     A-MARK  FINANCIAL 

'fades I  '  I'v merch bari.ng 


Steven  C  Markoff 


Santa  Monica,  CA 


REVENUES 
2002  CHANGE  I 

($MIL)  (%)         EMPLOYEES 


55 

KEYSTONE  FOODS 

processes  beef  &  poultry  for  food  svc  cos 

Herbert  Lotman 

West  Conshohockertj'Wf** 

72 

SCHNEIDER  NATIONAL 

trucking;  third-party  logistics 

Christopher  Lofgren 

Green  Bay,  Wl 

73 

KINRAY 

distrib  drugs,  med  supplies,  health  &  beauty  prods 

Stewart  Rahr 

Whitestone,  NY 

56 

PERDUE  FARMS 

processes  poultry  &  agricultural  products 

James  A  Perdue 

Salisbury,  MD 

62 

INTERNATIONAL  DATA  GROUP 

computer  mags  &.  trade  shows;  mkt  research 

Patrick  Kenealy 

Boston,  MA 

2.600e 


6.700 


2,600 

8.9 

"i 

2,500 

8.2 

600'!^ 

2,500e 
2.410 

2.5 

20,000 

-6.6 

13,450 

2,309 

-5.1 

269 

2,300e 

f.     -4-2 

5,000  1 

2,300e 
2.300e 

-4.2 

10,00Q 

1 

:»  -4.2 

17,0 

2,290e 

-0.4 

6,< 

2.272 

f    13.0 

13,4 

2.270 

6.0 

29,( 

2,250e 
2,250e 

I    16.6 

6,9 

[ 

1- 

;       -4.4 

3,8 

•2,242 

0 

17,8( 

2,231 

1  ■''•° 

1 

4 

I 

2,200 

'     -4.3 

1 

1 
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FOR  MORE  INFORMATION,  GO  TO  WWW.FORBES.COM/P 


lONAL  MALL,  WASHINGTON,  DC. 
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LARGEST    PRIVATE    COMPANIES 


Kohier 

In  1873  John  Michael  Kohier  took  over 
a  company  that  made  iron  castings  for 
farmers  and  others.  In  1883  it  got  into  a 
new  business  when  it  added  an  enamel 
coating  to  a  horse  trough/hog  scalder 
and  sold  it  as  a  bathtub.  Today  this 
manufacturer  of  plumbing  fixtures, 
engines,  generators  and  furniture  is 
run  by  Herbert  V.  Kohier  Jr. 


RANK        COMPANY 
3   I  02     BUSINESS 


84     BOOZ  ALLEN  HAMILTON  Ralph  W  Shrader 

management  &  technology  consulting 


REVENUES 
2002  CHANGE 

(SMIL)  (%) 


EMPLOYEE^ 


■   McLean,  VA 


83 

SCHNUCK  MARKETS 

supermarkets  In  the  Midwest 

Craig  D  Schnuck 

St  Louis,  MO 

134 

SERVICES  GROUP  OF  AMERICA 

wholesales  &  distributes  food;  Black  Angus  beef 

Thomas  J  Stewart 

Seattle,  WA 

101 

84  LUMBER 

supplies  building  materials 

Joseph  Hardy  Sr 

Eighty  Four,  PA 

76 

SIRVA 

moving  &  relocation  services;  logistics 

Brian  P  Kelley 

Westmont,  IL 

S3 

ALEX  LEE 

distributes  food;  supermarkets 

Boyd  L  George 

Hickory,  NC 

82 

GOLUB 

Price  Chopper  supermkts,  Mini  Chopper  c-stores 

Neil  M  Golub 

Schenectady,  NY 

131    GULF  OIL 

wholesales  petroleum  products 


Gary  Kaneb 


Chelsea,  MA 


80     RENCO  GROUP 

steel,  lead  &  other  metals;  Hummer  vehicles 

89     H  GROUP  HOLDING 

Hyatt  hotels  &  resorts;  assisted-living  centers 


Ira  L  Rennert 


New  York,  NY 


Thomas  J  Pritzker 


Chicago,  IL 


60     ALLEGIS  GROUP 

provides  info  technolosv  svcs  &  staffing 


John  Carey 


Hanover.  MD 


3.13    GRANT  THORNTON  INTERNATIONAL    David  McDonnell 
accounting  &  consulting  svcs 


Chicago,  IL 


112    AMOERSEN 

makes  ■vindows  &  patio  doors 


James  E  Humphrey 


Bayport,  MN 


Len  Rodman 


78     BLACK  &  VEATCH 

en^neeiiiig.  con-iruct  &  tech  consulting  svcs 

40     CONTIGRC- -C'^  P^J^FtoT 
poultry  &  pork  ijrn.-iu;,'iun-  uatfle  feeding;  milling 

128    CUMBERLA  ^^^ 

convenience  stores 


Overland  Park,  MO 


New  York,  NY 


Lily  H  Bontas 


Canton,  MA 


107    FRYSELECTRCWiCo 

consumer  electronics  s'rer 

SEE  FOOTNOTES  ON  PAGE  212 
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ilohn  Fry 


San  Jose,  CA 


FOR  MORE  INFORIVIATION,  GO  TO  WWW.FORBES.COM/PfllWi 
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ley're  where  you've  been, 
ley're  where  you  are. 
ley're  where  you're  going 


t's  San  Francisco,  tomorrow  Dallas,  and  so  it  goes,  one  city  after  the  other  -  a  juggling  act  that  can  run  down  the  best  of  us. 
at  ,s  the  modern  business  traveler  to  do?  T-Mobile  HotSpot.  There  are  over  3,500  of  them  nationwide  and  each  offers  wireless 
and  Internet  service  for  your  Wi-Fi  enabled  laptop  or  PDA.  Check  e-mails,  download  files  and  send  out  important  presentations,  all 
le  road  that  you  call  home.  It's  Wi-Fi  in  its  most  reliable  and  secure  form,  and  it's  here  to  help  you  make  it  out  there.  For  more 
Jtion,  log  on  to  www.t-mobile.com/hotspot. 


I  at  over  3,500  locations  including: 


BORDERS^        AmericanAirlines         <r  u  n  i  t  e  d 

BOOKS  MUSIC  MOVIES  CAFE  ©  AdnuTals  Oub  Red  Carpet  Club" 


Crown  Room  Club' 


ADelta 


Mobile 
HotSp 


kinko's 


regiaered  trademarl.  of  Deutsche  Telekom  AG.  The  HotSpot  logos  are  service  marks  of  T-Mobile,  USA,  Inc.  '92003  ?  Mobiip  USA  inc  Aii  othr^r  m?rk.  a-.:, 
required  for  adrmrltance  into  airline  clubs.  '  '     "  '^"'-  ■ 


Mil 


properties  of  their  respective  ownerr,. 


LARGEST    PRIVATE    COMPANIES 


JF  Shea 

Run  by  a  third-generation  member 
of  the  Shea  family,  this  $2  billion 
(revenue)  firm  not  only  builds  private 
homes  but  also  undertakes  heavy- 
engineering  projects  such  as  tunnels, 
dams  and  subways.  JF  Shea  finished 
the  Hoover  Dam  in  1935  and  the 
Golden  Gate  Bridge  in  1937. 


.-'.  ti 


% 


RANK        COMPANY 
1   I  02     BUSINESS 


CHIEF  EXECUTIVE 


46     SAMMONS  ENTERPRISES 

Insurance,  industrial  equip  sales,  bottled  water 


Robert  W  Korba 


129    HUNT  CONSOLIDATED/HUNT  OIL  Ray  L  Hunt 

oil  &  gas;  Hyatt  hotels:  electric  power 

122    HOUCHENS  INDUSTRIES  JimmieGipson 

supermarkets  &  convenience  stores;  cigarettes 


.02  DEMOULAS  SUPER  MARKETS 

DeMoulas  &  Market  Basket  stores  in  MA  &  NH 


Jullen  Lacourse 


114    LEPRINO  FOODS 

processes  mozzarella  cheese 


James  Leprino 


100    SHEETZ 

convenience  stores  in  PA,  MD.  OH,  VA  &  WV 


Stanton  R  Sheetz 


NORTEKH:!^       :;> 

home  bidg  prods,  HVAC  equip,  windows  S,  doors 


Richard  L  Bready 


120    BROOKSHIRECr-    r-v 

Brookshire  &  Super  1  supu  i,,-irkfc  s 


Bruce  Brookshire 


115    SOFTWARE  HOUSE  INTL 

(ills  orders  for  computer  hardware  &  softWa:i 

SEE  FOOTNOTES  ON  PAGE  212 
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!.  JD  Koguan^" 


HEADQUARTERS 


Dallas,  TX 


Dallas,  TX 


Bowling  Green,  KY 


Tewksbury,  MA 


Denver,  CO 


Altoona,  PA 


Providence,  Rl 


Tyler,  TX 


Somerset,  NJ 


^!«0' .  -  ■->: 


REVENUES 
2002  CHANGE 

(SMIL)  (%)  EMPLOYEE 


96 

87 

JELD-WEN  HOLDING 

mfrs  &  sells  windows,  doors,  bIdg  materials;  resorts 

Roderick  Wendt 

Klamath  Falls,  OR 

97 
9B 

90 

KB  TOYS 

retails  toys  in  malls  &  online 

Michael  L  Glazer 

Pittsfield,  MA 

91 

KINKO'S 

self-service  copying,  custom  printing,  business  svcs 

Gary  Kusin 

Dallas,  TX 

99 

152 

SCHREIBER  FOODS 

processes  &  packages  cheese;  frozen  entrees 

Larry  P  Ferguson 

Green  Bay,  Wl 

100 

96 

CH2M  HILL  COS 

builds  &  operates  water,  environ  &  transport  projs 

Ralph  R  Peterson 

Englewood,  CO 

101 

94 

JF  SHEA 

home  builder  &  general  contractor 

John  F  Shea 

Walnut,  CA 

MjW 

■ 

QUINTILES  TRANSNATIONAL 

medical  research  &  marketing  services 

Dennis  Gillings 

Durham,  NC 

86 

TISHMAN  REALTY  &  CONSTRUCTION 

construction;  building  management 

John  Tishman 

New  York,  NY 

2.000e 


2,000e 


2,000e 


2.000e 


1,999 


1,994 


1,992 


l,980e 


1,950^ 


l,930e 


1,913== 


1.900e 


l.OOOe 


l,900e 


1,888 


l,884e 


1,875 


a 


24,000 


20,01 


1 


33.3 


4,200. 


3.0 


1.3 


5.7 


15,548 


-4.8 


900 


2.6 


3,200 


4.3 


10.8 


5.6 


3,3 


23.7 


9,0 


6,3 


9,7 


8.3 


12,0 


4.2 


1,0 


87 


FOR  MORE  INFORMATION,  GO  TO  WWW.F0RBES.COM/PfllW  i  ^ 


MONEY     MANAGEMENT     IS     WHAT     WE      DO.* 


Ifc^ 


Although    we   also    specialize    in    seven    figure    hand-me-downs. 

e  of  mind  comes  from  knowing  your  family  will  be  taken  care  of  long  after  you're  gone.  That's  where 
erger  German  can  help.  We  provide  a  wide  range  of  wealth  management  services  designed  to  protect  and 
nee  your  hard  earned  money:  everything  from  asset  allocation  and  tax  services,  to  financial  and  estate 
ling.  What's  more,  we're  small  enough  to  provide  customized  service  and  personal  attention,  yet  big 
gh*  to  offer  a  broad  range  of  investment  products,  including  alternative  investments.  To  learn  more,  call 
877.232/1859  or  visit  nb.com.  After  all,  wouldn't  it  be  nice  to  pass  along  more  than  just  your  name? 


NEUBERGER    BERMAN 


MONEY     MANAGEMENT     IS     WHAT     WE     DOI 


3r  BSrman,  LLC.  Member  NYSE/NASD/SIPC.  'Over  $63  Billion  in  assets  under  management  (6/30/03)    Minimu 
)ur  offices  nationwide,  visit  nb.com,  ©2003.  All  rigtits  reserved.  6/03 


m  Investment  $500,000.  For  more  information,  including 


L ARG  EST    PRIVATE    COMPANIES 


SC  Johnson  &  Son 

In  1886  Samuel  Curtis  Johnson  sold  parquet 
flooring;  he  soon  developed  a  paste  wax  to 
protect  the  wood.  This  $5.4  billion-sales 
company  now  makes  a  range  of  household 
cleansers,  pest-control  and  personal-care 
items.  The  Johnson  family  also  has  a  66% 
stake  in  JohnsonDiversey,  a  manufacturer  of 
industrial  cleansers,  spun  off  in  1999. 


I  COMPANY 
BUSINESS 


CHIEF  EXECUTIVE 


71     WHITING-TURNER  CONTRACTING        Willard  Hackerman 

construct  mgr,  general  contractor,  design/build 


HEADQUARTERS 


Bammore,  1 


98     TRAVELCENTERS  OF  AMERICA 

full-service  truck  stops 


Edwin  P  Kuhn 


Westlake,  OH 


121    FOLLETT  Christopher  D  Traut 

college  bookstores;  wholesales  educ  prods  &  svcs 


126    AECOM  TECHNOLOGY 

engineering,  design,  project  mgmt 


Richard  Newman 


River  Grove,  IL 


Los  Angeles,  CA 


109    DR PEPPER/7  UP  BOTTLING  GROUP     JimTurner 

bottles  soft  drinks 


Dallas,  TX 


tliii  111    HUNT  CONSTRUCTION  GROUP 

genl  contractor,  construction  mgmt,  design/build 

79     DREAMWORKS  SKG 

produces  motion  pictures 

130    QUAD/GRAPHICS 

prints  catalogs,  magazines,  inserts,  direct  mail 


Robert  G  Hunt 


Indianapolis,  IN 


Jeffrey  Katzenberg^^ 


Glendale,  CA 


Thomas  A  QuadraccI 


Sussex,  Wl 


104    SCOULAR 

trades  &  stores  grain,  feed,  food  ingredients 


Randal  L  Linville 


Omaha,  NE 


125    RICH  PRODUCTS 

food  &  drink  prods  for  bakeries  &  food-svc  ind 


Robert  E  Rich  Jr 


Buffalo,  NY 


117    E&J  GALLO  WI?^Es:Y 

generic  &  premium  wines  &  wine  drinks 

160    WALSH  GROUP 

genl  contractor,  construction  ;;i:- 

137    PURITY  WHOLESALE  i 

distribs  groceries,  health  &  beauty  I'u 

106    CARLSON  COS 

restaurants;  hotels;  cruises,  trav  agencies; . 

127  CROWN  CENTRAL  PETROLEUM 

petroleum  refiner  &  marketer 


Ernest  Gallo 


Modesto,  CA 


!\flatthew  M  Walsh 


Chicago.  IL 


Calvatore  RicclardI 


Boca  Raton,  FL 


.  Owsley 


Baltimore,  MD 


173    DEBRUCE  GRAIN 

grain  elevator;,  wrchandises  grain  i   -  • 'i;.er 


Kansas  City,  MO 


REVENUES 
2002  CHANGE 

(SMIL)  (%)  EMPLOYEES 


1.874 


118    HENSEL  PHELPS  CONSTRUCTION        Jerry  L  Morgensen  Greeley,  CO 

commercial  &  industrial  construction 


:;arlson  Nelson        Minnetonka,  MN 


1,872 


1,870 


1,851 


1.850^ 


l,820e 


1,820 


1,813 


1,800 


1.800 


1,784=» 


l,780ei 


1.754 


1,750 


l,745e 


l,737e 


1.729 


2,5G 


lO.OG 


10,000 


17,100 


8,800 


1,000, 


1,600^11 


5.9 


11,01 


4.8 


4.0 


4,6C 


21.6 


3,6S 


9.4 


45 


-74 


41,40 


2.2 


2,60 


25.5 


42 
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FOR  MORE  INFORMATION,  GO  TO  WWW.F0RBES.COM/PRIVAU  , 


I 


Traction 


Articulation  Ground  Ciearance        Maneuverability  Water  Fording 


THE  JEER  TRAIL  RATED™  SYSTEM.  Yeah,  we're  tough  on  our  4x4s.  We  put  them  through 
a  series  of  rigorous  tests  under  grueling  conditions  with  unreasonably  high  expectations. 
The  result?  A  TRAIL  RATED  badge  that  shows  every  Jeep  4x4  is  capable     ONLY  IN  A 
of  getting  you  safely  through  some  of  the  most  extreme  situations.  To 
learn  all  about  the  incredibly  capable  TRAIL  RATED  Jeep  4x4s  and  their 
impressive  7-year/  70,000-mile  Powertrain  Limited  Warranty;  please  visit  us 
at  jeep.com/trailrated  IF  IT'S  NOT  TRAIL  RATED,  IT'S  NOT  A  JEEP  4x4. 


Jeep 


iiiiiir 

JEEP.COM 


Jeep  and  Trail  Rated  are  trademarks  of  DaimlerChrysler  Corporation. 

'See  dealer  for  a  copy  of  this  limited  warranty.  Transferable  to  second  owner  with  fee.  A  deductible  applies. 


L  A  R  G  EST    PR  I  V  A  T  E    COMPANIES 


Purdue  Pharma 

Started  in  1892  by  Dr.  John  Purdue  Gray 
and  George  Frederick  Bingham,  it  was  a  tiny 
company  when  purchased  by  its  present 
owners  in  the  early  1950s.  Today  Purdue 
Pharma  is  best  known  for  its  controversial 
painkiller,  OxyContin.  The  company  also 
sells  remedies  such  as  Senokot  laxatives 
and  Betadine  antibiotics. 


aOmg 


■EI. 


RANK      I  COMPANY 
03  I  '02  I  BUSINESS 


MUSICLAND  GROUP 

retails  music  &  entertainment  software 


CHIEF  EXECUTIVE 


Eric  Weisman 


HEADQUARTERS 


105    UNIGROUP 

United  Van  Lines  &  Mayflower  Transit  movers 


Gerald  P  Stadler 


Fenton,  MO 


141    ASPLUNDH  TREE  EXPERT 

vegetation  management  &  utility-related  svcs 


Christopher  B  Asplundh       Willow  Grove,  PA 


116    VENTURE  INDUSTRIES 

manufactures  plastic  auto  components 


Larry  Winget 


Fraser,  Ml 


103    VERTIS 

advertising  &  marketing 


Donald  E  Roland 


Baltimore,  MD 


146    DUNN  INDUSTRIES 

geni  contractor;  construction  &  program  mgmt 


Terrence  P  Dunn 


Kansas  City,  MO 


138    SAVE  MART  SUPERMARKETS  Robert  PiccininI 

Save  Mart  &,  Food  Maxx  supermarkets  in  California 


Modesto,  CA 


139    GENERAL  PARTS 

Carquest  auto  parts  stores:  distributes  auto  parts 


0  Temple  Sloan  Jr 


Raleigh,  NC 


136    GLAZER'S  WHOLESALE  DRUG 

distributes  wine,  spirits,  beer  &,  other  beverages 

176    BASHAS' 

Bashas'  &  other  supermarkets  in  Arizona 


Bennett  J  Glazer 


Dallas,  TX 


Edward  N  Basha  Jr 


Chandler,  AZ 


163    BOSE 

audio  systems:  noise-reduction  headsei.9 


Amar  G  Bose 


Framingham,  MA 


135    CENTRAL  NATIONAL-GOTTESMAr*!       Kenneth  L  Wallach 
distributes  pulp  &  paper 


Purchase,  NY 


•■•u^  •m^aa-tti^unt  m 


REVENUES 
2002  CHANGE 

(SMIL)  (%)         EMPLOYEES! 


1,708 


1,678 


1.676e 


1,675 


1,655 


1,651 


l,615e 


-l,600e 


1,600 


1,600 


78 


-6.9 


-9.5 


8.0 


3.4 


5.7 


0.9 


17.7 


s     14.3 


-1.7 


10,000' 


132 

133 

GOLDEN  STATE  FOODS 

processes  &  distributes  food  to  the  food-svc  industry 

Mark  S  Wetterau 

Irvine,  CA 

1,700 

2.5 

2,0001 

133 

168 

AG  SPANOS  COS 

commercial  &  residential  construction;  real  estate 

Alexander  G  Spanos 

Stockton,  CA 

1,700^ 

1     21.4 

600 

134 

85 

STRUCTURE  TONE 

general  contractor;  construction  manager 

Anthony  Carvette 

New  York,  NY 

l,700e 

j:    -19.0 

1,500 

135 

144 

WINCO  FOODS 

WinCo  Food  Stores 

William  D  Long 

Boise,  ID 

1,700 

r  10.4 

7,100 

136 

97 

ZACHRY  CONSTRUCTION 

genI  contractor  for  power  plants  &  other  facilities 

HB  Zachry  Jr 

San  Antonio,  TX 

l,700e 

1  -12.0 

14,000 

27,978 


10,700j 


8,60( 


3,00< 


740d! 


14,000 


4,000, 


12,50(1 
750 


851 


SEf  FOOTNOTES  ON  PAGE  212 
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FOR  MORE  INFORMATION.  GO  TO  WWW.F0RBES.COM/PWV 


LARGEST    PRIVATE    COlVIPANIES 


Gordon  Food  Service 

In  1897  Dutch  immigrant  Isaac  van 
Westenbrugge  began  delivering  butter 
and  eggs  in  Grand  Rapids,  Mich. 
Today  his  descendants  run  one  of  the 
largest  privately  held  food  distributors  in 
North  America.  Each  year  Gordon 
sends  out  200,000  trucks  carrying 
100  million  cases  of  food  and  supplies. 


RANK      I  COMPANY 
'03  I  02  I  BUSINESS 


164    DELAWARE  NORTH  COS 

park  svcs  &  sports  concessions 


Jeremy  M  Jacobs 


REVENUES 
2002       I   CHANGE 

(SMIL)       I       (%) 


1.600 


EMPLOYEES 


28,000 


166 

MARY  KAY 

direct  sales  of  cosmetics  &  personal-care  prods 

Richard  Rogers 

Dallas,  TX 

123 

NATIONAL  DISTRIBUTING 

distributes  alcoholic  &  nonalcoholic  beverages 

Jay  M  Davis 

Atlanta,  GA 

143 

DRESSER 

energy-related  equip;  svcs  to  energy  companies 

Patrick  M  Murray 

Addison,  TX 

145 

Dl  GIORGIO 

wholesales  White  Rose  &  national-brand  foods 

Richard  B  Neff 

Carteret,  NJ 

142 

SWINERTON 

construction 

James  R  Gillette 

San  Francisco,  CA 

132 

PURDUE  PHARMA 

prescription  &  over-the-counter  drugs 

Michael  Friedman 

Stamford,  CT 

151 

PARSONS 

international  engineering  &.  construction  svcs 

James  F  McNulty 

Pasadena,  CA 

140 

BUILDERS  FIRSTSOURCE 

makes  &  distributes  building  materials 

Floyd  F  Sherman 

Dallas,  TX 

148 

FRANK  CONSOLIDATED  ENTRPS 

auto  fleet  leasing  &  management 

James  S  Frank 

Des  Plaines,  IL 

,  149 

5-'   „ 

GROCERS  SUPPLY 

distribs  food  to  conven  stores  &  supermkts 

Milton  Levit 

Houston,  TX 

^      K 

MCWANE 

cast-iron  pipe,  valves,  fittings;  water-treat  equip 

Ruffner  Page 

Birmingham,  AL 

16/ 

designs  &.  makes  transportation  equip 

Timothy  Leuliette 

Plymouth,  Ml 

R 

COLCHHAL  GaOUP 

whol'^sales.  markais,  stores  &.  retails  petroleum 

Robert  H  Demere  Jr 

Savannah,  GA 

179 

LIFE  omi:  r^mrms  of  america 

nursing,  assisied  &  inricpenrieni  living  centers 

Forrest  L  Preston 

Cleveland,  TN 

194 

MEDLINE  IN?>US7M;S 
medical-surgical,  wounr!  .-k::  I'rrjds  &,  textiles 

Charles  S  Mills 

Mundelein,  IL 

178 

lanoga 

lumber  &  building  niaimlals  store!:  in  18  stales 

Paul  Hylbert 

Redmond,  WA 

SEE  FOOTNOTES  ON  PAGE  212 
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1,600 


l,600e 


1,5952 


1,560 


1.560 


l,551e 


1,534 


1,533 


1,500^ 


1,500 


1,500c 


1,500^ 


1,480c 


•1,460 


1.454 


1.453 


FOR  MORE  INFORMATION,  GO  TO  WWW.F0RBES.COM/PB 


1    14.3 

3,600 

-72 

2,500. 

3.2 

7,500 

1.4 

1,288 

0.7 

1,200' 

;         -6.6 

5,000 

2.3 

9,800 

-1.8 

6,500 

0 

550 

0 

2,500 

NA 

5,570 1 

I 

7.1 

7250 

<a 

90( 

I       9.0 

30,0( 

1;      16.2 

3,7] 

8.1 

70( 

What  if  w 

as  one  giant  farm  field? 


A  A 


"*:• 


-'^ 


«•  'W' 


X 


H 


In  tomorrow's  global  food  economy,  every  crop  will  grow  where  it  grows  best. 
And  ADM  can  link  farmers  to  almost  any  market  in  tlie  world, 
itural  way  to  improve  agricultural  efficiency,  make  food  more  affordable,  and  feed  a  hungry  world. 

Nature  has  answers.  Is  anyone  listening? 
Yes. 


ADM 

THE  NATURE  OF  WHAT'S  TO  COME" 


LARGEST    PR  I  V  A  T  E    COMPANIES 


Andersen 

Founded  in  1903  by  a  Danish  immigrant 
as  a  lumber  company  and  still  family 
held,  this  Bayport,  Minn.-based  firm 
found  a  niche  making  window  frames. 
In  1932  it  began  constructing  complete 
window  systems  and  now  builds 
5  million  windows  and  doors  a  year. 


RANK        COMPANY 
03   I  '02     BUSINESS 


159    FLINT  INK 

manufactures  printing  ink  &.  coatings 


CHIEF  EXECUTIVE 


HEADQUARTERS 


156    TOWERS  PERRIN  MarkVMactas 

human  resources,  administration  &  consulting  svcs 


Stamford,  CT 


150    MARITZ  Steve  Maritz 

travel,  performance  improvement;  educ  &  mktg  svcs 


Fenton,  MO 


170    METROMEDIA  JohnWKIuge 

steak  houses  &  other  restaurants;  outdoor  ads 


East  Rutherford,  NJ 


188    FOSTER  FARMS  Ron  Foster 

processes  chicken,  turkey  &,  deli  meats;  feed  mills 


Livingston,  CA 


184    NATIONAL  GYPSUM 

makes  gypsum  wallboard 


Thomas  C  Nelson 


Charlotte,  NC 


171    ABC  SUPPLY 

distributes  roofing,  siding,  insulation  &  windows 


Kenneth  A  Hendricks 


Beloit,  Wl 


181    DISCOUNT  TIRE 

operates  tire  stores  in  13  states 


Gary  T  Van  Brunt 


Scottsdale,  AZ 


175    AMSTED  INDUSTRIES 

railroad  &  industrial  equip;  building  materials 


W  Robert  Reum 


Chicago,  IL 


■      REINHART  FOODSERVICE 

broadllne  food-service  distributor 


Mark  Drazkowski 


La  Crosse,  Wl 


x47    DOT  FOODS 

food  distributor 


Patrick  F  Tracy 


Mount  Sterling,  IL 


'0    ASHLEY  FURNITURE  INDUSTRIES        ToddWanek 

makes  &  distributes  furniture 


Arcadia,  Wl 


1<>    -r  SCO  INDUSTRIES  James  T  Stephens 

subscription  svcs:  databases;  printing;  fishing  prods 


Birmingham,  AL 


165    HEiCOCOS 

industrial  maciiinery,  heavy  equipment 


Michael  E  Heisley  Sr 


Chicago,  IL 


KINGSTON  TECHNOLOGY 
computer  memory  &  upgrade  (Mockjuts 


John  Tu 


Fountain  Valley,  CA 


153    SOUTHWIR*^ 

licavy  wire  &  cable;  copper  &  alumtDLTt  rods 


Stuart  Thorn 


Carrollton,  GA 


158    ERGON 

refines  petroleum;  computer  equip;  tnickin^ 

SEE  FOOTNOTES  ON  PAGE  212 
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Loslifj  B  Lampton  Sr 


Jackson,  MS 


1,450^^ 


REVENUES 
2002  CHANGE 

(SMIL)  (%)         EMPLOYEES' 


4.€ 


1,441 

-1.9 

S.OOCP 

1,440 

-4.0 

5,70Q 

1 

l,43Se 

2.7 

2793() 

1,434 

l,430e 

1,425 

13.0 

11,000 

1 

10.0 

2,7O0i 

3.1 

3.711 

1,417 
l,415e 

73 

8,^ 

-2.4 

9,IM 

l,411e 
1,410 

10.1 

2.o| 

13.6 

2,ol 

l,400e 

1.400 

1.400^ 

273 

8,oA 

1.4 

4.5I 

0 

9,al 

1,400 

^    55.6 

i,M 

1,4002 

-6.7 

s.s 

1.380e 

-5.5 

2,al 

FOR  MORE  INFORMATION.  GO  TO  WWW.FORBES.COM/1 


1 


DO  YOU  HA7 


AN  ESTATE  PLAN 


pfe 


•' ■  jm 


-»^Jt 


NO  LONGER  LEAD? 


2W^ 


1    ^ 


ir      111 


m  I 


|THINK  ABOUT  HOW  MUCH  YOUR  LIFmSHpNGED  OVER  THE  PAST  FEW  YEARS 
I  HAS  YOUR  ESTAtWlAN  KEPT  UP? 


M 


l^iiTiey  Financial  ConsuJlante  know  that  an  estate  plan  is  really  a  plan  for  life.  That's  why  we  challenge  you. 
stion  you.  Get  U)  know  you.  Because  your  estate  plan  needs  to: 
eflect  every  stage  of  your  life,  from  marriage,  children  and  health  to  second  homes  and  second  careers. 

e  managed  proactively  so  that  you're  prepared  for  a  wide  range  of  needs,  from  asset  protection  to  wealth 
'ansfer,  from  tax  laws  to  charitable  giving. 

e  flexible  and  as  individual  as  you  are. 


)ur  estate  plan  isn't  evolving  with  your  life,  it's  time  to  make  a  change. 
i  the  first  important  step  today. 

LL  1-800-EARNS-IT,  EXT.  3127  FOR  YOUR  FREE  COPY  OF 
iRSPECTIVES  IN  ESTATE  PLANNING." 


I\'rspeclives 
in  Estate 


svirniBv^' 


THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT." 

Smith  Barney^ 

citigroupj 


LARGEST  PRIVAT  E  COMPANIES 


HE  Butt  Grocery 

Chief  Executive  Charles  C.  Butt's 
grandmother  Florence  Butt  didn't 
invent  the  modern  supermarket,  but 
this  98-year-old  firm  was  one  of  the 
pioneers  in  the  business.  It  now 
operates  304  supermarkets  in  Texas 
and  northern  Mexico. 


RANK     I  COMPANY 
■^   I  02     BUSINESS 


CHIEF  EXECUTIVE 


HEADQUARTERS 


181 

227 

BASS  PRO 

sporting  goods  stores 

James  Hagale 

Springfield,  MO 

182 

177 

PARSONS  BRINCKERHOFF 

engineering  &  construction  management 

Thomas  J  O'Neill 

New  York,  NY 

183 

■ 

F  DOHMEN 

distributes  pharmaceuticals;  pharmacy  benefit  svcs 

John  F  Dohmen 

Germantown,  Wl 

184 

186 

G-i  HOLDINGS 

makes  roofing  &  other  building  materials 

William  W  Collins 

Wayne,  NJ 

185 
188 

183 

DAY  &  ZIMMERMANN 

engineering,  construction  &  maintenance  svcs 

Harold  LYoh  III 

Philadelphia,  PA 

193 

BARTON  MALOW 

builds  corporate,  industrial  &  public  facilities 

Ben  Maibach  III 

Southfleld,  Ml 

REVENUES 
2002           CHANGE 
(SMIL)             (%) 

EMPLOYEES: 

l,370e 

a: 

11,400 

206    BATTELLE  MEMORIAL  INSTITUTE        CarlFKohrt 

technology  development  &  commercialization 


228  LOVE'S  TRAVEL  STOPS 

travel  centers,  convenience  stores 

■      VANGUARD  HEALTH  SYSTEMS 

acute  care  hospitals  &  other  facilities 


Tom  Love 


Charles  N  Martin  Jr 


204    BENE  KEITH 

distributes  food  &  Anheuser-Busch  beer 


Robert  Hallam 


182    SIERRA  PACIFIC  INDUSTRIES 

lumber  &  millwork  products;  windows 


124    HAWORTH 

office  furniture  &  seating 


190    ROOMS  TO  no 

furniture  stores 

110    VARTEC  TEI.EC0I.1 

data,  local  &.  long  i]i,;iance  telecom  svcs 


SEE  FOOTNOTES  ON  PAGE  212 
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199    WL  GORE  &  ASSOCIATES 

fabrics;  electronics;  industrial  &  medical  prods 


^00    SKAPOEN.ARPS 

law  firm 

■      ARDENT  HEALTHCARE  SERVICES         David  T  Vandewater 
owns  &  operates  hospitals 


rontaet  us  at  1-800-PORSO€  Of  [ 


£:COsr©2gg3PogcjieCajg.  North  Amenca.  Inc.  Porsche  recommends  seat  pell  usage  and  observance  of  all  traffic  laws 


at  all  times  Specitications  for  comparison  only. 


^^-^ 


Do  you  really  need  450  hp  to  pick  up  diapers? 
You  ever  run  out  of  diapers? 

The  Qwikie  Mart  doesn't  get  any  quickier.  Cayenne  Turbo.  Seamless  acceleration  through  all  six 
gears.  0  to  60  in  5.2  seconds.  The  stability  of  Porsche  Traction  Management  and  Active  Suspension. 
An  SUV,  but  decidedly  a  Porsche  when  you  need  one  most.  Porsche.  There  is  no  substitute. 

The  Cayenne  Turbo 


!  I 


LARGEST     PRIVATE    COMPANIES 


New  Balance  Athletic  Shoe 

Other  athletic  shoes  may  be  fashion  items  as 

much  as  athletic  shoes,  but  this 

Boston  outfit  dates  back  to  1906 

when  William  Riley,  a  33-year-old 

English  immigrant,  started  an 

arch-support  footwear  business.  In 

1961  New  Balance  made  the  first 

running  shoe  with  ribbed  rubber  soles,  and  it  still  caters  to 

runners.  Chief  Executive  James  Davis  bought  the  firm  in  1972. 


RANK        COMPANY 
'03   I  02     BUSINESS 


CHIEF  EXECUTIVE 


HEADQUARTERS 


REVENUES 
2002  CHANGE 

(SMIL)  (%) 


employee: 


19U 

i@7:   SWEETHEART  HOLDINGS 

paper  &  plastic  utensils  &  containers 

Dennis  Mehiel 

-  GWihgs  MiHS.  M&  "^  '*'  * ' 

l,286e 

7,499 

199 

191    DOMINO'S  PIZZA 

pizza  delivery  &  carryout 

David  A  Brandon 

Ann  Arbor,  Ml 

1,275 

1.4 

13,800 

200 

197    TAYLOR 

printing,  stationery;  direct-mail  mktg;  elec  equip 

Brad  Schreier 

North  Mankato,  MN 

1,2696 

■  '' 

14,350 

198    BARNES  &  NOBLE  COLLEGE  BKSTRS    Leonard  Riggio 
college  &.  online  bookstores 


201    ROONEY  BROTHERS  LFRooneyl 

construction;  electronics;  real  estate;  bidg  materials 


CABELA'S 

sporting  goods  stores 


Dennis  N  HIghby 


HOLIDAY  COS 

gas  &  convenience  stores;  sporting  goods  stores 


Ronald  A  Erickson 


174    BORDEN  CHEMICAL 

industrial  chems  &  resins,  UV  curable  coatings 

■      SUNBELT  BEVERAGE 

wholesales  wine  &  spirits 


Craig  0  Morrison 


Charles  Merinoff 


217    JMHUBER  Peter  T  Francis 

engineered  wood,  specialty  chems;  oil  &  gas;  timber 


205    WILBUR-ELLIS  Herbert  B  Tully 

distributes  agrichems,  fertilizers  &  industrial  chems 


215    TIC  HOLDINGS 

builds  power,  petrochem  plants  &  other  facilities 


Ron  W  McKenzie 


180    asn  CAMERA  CENTERS 

stores;  boat  stores 


Da.  d  Ritz 


'icatjonaJmateiuls 


cki 


216    BAi  .?in .' 

distriJjiiiL's  !■■  ■  ■;  ,1, iniMt/.iiiment media 


Willis 


223    COLUMV 

marVets  mut 


.e..tertainment  prods 


iTS 


■      ESSELTE 

filing,  labeling,  wuilspwi.  Aoftjcu  supplies 


i 


s  Nicolin 


SEE  FOOTNOTES  ON  PAGE  212 
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Basking  Ridge,  NJ 


Tulsa,  OK 


Sidney,  NE 


Bloomington,  MN 


Columbus,  OH 


New  York,  NY 


Edison,  N  J 


San  Francisco,  CA 


Steamboat  Springs,  CO 


BeltsvJile,  MD 


Boston,  MA 


Charlotte,  NC 


New  York,  NY 


Stamford,  CT 


l,264e 


1,262^ 


l,250e 


1.250^ 


1,248 


l,240e 


1.231 


1,221 


1,219c 


1,2111 


-  1,203 


l,200e 


1,200 


9.1 


15.5 


9,700 


2,4001 


If 


6,000 


2,600 


2,000 


^ 


2. 


10, 


3. 


2,1 


4,1 


6,i 


FOR  MORE  INFORMATION,  GO  TO  WWW.FORBES.COM/P 


/ 


■«  • 


^   • 


At  Senesco,  we  are  working  to  better  your  future.  From  possible 
treatments  for  cancer  and  glaucoma  to  extending  the  shelf  life  of 
tomatoes,  we  are  developing  solutions  that  promise  great  things  - 
with  a  powerful  and  novel  approach  to  regulating  cell  death  in  humans 
and  plants.  One  way  or  another,  our  technology  could  improve  your 
life.  To  see  what  we're  working  on  now,  visit  www.senesco.com. 


George  Sf.,  Suite  420   New  Brunswick,  New  Jersey  08901 
phone  732.296.8400   Fax:  732.296.9292   info@senesco<com  Ticker:  SNT 


^^'K"^:^  :  '-'?'•  '2s.'    -        ■^A''--^^jif^J^'^-''''A' 


L  A  R  G  E  S  f-^  R  I YATT    COM  P  A  N  I  E  S 


Gilbane 

Still  controlled  by  the  fourth 
generation  of  the  Gilbane 
family,  which  founded  this 
heavy-construction  company 
in  1873,  the  firm  has  built 
such  famous  structures  as  the 
Naval  Station  in  Newport,  R.I. 
and  the  National  Air  &  Space 
Museum  in  Washington,  D.C. 


RANK        COMPANY 
3   I  02     BUSINESS 


■  LUCASFILM  George  Lucas 

film  and  TV  production;  digital  effects,  sound  editing 

■  ROSEN'S  DIVERSIFIED  Thomas  J  Rosen 

meat  processing;  distributes  food  &  agrlchemlcals 

■  TRUMAN  ARNOLD  COS 

petroleum  wholesaler;  aviation  services 

169    VOUGHT  AIRCRAFT  INDUSTRIES  Tom  RIsley 

aerospace  subassemblies 


207    BIG  Y  FOODS 

supermarkets  In  Connecticut  &  Massachusetts 


161    HORIZON  NAV 

coal  mines;  mining  eqcii; 

154    YOUNG'S  MARKET 

distributes  wine  &  spirits 

■      RED  APPLE  GROUP 

refines  oil;  convenience  stores;  real  estate 

SEE  FOOTNOTES  ON  PAGE  212 
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203    SEALY  David  Mcllquham 

manufactures  &  markets  mattresses  &  foundations 


212    FHC  HEALTH  SYSTEMS  Ronald  I  Dozoretz 

health  care  svcs;  pharmacy  benefits  management 


226    SHAMROCK  FOODS 

distributes  food;  processes  dairy  products 

211    SAS  INSTITUTE 

data  warehousing  &  data  mining  software  &  svcs 

210    CONAIR 

hair  dryers  &  appliances;  personal-care  prods 

209    MICHAEL  FOODS 

produces  liquefied  eggs  &  refrigerated  foods 

■  US  OIL  Thomas  A  Schmidt 
^    distribs  oil  &  automotive  parts;  convenience  stores 

249  HOBBY  LOBBY  STORCS 

hobby  &  craft  stufi^r. 

■  NATIONAL 

distribs  pipes. , 


FOR  IV10RE  INFORMATION,  GO  TO  WWW.FOHBES.COM/PRIVATl 


lA/here  the  future 


Balance.  With  the  lowest  cost  of  living  of  any  metropolitan  area  in  th 
Southeast  and  68  miles  of  beautiful  coastline  boasting  innumerable  leisu 


activities,  Jacksonville  offers  both  a  dynamic  business  environment  and 


an  ideal  living  environment.  To  find  out  how  your  company  can  strike  th 


IS 


enviable    balance,    call    Jerry    Mallot   at    1.904.366.6680,    or   visit    us    at 
http://dynamic.expandinjax.com. 


JACKSONVILLE 


CORNERSTONE 

RiCIONAL   DEVELOPMENT  PARTNERSHIP 


LARGEST    PRIVATE    COMPANIES 


L.L.  Bean 


in  1912  Leon  Leonwood  Bean  began 
making  waterproof  outdoor  shoes. 
The  company  still  sells  Its  distinctive 
rubber-and-leather  Bean  Boots  in 
addition  to  the  16,000  other  apparel 
and  sporting  goods  items  it  offers 
through  catalogs,  the  Internet  and 
retail  outlets. 


RANK     I  COMPANY 
J   I  '02     BUSINESS 


233    BAKER  &  MCKENZIE 

law  firm 


CHIEF  EXECUTIVE 


Christine  Lagarde 


234    NORTH  PACIFIC  GROUP 

wholesales  building  materials,  wood  &  agri  prods 

239    SSA  MARINE" 

operates  marine  ports  &  rail  terminals 


Jay  Ross 


Jon  F  Hemingway 


214    GOODMAN  MANUFACTURING 

air  conditioners,  heating  &  ventilation  equipment 

236    ANDERSON  NEWS 

wholesales  periodicals  &.  books 


Chuck  Carroll 


Charles  Anderson  Jr 


GOULD  PAPER 

distributes  printing,  business  &  art  paper 

BURGER  KING 

owns  &  franchises  fast-food  restaurants 


Ij  224    DART  CONTAINER 
I  polystyrene  cups  &  other  food  containers 


Kenneth  B  Dart 


Harry  E  Gould  Jr 


Bradley  Blum 


243    CARPENTER 

makes  polyurethane  foam 

GOLDEN  RULE  FINANCIAL 

life  &  health  insurance 

BOAR'S  HEAD  PROVISIONS 

deli  meats  &  cheese 


Stanley  F  Pauley 


Therese  A  Rooney 


Robert  S  Martin 


225    DICK  CORP 

commercial  construction  contractor  &  manager 


David  E  Dick^^ 


222    KEY  SAFETY  SYSTEMS^^ 

automotive  safety  systems  c.  components 


B  Edward  Ewing 


■      MAINES  PAPER  &  fCODSERVICE  Chris  Mellon 

broadline  food-service  distributor 


■      NEW  BALANCE  ATK.ETJC  SHOE 

athletic  shoes  &.  apparel 


James  S  Davis 


255    PRIMUS  Richard  W  Schwartz 

distribs  plumbing.  HVAC,  elac  &wnier.vorks  equip 

■      DUNAVANT  ENTERPRISi  S~ 

cotton  merchant 


HEADQUARTERS 


Chicago,  IL 


Portland,  OR 


Seattle,  WA 


Houston,  TX 


Knoxville,  IN 


Mason,  Ml 


New  York.  NY 


Miami,  FL 


Richmond,  VA 


Lawrenceville,  IL 


Sarasota,  FL 


Pittsburgh,  PA 


Sterling  Heights,  Ml 


Conklin,  NY 


Boston,  MA 


Dayton,  OH 


William  B  Dunavant  Jr  Memphis,  TN 


SEE  FOOTNOTES  ON  PAGE  212 

208      FORBES-   November  24,  2003 


REVENUES 
2002  CHANGE 

(SMIL)  (%) 


1,134   I 


1,132 


l.lSle 


l,130e 


l,128e 


l,127e 


1,125 


l,120e 


1,114 


1,109 


l,100e 


1,100 


1,100 


l.lOOe 


l,100e 


1,100 


1.099 


67.9 


NA 


76 


19.8 


NA 


78 


12.6 


9.9 


177 


employees: 


8,284 


870 


10,000 


3,750 


7000 


4,950 


425 


32.000 


6,000 


1,099 


3,150 


3,500 


10.000 


1.700 


2,400 
3,1951 


2,000 


FOR  MORE  INFORMATION.  GO  TO  WWW.FORBES.COM/PRIVATE 


lO,   COMANDANT^    DEL'^TEMPO. 


^^'**- 


-*   / 


iVi-'  i 


«M^I 


\..' 


v-«» 


*|f*   Sw-4- 


m 


'ft"'-* 


LuMiNOR  Marina  44  mm 


D-WOUNO   MECHANICAL  MOVEMENT 


tl 


Naval  oivfNG 

COMMANDER 

DURAND   DE    LA   PENNE, 

WAS    DECORATED  WITH   THE 

Medaglia  d'oro  for  his  heroism.    V  ^ 

IN   ANY  GLORIOUS    UNDERTAKING,   THE:      ' 
PANERAI   watch    he  wore   ON    HIS  WRIST 
WAS  ALWAYS    HIS  TRUSTED   POINT  OF 
REFERENCE.    LEGENDS  ARE    NOT  BORN    BY  i 
CHANCE,   THEY  CARRY   HISTORY  WITH   THEM. 


'w.panerai.com 


PA  N IR  A I 


Where  ideas  come  to  life. 


:  lb}]  aee  t^v'^^-PANEre^l, 


LARGEST    PRIVATE    COMPANIES 


Delaware  North  Cos. 


Each  year  100  million  people 
visit  sports  arenas,  national 
parks  and  other  venues  in  which 
this  88-year-old  company,  still 
run  by  descendants  of  the  three 
founding  Jacobs  brothers,  sells 
hot  dogs,  beer  and  other 
concession  items. 


i-^^ ... 


k 


RANK        COMPANY 
■03  I  02     BUSINESS 


155    BE&K 

engineering,  construction  &  maintenance 


CHIEF  EXECUTIVE 


T  Michael  Goodrich 


HEADQUARTERS 


""^^SSSS^^^S 


218    MODERN  CONTINENTAL  COS 

heavy,  residential  &  commercial  construction 


Leiio  Marino 


Cambridge,  MA 


245    HERBALIFE  INTERNATIONAL  Michael  0  Johnson 

health  &  nutrition  supplements,  weight-control  prods 


Los  Angeles,  CA 


■      lASIS  HEALTHCARE 

owns  &  operates  hospitals 


David  R  White 


Franklin,  IN 


221    LLBEAN 

outdoor  sporting  goods  &  apparel 

202    GENMAR  HOLDINGS 

makes  motorized  recreational  boats 


Chris  McCormick 


Freeport,  ME 


Grant  Oppegaard 


Minneapolis,  MN 


■      INGRAM  ENTERTAINMENT  HLDGS       David  Ingram 

distribs  videos  &  videogames;  DVD  hardware 


La  Vergne,  TN 


237    DELCO  REMY  INTERNATIONAL 

automotive  starters,  alternators  &  transmissions 


Thomas  J  Snyder 


Anderson,  IN 


231    NOVEON 

makes  specialty  chems,  coatings  &  plastics 


Stephen  J  Demetriou 


Cleveland,  OH 


■      K-VA-T  FOOD  STORES  Steven  C  Smith 

Food  City  &  Super  Dollar  supermkts  in  KY,  TN,  VA 


Abingdon,  VA 


Richard  P  Johnson 


219    AMERICAN  TIRE  DISTRIBUTORS 

distribs  tires,  custom  wheels,  equip  &  supplies 

i^  182    AUSTIN  INDUSTRIES  Ronald  J  Gafford 

heavy,  commercial  &  indusMal  construct  &  mgmt 


Huntersville,  NC 


Dallas.  TX 


250    PfilNTPACK  Dennis  M  Love 
prcduces  wrappers,  bags  &  other  flexible  packaging 


Atlanta,  GA 


■      BELLCO  HEALTH 

distribuies  pharnsceuticaii:  &  medical  supplies 

252    BOSCOVS  . 

department  stores 


Neal  B  Goldstein 


North  Amityville,  NY 


Kenneth  S  Lakin^' 


Reading,  PA 


■      FIESTA  MART 

Fiesta  supermarkets  in  Texas 


Louis  Katopodis 


Houston,  TX 


■      MERIDIAN  AUTOMOTIVE  SYSTEMS      HH 'Ruddy)  Wacaser  Dearborn.  Ml 

manufactures  interior  &  lAterior  auto  modules 


SEE  FOOTNOTES  ON  PAGE  212 
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REVENUES  „ 

2002       I   CHANGE  1 

(SMIL)      I       {%)         EMPLOYEES 


1.098 


1,098 


1.094 


1.073e 


1.070 


-1.7 


73 


13.0 


-6.1 


1.063 


1.060 


1.056 


1.053 


1.050 


1,050 


1.050^ 


l.OSOe 


6.6 


-4.3 


-16.0 


3.7 


19.3 


4.0 


24.3 


75 


8,212 


4,168 


2.625 


8,200 


3,800 


l,070e 
1,070 

7.0 

6.000  , 

1 

1 

22.8 

980 

j 

1.069 
1.069 

6.1 

6,338 

0.6 

2,800 

9,300 


1,900 


6.000 


3.906 
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10,500 


7,500 


5,500 


FOR  MORE  INFORMATION,  GO  TO  WWW.roRBES.COM/PRIVAT( 


rANDANTE   DEL  TEMPO. 


<\ 


R  Marina  44mm  Titanium/steel 


INSFDE   THE 
FORM,   THE  CONTENT. 
As    INDESTRUCTIBLE  AS 
STEEL  OR  TITANIUM,   TIME   BECOMES 
SUBSTANCE  AND   DESIGN:   EACH    PANERAI 
WATCH    HAS  A   HEART  BEATING    IN   PERFECT 
TIME.   An   authentic  MECHANISM;   AUTOMATIC, 
C^SCO  CERTIFIED,   DESTINED  TO   LAST.   BECAUSE 

:.    It   IS  AN 
ESSENTIAL   REQUIREMENT.  ' 


'.panerai.com 


PAHslERAl 


Where  ideas  come  to  life. 


TJillFroh  1^ft77-DAKlcfc3Ai 


LARGEST    PRIVATE    COMPANIES 


Perdue  Farms 

Chief  Executive  James  A.  Perdue's 
grandfather  Arthur  started  this  well-known 
poultry  processor  in  1920.  The  firm  now 
has  15  plants  in  ten  states  and  processes 
2.5  billion  pounds  of  chicken  and  195 
million  pounds  of  turkey  every  year. 
Though  it  is  best  known  on  the  East  Coast, 
Perdue  poultry  is  sold  as  far  west  as 
Chicago  and  is  exported  abroad. 


RANK        COMPANY 
3   I  02     BUSINESS 


CHIEF  EXECUTIVE 


213    MAMORTENSON 

design/build,  contractor,  construction  mgr 


M  /  Mortenson  Jr 


247    YATES  COS 

commercial  construction 


William  G  Yates  Jr 


238    BOSTON  CONSULTING  GROUP 

consulting 


Hans-Paul  Burkner 


KLEIN  WHOLESALE  DISTRIBUTORS     Steven  Dressier 

wholesales  goods  to  convenience  stores 


ICON  HEALTH  &  FITNESS 

treadmills,  stationary  exercise  equipment 

BRASFIELD  &  GORRIE 

contractor,  construction  &  mgmt  svcs 


Scott  R  Watterson 


Miller  Gorrle 


256    CONNELL  LIMITED  PARTNERSHIP 

recycles  aluminum;  diemaking  tools 


Francis  A  Doyle 


■      HP  HOOD 

processes  milk,  juice,  cheese  &  desserts 


John  A  Kaneb 


LEVITZ  HOME  FURNISHINGS 

retails  home  furnishings 


Alan  Rosenberg 


■      OXFORD  AUT0MCT4VE 

automotive  panels,  suspension  systems  &  springs 

257    SWAGELOK 

valve   lube  fittings  &.  otlier  fluid-system  pans 


John  W  Potter 


William  R  Cosgrove 


HEADQUARTERS 


Minneapolis,  MN 


Philadelphia,  MS 


Boston,  MA 


Wilkes-Barre,  PA 


Logan,  UT 


Birmingham,  AL 


Boston,  MA 


Chelsea,  MA 


Woodbury,  NY 


Troy,  Ml 


Solon,  OH 


'***.. 


@ 


266 
267 
268 
269 
270 

liy 

DPR  CONSTRUCTION 

commercial  contractor  &  construction  manager 

Peter  Nosier 

Redwood  City,  CA 

■ 

WATKINS  ASSOCIATED  INDS 

trucking;  wholesales  seafood;  building  prods 

John  Watkins 

Atlanta,  GA 

246 

MENASHA 

packaging,  plastics,  promotional  graphics 

Harold  Smethills 

Neenah,  Wl 

■ 

PELLA 

windows,  sliding  doors,  entry  doors 

Melvin  R  Haught 

Pella,  lA 

242 

MCCARTHY  BUILDING  COS 

general  contractor;  construction  manager 

Mic'jaelDBolen 

St  Louis,  MO 

REVENUES 
2002  CHANGE 

(SMIL)  (%) 


1,049^     I 


1,038 


1,025 


1,011 


1,000 


l.OOOe 


1.000 


1.000' 


1.000' 


EMPLOYEES  I 


2,132 


9,000 


5,360 


1.025e 

5.9 

6,945 

1,024 

-1.2 

2,000 

1,024 

-9.2 

1.800 

1.022e 

0.6 

4,100 

1.020e 

1     '^'^ 

4,250 

l,015e 

6.3 

500 

1.012 

12.9 

4,500 

2,088 


1,700 


1,700 


30| 


■  Not  on  last  year  s  I's'  NA.  Not  appll  -hie.  e:  Forbes  est.mBto.    Pro  ic  ma.  ^Company  provided  estimate.   'Woi  Idwide  figures.  ■'Excludes  public  subsidiaries.  ^Peter  Cheney  is  co-presideni  I 
jncludes  acquisition  o(  Dclhlohmi  Sfec;      ■<  've  va. .  Anr'pl  is  chairman  and  co-chief  executive.  »M.  Jude  Reyes  is  co-chairman.  ^Thomas  G.  Wake  is  co-president  and  co-chief  executive. 
Tha  Lee  s  co-Chief  oxcci.tv      Stevon  .v     t  irg  and  V  M  Geflen  arc  .   -principals.  "'Excludes  excise  taxes.  '^Barry  Haber  is  co-president.  "Formerly  known  as  Stevedoring  Services  of 
America.     Douglas  P.  Dick  i^  c  i      lirman.      ormcrly  knuwn  as  Breed  T       lologies.  "Albert  Boscov  is  co-chief  executive. 
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^e  go  places  for  you  that  others  don't.  Out  of  pur  way,^  Istance!  wheth^^^^^  its  getting  you  to  your 

vonte  tishing  spot  or  making  sure  your  favorite  fish  is  served  oaboardi  we'll  go  out  of  our  way  to  make  your  pref( 
s  all  part  of  our  owner-focused  service  commitmeht.B^causeatFligbt  Options,  when  you  become  a  fractional  jet  o 
e  one.  Find  out  more  by  calling  877-703-2348  or  visiting'  our  Web  site/ 


ght  Options  IS  an  affiliate  of  Raytheon  Company. 


LARGEST    PRIVATE    COMPANIES 


COMPANY    INDEX 


RANK    COMPANY 


A-Mark  Financial 

ABC  Supply 

Advance  Publications 

Aecom  Technology 

Alex  Lee 

Allegis  Group 

Alticor 

American  Tire  Distributors 

Amsted  industries 

Andersen 

Anderson  News 

Apex  Oil 

Ardent  Healthcare  Services 

Ashley  Furniture  Industries 

Asplundh  Tree  Expert 

Austin  Industries 

Baker  &  McKenzie 

Baker  &  Taylor 

Barnes  &  Noble  College  Bookstores 

Barton  Malow 

Bashas' 

Bass  Pro 

Battelle  Memorial  Institute 

BE&K 

LL  Bean 

Bechtel 

Belk 

Belico  Health 

Big  Y  Foods 

Black  &  Veatch 

Bloomberg 

Boar's  Head  Provisions 

Booz  Allen  Hamilton 

Borden  Chemical 

Boscov's 

3cse 

Boston  Consulting  Group 

Sfpsfic'tJ  &  Gorrie 

irco^.shir'i  Grocery 

Bi'i':.       "iirttSource 

Burgpr  Knii? 

C&SWh      - 

Cabel.< 

Capital  G 

Cargill 

Carlson  Cos 

Carpenter 


RANK    COMPANY 


Central  National-Gottesman 

CH2M  Hill  Companies 

Clark  Enterprises 

Colonial  Group 

Columbia  House 

Conair 

Conneli  Limited  Partnership 

Consolidated  Electrical  Distributors 

ContiGroup  Cos 

Cox  Enterprises 

Crown  Central  Petroleum 

Cumberland  Farms 

Dart  Container 

Day  &  Zimmermann 

OeBruce  Grain 

Delaware  North  Cos 

Deico  Remy  international 

DeMoulas  Super  Markets 

Di  Giorgio 

Dick  Corp 

Discount  Tire 

^r  Pepper/7  Up  Bottling  Group 

Q^l  F  Dohmen 
pfiTil  Domino's  Pizza 

Dot  Foods 

DPR  Construction 

DreamWorks  SKG 

Dresser 

Dunavant  Enterprises 

Dunn  Industries 

Ebsco  Industries 

Eby-Brown 

84  Lumber 

Enterprise  Rent-A-Car 

Ergon 

Ernst  &  Young 

Esselte 

FHC  Health  Systems 

Fidelity  Investments 

Fiesta  Mart 

Flint  ink 

Flying  J 

Follett 

Foster  Farms 

Frank  Consolidated  Enterprises 

Fry's  Electronics 

G-i  Holding.*: 


RANK    COMPANY 


E&J  Gallo  Winery 

General  Parts 

Genmar  Holdings 

Giant  Eagle 

Gilbane 

Glazer's  Wholesale  Drug 

Golden  Rule  Financial 

Golden  State  Foods 

Golub 

Goodman  Manufacturing 

Gordon  Food  Service 

WL  Gore  &  Associates 

Gould  Paper 

Grant  Thornton  International 

Graybar  Electric 

Grocers  Supply 

Guardian  Industries 

Gulf  Oil 

Gulf  States  Toyota 

H  Group  Holding 

Hallmark  Cards 

Haworth 

HE  Butt  Grocery 

Hearst 

Heico  Cos 

Hensel  Phelps  Construction 

Herbalife  international 

Hobby  Lobby  Stores 

Holiday  Cos 

HP  Hood 

Horizon  Natural  Resources 

Houchens  Industries 

Houghton  Mifflin 

HT  Hackney 

JM  Huber 

Hunt  Consolidated/Hunt  Oil 

Hunt  Construction  Group 

Huntsman 

Hy-Vee 

lasis  Healthcare 

icon  Health  &  Fitness 

Ingram  Entertainment  Holdings 

Ingram  industries 

international  Data  Group 

international  Steel  Group 

InterTech  Group 

Jeld-Wen  Holding 
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'^PORATE  &  rNVESTTMENT  BANKING 


V 


i    I 


A  Passion  to  Perform. 


li 


r  X  J^^J  ^ 


iing  higher. 

i's  to  the  head  start.  To  the  will  to  win  through. 

>eutsche  Bank  we  share  your  passion  to  hit  the 
md  running,  to  seize  the  opportunity,  to  make  it 
)en. 

ivhat  makes  us  one  of  the  world's  leading  financial 
tutions.  And  it's  why  the  most  demanding  clients 
3  US,  and  around  the  world,  trust  us  to  perform. 

'ss  disciplines,  across  regions.  With  absolute 
:ation,  leading-edge  insights,  powerful  solutions. 

'ou  ready? 


'eutsche-bank.com 


he  Bank  Securities  Ir 


Deutsche  Bank 


:'U  ' 


subsidiary  of  Deutsche  Bank  AG,  conducts  investment  banking  and  securities  activities  in  the  United  States. 


mmm^ 


L  A  R  G  E  S  T    P  R  I  V  A  T  E    COMPANIES 


COMPANY    INDEX 


RANK    COMPANY 

RANK    COMPANY                                                   RANK    COMPANY 

JM  Family  Enterprises 

JohnsonDiverse 

SC  Johnson  &  S 

Edward  Jones 

K-VA-T  Food  Sto 

KB  Toys 

Ben  E  Keith 

Key  Safety  Systi 

Keystone  Foods 

Peter  Kiewit  Sor 

Kingston  Technc 

Kinko's 

Kinray 

Klein  Wholesale 

Koch  Industries 

Kohler 

Lanoga 

Leprino  Foods 

Levi  Strauss  &  C 

Levitz  Home  Fur 

Life  Care  Center 

Love's  Travel  St( 

Lucasfilm 

Maines  Paper  & 

Maritz 

Marmon  Group 

Mars 

Mary  Kay 

MBM 

McCarthy  Buildi 

McKinsey  &  Co 

McWane 

MOFC  Holding 

Medline  Industries 

Meijer 

Mcnasha 

Met*  Jiap  Autcrnctivc  Systems 

Metaidytic 

Metrfuyi.f'v. 

Michael  Fuocis 
Miltiken  &  Co 
Modern  Confine  v.; 
M  A  Mortenson 
Musicland  Group 
National  Distributing 
National  Gypsum 
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60 

JohnsonDiversey 

22 

SC  Johnson  &  Son 

73 
258 
97 

Edward  Jones 
K-VA-T  Food  Stores 
KB  Toys 

190 
244 
62 

Ben  E  Keith 

Key  Safety  Systems 

Keystone  Foods 

Peter  Kiewit  Sons' 

Kingston  Technology 

Kinko's 

Kinray 

Klein  Wholesale  Distributors 

Koch  Industries 

Kohler 

Lanoga 

39 

178 

98 

64 

274 

2 

52 
163 

108 

Leprino  Foods 

32 

Levi  Strauss  &  Co 

279 

Levitz  Home  Furnishings 

161 

Life  Care  Centers  of  America 

188 
215 

Love's  Travel  Stops 

Lucasfilm 

Maines  Paper  &  Foodservice 

245 

166 

19 

3 

148 
29 

270 

Maritz 

Marmon  Group 

Mars 

Mary  Kay 

MBM 

McCarthy  Building  Cos 

National  Waterworks 

New  Balance  Athletic  Shoe 

Nortek  Holdings 

North  Pacific  Group 

Noveon 

OSI  Group 

Oxford  Automotive 

Parsons 

Parsons  Brinckerhoff 

Pella 

Perdue  Farms 

Platinum  Equity 

PricewaterhouseCoopers 

Primus 

Printpack 

Publix  Super  Markets 

Purdue  Pharma 

Purity  Wholesale  Grocers 

Quad/Graphics 

Quality  King  Distributors 

QuikTrip 

Quintiies  Transnational 

RaceTrac  Petroleum 

Raley's 

Red  Apple  Group 

Reinhart  Foodservice 

Renco  Group 

Reyes  Holdings 

Rich  Products 

Ritz  Camera  Centers 

Rooms  To  Go 

Rooney  Brothers 

Rosen's  Diversified 

Roundy's 

Sammons  Enterprises 

SAS  Institute 

Save  Mart  Supermarkets 

Schneider  National 

Schnuck  Markets 

Schreiber  Foods 

Schwan  Food 

Science  Applications  International 

Scoular 

Seaiy 

S»r vices  Group  of  America 

Shan^rock  Foods 

JF  Shea 


Sheetz 

Sierra  Pacific  Industries 

JR  Simplot 

Sinclair  Oil 

Sirva 

Skadden,  Arps 

Software  House  International 

Southern  Wine  &  Spirits 

Southwire 

AG  Spanos  Cos 

Springs  Industries 

SSA  Marine 

Stater  Bros  Markets 

Structure  Tone 

Sunbelt  Beverage 

Swagelok 

Sweetheart  Holdings 

Swift  &  Co 

Swinerton 

Taylor 

Tenaska  Energy 

TIC  Holdings 

Tishman  Realty  &  Construction 

Towers  Perrin 

Transammonia 

TravelCenters  of  America 

Truman  Arnold  Cos 

TRW  Automotive 

UniGroup 

Unisource 

US  Oil 

Vanguard  Health  Systems 

VarTec  Telecom 

Venture  Industries 

Vertis 

Vought  Aircraft  Industries 

Walsh  Group 

Watkins  Associated  Industries 

Wawa 

Wegmans  Food  Markets 

Whiting-Turner  Contracting 

Wilbur-Ellis 

WinCo  Foods 

Yates  Cos 

Young's  Market 

Zachry  Construction 


Is  it  crazy  to  invest  in 
growth  stocl(s  now? 


Or  could  you  be  loolcing  at  the 
opportunity  of  a  lifetime! 


Pf5% 


It  takes  courage  to  ignore  the  noise  of  a  stock  market  that  moves  wildly  up  or  down  as  it  reacts  to  each  day^         But  lookoverthe 
horizon  and  what  you  could  be  seeing  is  the  investment  opportunity  of  a  lifetime!  We  urge  you  to  ignore  the  headlines  and  iook  at  the  facts- 
No  one  knows  how  long  it  will  take  for  the  geopolitical  uncertainties  facing  us  to  be  lifted  But  experienced  investors  take  it  all  In  stride 
The  fact  IS  that  the  U.S.  economy  is  much  stronger  than  the  purveyors  of  gloom  and  doom  would  have  you  believe.  The  quality  of  earnings 

To1Z!T'h        ""^'"''^  f '""'^"'^'^  '"^ ''"  P''^'^  ™'^'"'  '''  "'''"^-  ^^P  f'dures  are  being  revised  upwards  Most  recent  figures 
are  above  3%  and  many  economists  are  expecting  5%  growth  for  future  quarters.  '^^cmnyuiti^ 

While  this  is  certainly  not  a  worry-free  investment  environment  corporate  spending  is  showing  signs  of  picking  up.  The  stock  market's  strong 
performance  in  recent  weeks  is  a  reflection  of  the  growing  confidence  that  the  market  will  again  reflect  the  underlying  power  of  the  economy 

Your  Exclusive  Risk-Free  Charter  Subscription  Offer ...  for  FORBES 
MAGAZINE  READERS  ONLY!  Call  us  toll-free  at  1-800-249-7449  or  use 

the  coupon  below  and  judge  for  yourself  how  the  FORBES  GROWTH 
INVESTOR  can  help  you  make  profitable  decisions ...  guide  you  to 
developing  a  portfolio  of  stocks  poised  to  outperform  the  market 
during  the  coming  months . 

Just  $99  for  a  6-month  risk-free  trial  subscription!  Take  a  trial  subscrip- 
tion for  6  months  at  just  $99  ...  a  discount  of  67%  from  the  basic  single 
issue  price!  If  you  decide,  after  reading  your  first  issue,  that  the  FORBES 
GROWTH  INVESTOR  isn't  everything  we've  claimed,  tell  us  so  within  30 
days  and  we  will  refund  100%  of  your  money.  Send  payment  now  and 
we  will  add  one  additional  FREE  issue . . .  giving  you  7  in  all! 
Better  yet,  order  a  full  year  at  only  $149!  You  save  even  more  -  75%  - 
and  get  12  important  issues.  Same  30-day  100%  money  back  guarantee 
plus  a  pro-rated  refund  if  you  cancel  later  Pay  now  and  we'll  add  2  FREE 
issues  to  your  Charter  Subscription  term . . .  giving  you  14  issues  in  all. 


What  should  you  be  doing  now?  Forget  hot  tips  and  hunches! 
Position  yourself  for  greater  profits  by  substituting  the  cold-blooded, 
disciplined,  cutting-edge  quantitative  stock  picking  system  you  get  in 
the  FORBES  GROWTH  INVESTOR 

We  take  the  emotion  out  of  investment  decisions  by  quantifying  \hem 
with  the  quant  model ...  a  market-tested  system  to  determine  a  stock's 
short-term  performance  potential.  Launched  on  October  6,  2000, 
this  letter  has  outperformed  the  S&P  500  by  47.35  percentage  points 
through  September  2003. 

What  is  quantitative  analysis?  Formerly  available  only  to  large  funds 
and  money  management  firms  who  could  afford  to  pay  the  hefty 
fees  charged  by  independent  research  organizations,  quantitative  analy- 
sis filters  more  than  3,000  stocks  through  a  computer  program  each 
month  ...  measures  and  weights  up  to  75  variables  that  impact  future 
share  prices. 

As  developed  by  the  Forbes  Investors  Advisory  Institute,  the 

quant  model  combines  the  best  of  both  fundamental  and  technical 
analysis ...  identifies  the  stocks  most  likely  to  rise  in  the  next  6  to  18 
months ...  and  eliminates  the  costly  errors  made  by  most  investors. 
How  effective  is  this  analysis?  In  addition  to  beating  the  S&P  500, 
since  inception  the  FORBES  GROWTH  INVESTOR  stock  picks  are  beat- 
ing the  Dow  and  Nasdaq  by  30.45  and  64.87  percentage  points, 
respectively. 

Now,  this  professional  stock  picking  system  is  available  to  the 
individual  investor!  And  because  you  are  a  reader  of  FORBES 
MAGAZINE  you  are  invited  to  join  us  as  a  CHARTER  SUBSCRIBER  at 
a  most  favorable  low  rate.  Here's  what  you  will  find  in  every  issue: 

» Our  Top  50  Porffolio ...  the  best  growth  stocks  to  own  now. 

•  Our  Core  and  Expanded  Portfolios  to  help  smaller  investors 
focus  on  10  and  20  stock  portfolios  drawn  from  the  top  50. 

•  Analysis  of  Individual  Stocks  Being  Added  to  Our  Porffolio. 

'  Changes  and  Updates  including  Dropped  Stocks  and 
$ell  Recommendations. 


Yes,  sign  me  up  as  a  Charter  Subscriber!  Risl(  Free! 

q  I  want  your  best  deal!  Sign  me  up  as  a  Charter  Subscriber  to  the 
FORBES  GROWTH  INVESTOR  for  a  full  year  at  just  $149!  I  understand 
I  may  cancel  within  30  days  of  receiving  my  first  issue  for  a  refund  of 
100%  of  my  money  ...  and  will  be  entitled  to  a  refund  for  all  unmailed 
issues  after  that  introductory  period. 

q  My  payment  of  $149  is  enclosed.  I  will  receive  2  FREE  ISSUES 

...14  in  all. 
q  I  prefer  to  enter  a  6-month  trial  subscription  now  at  ony  $99. 
q  My  payment  of  $99  is  enclosed.  I  will  receive  1  FREE  ISSUE 

...  7  in  all ...  my  satisfaction  is  fully  guaranteed. 
Charge  My:     qVISA      q  MasterCard      qAMEX 


Cardi 


_Exp,  Date 


Signature  for  Credit  Card  Orders 

q  Bill  Me  Later 

Name 


Address 


Apt. 


City/State/Zip 

Mail  to:  Forbes  Growth  Investor  60  5th  Avenue,  New  York,  NY  1 001 1  JNKFB1 1 24 


FOR  FASTER  SERVICE  CALL:  1-800^249-7449 

OR  ORDER  ONLINE  AT:  forbesgrowfhinvestof.com/nov03 


Technology 


PIRACY 


The  Enemy 

Strikes 

The  entertainment  industry  wants  to 
take  back  control  of  its  content.  Good  luck. 


BY  VICTORIA  MURPHY 

TUCKED  BEHIND  THE  CAFETERIA  AT  MACROVISION'S 
Santa  Clara,  Calif,  headquarters  is  a  monument  to 
the  frustrating  war  on  music  and  video  piraq^.  Em- 
ployees call  it  the  Cage.  Some  1,900  of  the  latest  PC 
products  and  DVD  players  are  stacked  8  feet  high  in 
a  1,250-square-foot  locked  area.  They're  waiting 
to  be  tested  to  ensure  that  Macrovision's  copy-pro- 
tection process  is  working. 

The  Macrovision  system  inserts  tiny  imperfections  into 
tapes  and  discs  in  such  a  way  that  the  original  runs  well  on  any 
player,  but  unauthorized  copies  come  out  as  gobbledygook.  At  a 
lab  down  the  hall  from  the  Cage,  a  dozen  engineers  check  the 
analog  signals  and  color  mixes  coming  out  of  every  machine  to 
make  sure  that  the  Macrovision  technology  doesn't  interfere 
with  the  image  or  sound.  Once  a  year  Macrovision  staffers  dou- 
ble-check their  work  by  showing  up  after  hours  at  a  Good  Guys 
or  Circuit  City  with  a  protected  DVD  and  try  to  record  it  to  VHS 
tapes  in  each  of  the  store's  VCRs.  The  tapes  go  back  to  Macro- 
vision  and  are  played  on  6,000  combinations  of  VCRs  and  tele- 
visions. If  one  of  the  screens  shows  a  perfectly  fine  copy  of  the 
movie  when  it  wasn't  supposed  lo,  Macrovision  contacts  the 
hardware  manufacturer  to  plug  t}ie  gap. 

While  it  IS  hard  to  know  exactly  how  much  revenue  the 
entertainment  industry  loses  to  piracy,  trade  groups  put  the 
number  at  $10  billion  a  year.  That's  more  than  the  combined 
pretax  profit  of  Disney.  Via.  ..m  md  Fox  Entertainment  Group. 
As  the  stakes  have  r-  >..  r  die  hard-bitten  music 

indu.stry,  the  media  cou-loii.;  c  redoubled  their  efforts 
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to  pinch  off  bootleg  demand  and  restrict  its  supply.  The  forn 
has  been  an  embarrassment,  with  the  recording  industry  sui 
341  alleged  file-swappers,  including  preteens  and  grandfathei 
There's  no  shortage  of  antipiracy  technology.  Musi 
download  Web  sites  such  as  Apple's  iTunes  and  Musicmat 
are  shrouding  song  files  with  specific  rules  that,  for  now,  all( 
unlimited  CD  burns  but  no  ripping  to  the  Web.  Several  lab 


•I! 


re  begun  doing  the  same  by  copy-protecting  prerecorded 
s.  Eventually  the  protection  rules  wUl  limit  the  number  of 
rns.  "We  don't  want  people  to  burn  CDs  and  give  them  to 
■ir  friends  or  sell  them  on  42nd  Street,"  says  Thomas  Hesse, 
ef  strategist  at  BMG,  the  music  division  of  Germany's 
telsmann  AG. 
But  as  fast  as  copy-protection  schemes  are  invented,  hackers 


can  find  ways  to  bypass  them  and  spread  their  findings  through 
geek  mailing  lists  and  chat  rooms.  Within  days  of  its  1999 
release,  Microsoft's  digital  rights  management  software  was 
hacked— and  again  in  2001.  A  market  for  anti-antipiracy  prod- 
ucts has  even  emerged.  Macrovision-busters  in  the  form  of 
adapters  and  stripped  DVD  players  range  ft-om  $25  to  $122  on 
Ebay  A  company  called  321  Studios  sells  a  PC  program  that  lets 
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you  rip  and  burn  DVDs.  It  was  sued  in  June  by  the  Motion  Pic- 
ture Association  under  the  Digital  Millennium  Copyright  Act, 
which  prohibits  software  that  circumvents  antipiracy  measures. 
Lawyers  for  321  say  its  product  is  legal  under  the  notion  of  fair 
use,  so  long  as  users  don't  distribute  the  copies. 

Macrovision  embraces  the  absurdity.  In  addition  to  closely 
enforcing  patents  on  its  own  technology,  the  company  also  has 
patents  on  ways  to  break  that  technology  so  it  can  sue  hackers 
for  infringement.  It  is  considering  suing  321,  as  well.  "Technol- 
ogy itself  won't  save  the  day,"  says  Macrovision  Chief  Executive 
WiUiam  Krepick.  "Litigation  creates  a  double  threat." 

More  than  2  billion  DVDs  on  the  market  already  are 
Macrovision-protected.  With  a  nickel-per-disc  royalty,  movie 
protection  is  nearly  half  of  the  company's  $118  million  in 
trailing  12-month  revenue  and  its  most  profitable  product 
(Macrovision  has  a  42%  operating  margin  and  $20  million 
in  net  income).  W^ith  a  new  CD-protection  scheme  due  out 
in  December,  CD  royalties  could  grow  from  $3.5  million  to 
$40  million  in  a  year  or  two.  Shares  are  up  68%  from  a  year 
ago,  with  sales  in  the  most  recent  quarter  up  33%.  Macro's 
two  main  rivals  are  a  small  publicly  traded  Phoenix  outfit 
called  SunnComm  and  Sony,  which  this  September  launched 
a  new  CD  technology. 

But  efforts  to  lock  down  discs  have  largely  failed.  Copy- 
protected CDs  sold  in  Europe  a  few  years  ago  didn't  allow 
users  to  play  songs  on  computers  and  broke  some  car  stereos 
and  Apple  machines.  Outrage  ensued.  In  September  BMG  re- 
leased "Comin'  From  Wliere  I'm  From,"  a  copy-protected 
CD  of  hip-hop  artist  Anthony  Hamilton. 

The  disc  is  etched  with  SunnComm's  MediaMax  tech- 
nology, which  creates  two  versions  of  the  album:  one  that  a 
CD  player  reads,  called  the  "redbook"  audio;  another  that  a 
PC  recognizes,  the  "yellowbook."  When  the  disc  is  inserted 
into  a  PC,  SunnComm's  software  gets  automatically  down- 
loaded onto  the  user's  hard  drive  and  links  to  Microsoft's 
Windows  Media  Player  to  enforce  rules  such  as  no  ripping  to 
the  Web.  Burns  are  okay. 

There's  a  simple  glitch,  though,  made  famous  by  John  A. 
Halderman,  a  computer-science  grad  student  at  Princeton: 


I  To  Hack  a  Tune 


Even  protected  digital  music  files  have  weak  spots. 
Here  are  three  ways  pirates  get  around  technology. 
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101110 
010011 
111001 


3* 

1            ' 
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ENCRYPTION  KEYS 

A  SONG'S  LICENSE 

PIRATES  CAPTURE  A 

that  are  hidden 

dictates  whether 

song  as  if  is  being 

away  from  view 

a  tune  can  be 

converted  into 

and  used  to  lock 

played,  ripped  or 

an  analog  audio          i 

down  a  file  can  be 

burned.  Hackers 

format  and  then          1 

found  and 

can  turn  off  the 

redigitize  It 

then  used  to 

checks  that  look 

without  any  copy- 

decrypt a  file. 

for  the  license. 

protection  wraps. 

is  Apple's  iPod.  An  updated  version  of  Microsoft's  technol 
ogy,  dubbed  Janus,  debuts  sometime  next  year.  It  makes  it  sim 
pier  for  electronics  manufacturers  to  customize  software  fo), 
each  device. 

The  problem  is  that  even  encrypted  music  or  movie  files  a 
some  point  have  to  be  unencrypted  in  order  for  a  computer  tc 
be  able  to  read  and  convert  them  for  playback.  Hackers  don't  gc 
to  the  trouble  of  breaking  the  128-bit  encryption,  but  can  ge 


!i 


"People  determined  to  SIIALMUSItwill  be  able  to  do  itJ^ 


Holding  down  the  shift  key  lets  you  make  a  copy  by  turning  off 
the  Windows  feature  that  auti,>matically  runs  SunnComm's  soft- 
ware. "People  who  are  determined  to  steal  music  will  be  able  to 
do  it.  It's  cynical  to  say  tliat  just  because  the  technology  isn't  as 
good  as  it  will  be  m  a  year,  it's  not  worth  using,"  says  Peter 
Jacobs,  chief  executive  of  SunnComm. 

But  discs  are  an  interim  medium  anyway,  destined  to  go  the 
way  of  cassette  tape.  Eventually,  high-speed  wireless  and  home 
broadband  ubiquity  will  make  rnuy.c  and  video  distribution 
more  like  e-mail,  a  purely  digital  transfer.  The  opportunity  in 
securing  those  flows  is  Cr'ling  mainly  to  Microsoft,  which  al- 
ready has  its  rights  softv,  '  ;0  music  players  from  the 
biggest  brands,  such  as  Ric  --ve.  The  one  big  holdout 
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around  it  by  locating  the  key  that  decrypts  the  file  or  targeting 
the  file  as  it  is  converted.  "Our  challenge  is  keeping  the  time  it'; 
vulnerable  as  short  as  possible,"  says  Sherman  Griffin,  a  product 
manager  at  RealNetworks,  which  sells  its  own  rights-manage- 
ment software,  called  Helix. 

Microsoft  is  treating  the  hacks  like  bugs  in  its  code  and  issue! 
behind-the-scenes  patches  to  repair  breaks  in  the  encryptioi 
software  or  the  licenses  that  store  playability  rules.  So  far  twc 
patches  have  been  released. 

Edward  Felten,  a  computer  science  professor  at  Princeton 
who  has  published  several  antipiracy  work-arounds,  puts  il 
more  bluntly:  "In  the  best-case  scenario  this  is  an  arms  raa 
where  the  hackers  always  have  the  advantage."  f 
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Bright  Ideas 


A  handful  of  young  companies  are  producing  new  ways  to  harness  solar  energy. 

BY  ELIZABETH  CORCORAN 


THE  SUN  NEVER  SHINES  IN  THE 
basement  laboratory  on  the  Uni- 
versity of  California,  Berkeley 
campus,  where  graduate  students 
Delia  Milliron  and  Ilan  Gur 
spend  their  days.  But  that  isn't  stopping 
them  from  doing  some  of  today's  most  ad- 
vanced work  in  solar-cell  technology. 

In  one  corner  of  the  lab  Gur  brews 
toxic  ingredients  to  make  a  half-vial  of 
crystals,  each  n-jcasiiring  a  miliionth  or 
so  of  an  inch,  of  cadmiir.ri  seienide,  a 
light-sensitive  si  -:      ,■  ers 

a  postage-stamp-s  ifh 

thenanocrystalgoopai."'.  ,0 

Milliron.  In  a  mini-vacuum- cii;;;  ;:  tr  siie 
adds  tiny  strips  of  aluminunj.  Finally 
they  carry  the  tiny  chip  into  a  bi  vi-  -n 
and  shine  light  on  it:  The  ch!.  .;, 
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back  power — 1.5  milliwatts  for  this 
fledgling  solar  cell,  which  on  some  bright 
future  day  could  translate  to  15  watts  per 
square  meter. 

Even  brighter  days  are  ahead.  The 
pursuit  of  an  improved  photovoltaic  cell, 
the  cornerstone  of  solar  energy  produc- 
tion, has  the  whiff  of  a  gold  rush  about  it. 
Since  1999  shipments  of  photovoltaic 
cells  and  modules  have  been  growing  an 
average  of  30%  a  year,  reaching  $3.5  bil- 
lion in  2002,  according  to  Clean  Edge,  a 
San  Francisco  research  group. 

Manufacturers,  led  by  Japanese  com- 
panies such  as  Sharp,  are  convinced  that 
within  seven  years  traditional  solar-cell 
technology  will  deliver  power  as  cheaply 
and  conveniendy  as  steam  turbines.  The 
economics  of  solar,  once  derided  as  hip- 


pie wishful  thinking,  are  getting  prett) 
compelling.  "When  I  started  in  the  earl) 
1970s,  the  going  price  for  solar  modules 
was  about  $200  per  watt,"  recalls  Arthiu 
Rudin,  director  of  engineering  for  Sharp's 
solar  systems  division  in  Huntington 
Beach,  Calif.  "Today  the  average  price  foi 
solar  modules  is  about  $5  a  watt." 

That  is,  a  solar  cell  that  generates  a 
watt  of  power  when  the  sun  is  at  its  peak 
for  four  hours  a  day  sells  for  about  $5, 
Figure  in  night,  clouds,  winter,  various 
supporting  hardware  and  the  depreciable 
lives  of  cells,  and  you  find  that  sim-made 
electricity  is  still  pretty  expensive, 
between  20  cents  and  50  cents  per  kilo- 
watt-hour. Get  the  $5  cost  down  to  $1, 
though,  and  the  sim  could  compete  with 
natural  gas. 


Open  standards  and 
the  taming  of  the  screw. 


Can  you  see  it? 


Tony  Menezes,  IBM  facilitator  of  open  practices,  financial  industry 


In  1864,  a  bolt  or  screw  made  in  one  machine  shop  wouldn't  fit  a  nut  made 
in  another  machine  shop.  Everything  was  proprietary.  In  short,  a  mess. 

Until  William  Sellers  proposed  a  standard,  uniform  screw.  So  one  part  could 
be  made  down  the  street,  and  another  made  across  town,  and  assembly 
could  happen  anywhere.  Everything  worked  together. 

Apply  that  same  logic  to  IT  and  you  arrive  at  open  standards  like  Linux! 
Universal,  open  "languages"  that  let  everything  IT  talk  to  everything  else  IT 
Vendors,  systems,  partners  -  anyone  -  can  be  plugged  into  or  unplugged 
from  the  open  standards  "pegboard."  Open  standards  is  also  the  antidote 
to  being  locked  into  the  high  costs  of  any  one  vendor.  The  business  results? 
Speed,  responsiveness,  flexibility,  readiness. 

Open  standards.  The  unifying  thread  behind  on  demand  business. 

)n  demand  business 

tarts  with  on  demand  thinking. 

IBM  is  home  to  thousands  of  people  who  live  and  breathe  Linux. 
Specialists  who  can  bring  open  standards  (and  all  its  benefits)  to  just  about 
every  industry.  Our  IT  expertise,  coupled  with  deep  business  know-how, 
can  deliver  real  change  across  your  company.  On  demand  business.  Get 
there  with  on  demand  people.  Call  800  IBM  7080  (ask  for  thinking)  or  visit 
ibm.com/services/thinking 
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The  best  commercial  solar  cells  today 
convert  15%  of  sunlight  into  electricity, 
but  they  are  made  of  brittle,  expensive 
materials  such  as  silicon.  Cells  can  be 
made  from  cheaper,  more  malleable  plas- 
tics, but  those  typically  novsf  turn  a  mere 
3%  of  light  into  electricity.  "We  knowf  it's 
possible  to  do  better,"  contends  Paul 
Alivisatos,  the  chemist  who  oversees  that 
lab  at  UC-Berkeley. 

In  March  2002  Alivisatos  put  his 
reputation — and  his  venture  capitalists' 
money — where  his  mouth  is,  turning 
over  much  of  his  research  to  a  Palo  Alto 
firm  called  Nanosys.  The  company  has 
amassed  $75  million  and  is  devoting 
much  effort  to  figuring  out  how 
to  embed  nanofilaments  of  semicon- 


Lighting  Up 

How  efficiently  solar  cells 
turn  light  into  power 
depends  In  part  on  how  well 
they  absorb  light, 
generate  pairs  of  positive 
and  negative  charges,  and 
then  drive  the  charges  to 
electrodes.  Crystalline 
silicon  slabs  do  these  jobs 
well  but  at  high  cost. 


bricks  that  are  the  foundation  material 
for  90%  of  today's  solar  modules.  "We 
have  far  less  waste  than  the  usual  manu- 
facturing process,  lower  labor  costs — 
we're  just  attacking  every  factor  of  pro- 
duction," says  Robert  Ford,  chief 
executive  of  the  company. 

He  says  that  Solaicx's  furnace  may 
be  able  to  cut  the  cost  of  making  wafers 
by  as  much  as  50%  when  the  company 
is  in  full-scale  production,  about  two 
years  from  now.  He  bets  that  Solaicx  will 
make  it  possible  for  solar  modules  to 
generate  power  at  8  cents  per  kilowatt- 
hour  by  2007. 

Nanosys  and  two  other  new  firms, 
Konarka  and  Nanosolar,  are  taking  the 
radical  approach  of  replacing  chunky 


spectrum  just  by  growing  them  bigger  o 
smaller.  Although  Nanosys  is  still  explor 
ing  just  the  right  shape  for  its  nanorods,  i 
has  committed  to  a  deal  with  Matsushit 
Electric  Works  to  make  plastic  photo 
voltaic  laminate  for  materials  like  Span 
ish-style  roof  tiles,  slated  for  the  Japanes 
market  by  late  2006. 

In  Lowell,  Mass.  two-year-old  Konark 
is  using  titanium  dioxide  nanocrystal 
coated  with  a  thin  layer  of  a  Hght-sensitiv 
dye.  The  dye-sensitized  solar  cells  suck  u] 
photons  even  in  dim  light.  Konarka's  wor! 
is  based  on  a  decade  of  research  b 
Michael  Graetzel  at  the  Ecole  Polytech 
nique  Federale  de  Lausanne.  Konarka' 
plastic-based  solar  modules  have  alread 
shown  efficiencies  of  up  to  6.5%,  beatin 
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Thin  films  of  light-sensitive  nano- 
materials  can  be  cheaper  to  make. 
The  trick:  Find  ingredients  that  ab- 
sorb a  wide  spectrum  of  light  and 
create  easy  paths  for  electrons. 


Strips  of  nanomaterials 
are  painted  on  plastic  film. 


Current 


Electrode 


Titanium 
dioxide 


Nanobrushes 


ductors  in  cheap,  bendable  plastic 
sheets.  Nanosys'  goals:  10%  efficiency, 
$1  per  watt. 

Solar  energy  cells  are  typically  made 
of  crystalline  silicon,  the  kind  used  in 
computer  microprocessors,  sandwiched 
between  electrodes  (see  box).  Silicon's 
orderly  atomic  structure  allows  elec- 
trons to  shoot  rapidly  through  the  crys- 
tal to  the  electrodes.  But  silicon  is  ex- 
pensive and  must  be  processed  in 
elaborate  clean-room  facilities,  just  like 
computer  chips.  Organic  materials  such 
as  light-absorbing  polymers  are  easier 
and  cheaper  to  process,  but  typically 
fritter  away  97%  of  the  sun's  energy  be- 
cause the  electrons  must  navigate  a  tor- 
tuous path. 

Solar  entrepreneur^  v  ways 

to  attack  the  problem,'.  atos, 

Calif  a  nine-person  startuj-  ohicx 

is  building  a  furnace  for  <.  :hejp 

crystalline  silicon  substrate.  .n  ele- 

mental silicon  and  out  will  n  ittle 


solar-cell  modules  with  rolls  of  flexible 
plastic  that  have  photovoltaic  elements 
buUt  in.  "You  don't  have  to  invent  a  new 
factory  to  do  this.  You  use  coating  and 
printing  machines,"  says  William  Becken- 
baugh,  chief  executive  of  Konarka.  Pro- 
duction costs  would  drop  by  maybe  80%. 
Which  light-sensitive  nanomaterials 
to  use?  Nanosys'  solar-cell  work  is  based 
on  Alivisatos'  tinkering  with  so-called 
nanorods  in  his  Berkeley  lab.  When 
embedded  in  plastic,  the  rods  act  like 
roads  for  the  electrons,  shortening  their 
route  toward  the  electrode  and  producing 
power  more  efficiently.  Early  batches  of 
nanorods  were  as  organized  as  pickup 
sticks.  In  a  happy  accident  Milliron  and 
other  Berkeley  postdocs  made  an  errant 
batch  of  nanorods  that  looked  like 
jack.s — with  four  legs — rather  than  rods. 
No  matter  which  end  was  up,  one  leg 
always  pointed  toward  the  electrode. 
-\ncther  perk:  Nanorods  can  be  "tuned" 
lo  absorb  light  from  different  parts  of  the 


the  scores  of  thin-  film  (or  amorphous 
silicon  solar  cells,  Beckenbaugh  says.  (Fc 
a  story  on  a  thin-film  enthusiast,  seep.  86. 
Konarka  has  teamed  up  with  Group 
Electricite  de  France,  ChevronTexaco  ani 
Eastman  Chemical  to  make  products  b 
2005.  Earlier  this  year  Aisin  Seiki,  i: 
Japan,  demonstrated  a  solar  modul 
that's  more  efficient  than  the  best  silico 
versions  and  can  be  made  for  one-tent 
the  cost. 

Nanosolar,  in  Palo  Alto,  is  buildin 
"brushes"  of  semiconducting  metal  oxid 
nanowires  that  it  says  improve  efficienc 
even  more.  Its  work  is  based,  in  part,  o 
technology  developed  at  Sandia  Nation; 
Laboratories,  with  the  help  of  former  stu 
dents  from  Alivisatos'  laboratory.  R.  Mai 
tin  Roscheisen,  the  company's  founde 
says  Nanosolar  has  a  working  prototyp 
and  plans  to  raise  funds  to  build 
factory.  I 

With  reporting  by  Benjamin  Fulford. 
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Hardware  for  Hard  Times 

Virtually  impossible  to  make  a  new  computer  firm?  Not  if  it  makes  virtual  computing  possible. 


BYQUENTIN  HARDY 

IN  MARCH  2000,  THE  EVE  OF  THE  TECH 
crash,  Vern  J.  Brownell  left  his  cushy 
job  as  chief  technology  officer  at 
Goldman  Sachs  to  launch  a  startup  that 
sells  costly,  hard-to-explain  computers  in 
direct  competition  with  IBM,  Hewlett- 
Packard  and  Sun  Microsystems. 

Yet  rather  than  suffer  what  could  be 
called  an  innovator's  nightmare,  Brownell 
raised  $94  million,  shipped  his  first  com- 
puter on  time  and  won  customers  around 
the  world.  He  is  either  lucky  or  on  to 
something  big.  "I've  found  the  universal 
pain  point  of  computer  administrators," 
he  says.  "It's  helped  us  do  great  things  in  a 
horrible  environment." 

Brownell's  company,  Egenera,  is  an 
early  leader  in  "virtualization,"  the  hot 
tech  trend  aimed  at  taming  cor- 
porate data.  Instead  of  sprawls 
of  special-purpose  computer 
servers — one  for  Internet  appli- 
cations, one  for  e-mail  and  so 
on — a  virtualized  system  uses 
one  machine  to  do  all  of  these 
functions. 

The  trick  is  in  writing  com- 
plicated software  that  directs  the 
hardware  to  instantly  handle  the 
needs  of  different  databases, 
console  switches,  networks  or 
security.  Egenera  computers 
may  cost  30%  more  than  a  com- 
parable amount  of  bargain- 
basement  processing,  but  their 
centrally  managed  operations 
eliminate  setup  and  mainte- 
nance costs,  as  well  as  cables  and 
multiple  copies  of  systems. 
Brownell  claims  the  savings  on 
peripherals,  adminisir.T  I  ,,nd 
floor  space  cut  overall  a-  ;-.y 
almost  two-thirds.  •'  s 
giant  rivals,  now  rolL 
their  own  virtuahzed  produv 
talk  savings  of  20%. 

Brownell  got  the  , 
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Egenera  from  his  1 1  years  at  Goldman, 
with  a  staff  of  1,300,  an  annual  server 
budget  of  $75  million  and  a  bad  case  of 
sprawl.  "We  needed  250  systems  adminis- 
trators just  to  keep  the  servers  going,  we'd 
written  30  million  lines  of  specialized 
code,  and  we  were  locked  into  one  sup- 
plier. Sun." 

The  tech  bust  in  his  native  Massachu- 
setts provided  seasoned  programmers 
from  places  like  Hitachi  and  Digital 
Equipment.  Some  of  his  215  employees 
had  programmed  for  as  long  as  40  years. 

The  computer  Brownell  came  up 

with  was  built  using  gen- 

,  T  ^  1   1--  J      Simplicity  under 

eral-purpose  Intel  chips  and      ^^^^,  ^^^^  g^^^„^„ 

Windows  and  Linux  oper-      pf  Egenera  got  a 
ating  systems.  It  has  no  disk      jump  on  the  giants. 


drives,  cutting  down  on  space  and  hcj 
emission.  A  stripped-down  version  cost 
ing  $90,000  will  manage  all  of  a  larg 
firm's  daily  e-mail. 

Though  he  designed  his  technolog 

(called  a  processing-area  network)  wit 

commodity  components  like  Intel  proces 

sors,  it  was  easy  to  spend  $94  millioi 

Brownell  bought  and  configured  all  kino 

of  network  interface  cards,  specialize 

switches  and  local  networks.  Once  thes 

components  were  installed  and  their  func 

tions  understood,  he  was  on  his  way  t 

eliminating  them  vdth  Egenera's  softwari 

The  first  machines  went  t 

Credit  Suisse  First  Boston  i 

December  2001,  followed  b 

shipments  to  the  Department  < 

Homeland  Security,  J.P.  Morga 

Chase  and  Time  Warner.  Sun 

Japanese  distributor,  facing 

sharp  drop  in  revenues  fror 

those  machines,  is  also  sellin 

Egenera.  Brownell  sees  net  profi 

in  2004. 

Yet  even  as  he  dreams  of  a 
initial  public  offering,  Browne 
is  entering  his  most  vulnerabl 
season.  Besides  big  competitoi 
like  HP  and  Sun,  smaller  sofi 
ware  firms  such  as  VMWare  an 
Opsware  are  pushing  their  ow 
virtualization  visions.  "Vern  h.' 
to  look  at  IBM,  but  he  also  has  t 
look  at  who's  coming  up  h 
tailpipe,"  says  Edward  Zande 
the  former  president  of  Sui 
"You  need  to  come  out  with  ne 
versions  quickly,  win  accoun 
and  make  everybody  feel  yo 
understand  it  better." 

Brownell  is  riding  on  a  mix  ( 
cockiness  and  paranoia.  "I've  hire 
guys  from  lots  of  dead  comput( 
companies,"  he  says.  This  time,  I 
says,  "We'll  fundamentally  chanj 
computer  architecture."  I 
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Is  it  quite  possible  that  the  matchless  service  which  is  synonymous  with  Raffles  can  now 

be  found  in  other  hotels?  Well,  yes,  if  they  share  the  same  Raffles  name.  For  in  each  of  the 

properties  in  our  ever-growing  collection,  you  will  find  the  same  attention  to  detail,  sophistication       -p.  yy^ 

and  luxury.  Yet  each  magnificent  hotel  or  resort  presents  a  completely  unique  experience.  Which       J.Xu3TT1PS 

creates  a  rather  pleasant  dilemma  when  deciding  which  Raffles  to  visit,  wouldn't  you  say?       Hotels  &c  Resorts 


Raffles  Hofel,  Singapore 


•  ince    188  7,    the    salutation    "See    you    at    Raffles" 
meant   quite    literally   that. 

Today,    however,    the    meeting    could    be   at   any 
of  our.  fa  bled    hotels. 


Raffles  Hotel  Le  Royal.  Phnom  Penh,  Cambodia 

Raffles  Grand  Hotel  d'Angkor.  Siem  Reap,  Cambodia 

Raffles  L'Ermitage  Beverly  Hills,  California 

Raffles  Hotel  Vier  Jafireszeiten,  Hamburg 


Raffles  Hotel,  Singapore 

Raffles  The  Plaza,  Singapore 

Le  Montreux  Palace,  Montreux 

Raffles  Resort  at  Canouan  Island,  The  Grenadines' 


Raffles  Resort  Bali  at  Jimbaran' 

Raffles  Resort  Mallorca  at  Colinas  d'Es  Trenc* 

Raffles  Resort  Bintan* 

Raffles  Resort  Phuket' 


*  Of*nimg  Simmer  2im. 


Information  and  reservations  at  www.raffles.com 


*  Under  d^'elopmrnt. 


Technology  |  Digital  Tools 


by  Stephen  Manes 


Thinking  Big 


Innovation  takes  a 

Big  Idea.  Turning 

it  Into  wonderful 

products  takes 

great  execution. 


WHAT  MARKS  THE  DIFFERENCE  BETWEEN  YET 
another  me-too  product  and  one  that  involves 
genuine  innovation?  Usually  it's  a  Big  Idea — 
sometimes  a  brand-new  concept,  sometimes  a 
digital  improvement  on  a  time-tested  theme. 
You  know  an  idea  is  Big  when  you  long  to  see  it  imitated  and 
refined.  Three  new  products  offer  welcome  Big  Ideas,  but  prove 
that  success  depends  on  smart  execution. 

GET  CLOSER.  Panasonic's  $600  Lumix  DMC-FZlO  digital  cam- 
era comes  with  an  idea  that's  literally  big:  a  Leica  lens  with  a 
12X  zoom  range.  The  widest  angle  is  much  like  what  you  get 
with  the  typical  3X  zoom;  the 
long  telephoto  effectively  brings 
you  four  times  closer,  letting 
you  home  in  on  your  subject. 

A  related  nice  touch:  Since 
long  lenses  are  hard  to  hold 
steady,  Panasonic  added  the 
sort  of  optical  image  stabiliza- 
tion proven  in  camcorders  and 
high-end  binoculars  but  rarely 
seen  in  still  cameras.  It  won't 

save  a  long-exposure  night  shot,  but  it  lets  you  skip  the  flash  in 
many  low-light  situations  and  keeps  telephoto  shots  crisp  even 
in  the  shade.  It  doesn't  work  perfectly  in  every  situation,  but 
you  can  verify  its  effectiveness  by  reviewing  your  shots  on  the 
LCD  screen. 

Make  that  "screens,"  thanks  to  another  handy  Big-Idea- 
related  feature.  Instead  of  the  typical  optical  zoom  viewfinder 
doomed  to  distortion  and  inaccuracy,  Panasonic  opts  for  an 
LCD  viewfinder  similar  to  the  ones  found  on  camcorders. 
Switch  from  autofocus  to  manual  and  the  screen  can  temporar- 
ily enlarge  the  center  of  the  image  for  a  closer  look  while  you 
twist  the  lens  barrel. 

The  package  has  the  look  and  heft  of  a  modern  SLR.  The  big 
lens  and  4-megapixel  resolution  deliver  fine  picture  quality. 
Though  the  autofocus  occasionally  gets  fooled,  shutter  response 
is  reasonably  quick.  You  can  fire  off"  three  pictures  in  about  five 
seconds  on  your  own  or  go  for  an  automatic  burst  mode  that 
grabs  fivo  .hots  in  about  t  vcseconds.  A  removable  lens  hood 
minimize,  flare  outdoors. 

Special  '  inncs  include  a  \idf:..  .v.H.le  that  produces  better- 
ihan-avci  .(L,-  iuw  re>  Quicktime  fiies  with  buzzy  audio.  A  macro 
close-up  n;.,de  lets  ,i  get  as  clo.s^  5  centimeters  from  your 
subject  at  the  wide^I  angle,  vith  inevi.  Me  distortion;  the  clos- 
est focus  when  zoomed  to  full  telephou,^  is  about  6  feet  at  the 


lens'  maximum  aperture. 

This  camera  won't  fit  i 
your  pocket,  but  it  lets  you  g 
close  to  your  subjects  withoi 
sticking  the  camera  in  the 
noses,  beaks  or  snouts.  An 
your  photos  stand  a  chance 
looking  sharp  even  if  you' 
quaking  in  your  boots. 

TRIM  THE  TAPE.  The  Big  Id. 

behind  Panasonic's  $900  D-sn< 
SV-AVlOO  camcorder  is  recording  TV-quality  video  directly  on 
tiny  Secure  Digital  memory  cards.  Eliminating  the  mechanic 
baggage  of  tapes  and  discs  makes  the  D-snap  smaller  tha 
anything  else  on  the  market,  no  bigger  than  a  couple  of  decl 
of  cards — though  Sony's  tape-based  DCR-IPl  is  only  a  trifi 
larger. 

Like  most  camcorders  nowadays,  this  one  doubles  as  a  lou 
still  camera;  grainy  640x480  shots  are  the  best  it  can  deliver, 
also  has  an  MPEG-4  mode  that  produces  highly  compresse 
smeary  small-screen  video  with  wildly  out-of-synch  audio. 


Panasonic  Lumix  DMC-FZIO 
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omenow,  we've  taKen 


>eries— one  of  the  world's  most  agile 
ports  sedans-and  made  it  an  even  more  willing  dance  partner.  Thanks 
y  our  exhilarating  new  Active  Steering**  and  a  potent  new  V-8**with 
evolutionary  Valvetronic  technology,  the  new  5  is  even  more  responsive.  Visit 
our  BMW  center  or  bmwusa.com.  The  road  is  open.  And  yours  for  the  taking. 


The  New 
BMW  5  Series 

from  $39,995* 


bmwusa.com 
1-800-334-4BMW 


m 


The  Ultimate 
Driving  IVlachine* 


Take  the  corner. 
But  please,  leave  a  little  for  the  others. 


tl 
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But  its  raison  d'etre  is  MPEG-2  video,  which  even  on  a  big  TV 
screen  looks  as  good  as  what  you  get  from  many  tape-based 
camcorders.  Thanks  to  random-access  memory,  you  don't  have 
to  wind  tape  back  and  forth  to  jump  to  the  scene  you  want — 
just  wait  a  bit  for  the  camera  to  produce  a  series  of  first-frame 
thumbnails.  In  theory,  transferring  video  from  the  chip  to  a  PC 
should  be  much  faster  than  the  real-time  wait  for  tape,  though 
in  practice,  downloading  via  the  D-snap's  USB  cable  and  soft- 
ware doesn't  save  much  time. 

Big  downside:  The  D-snap  can  record  just  ten  minutes  of 
top-quaUty  full-screen  video  on  a  512-megabyte  SD  card.  One 
comes  with  the  camera;  additional  cards  cost  more  than  $150 


I 


each.  At  that  rate,  you'd  go  broke  trying  to  record  something 
like  a  wedding  without  an  assistant  to  transfer  the  data  to  a 
computer.  And  since  the  price  forces  you  to  keep  erasing  and 
reusing  the  memory  cards,  you'd  also  have  to  figure  out  how  to 
keep  track  of  gigabytes  of  data  and  maintain  the  originals.  Tape 
makes  more  sense:  A  one-hour  MiniDV  tape  costs  about  $4, 
cheap  enough  to  serve  as  its  own  backup. 

Unlike  MiniDV,  MPEG-2  video  is  hard  to  edit.  Panasonic's 
rudimentary  software  doesn't  so  much  as  let  you  combine  two 
shots  into  a  single  scene.  And  the  camera  produces  files  whose 
names  are  unitcognizable  to  most  third-party  programs, 
:  •  ■  -h  V^indows  I  li'dia  Player  can  open  them  after  momentary 
beiv..  ''emcnt. 

Tl;  D-snap's  shat,.  >^  •. ,  n  ! ,  tough  to  read  in  bright  day- 
light, b  vithout  a  viewfinder,  it's  ali  you've  got.  Also  missing: 
an  offsc  ;  indicator  that  tells  you  when  /ou're  recording.  And 
some  o\  ag;  i  designer  mounted  the  I'atKtion  buttons  at  a  45- 
degree  c  gle  ,  the  body,  makng  it  '  impossible  to 
rem^   ibei  whic , ,  one  is  \  here. 

Io>  1.  as  digital  ca  nu  -is  are  killing  film,  solid  state  chips  may 
event'  dly  replace  ta  based  systems.  But  they'll  l^^i^  T 
have  to  get  a  lot  bigg^    theaper  and  more  capa-  I  ?|ftf  JOrPCS 


cious,  and  that  won't  happen  soon.  The  D-Snap's  Idea  is  indeed 
a  Big  one;  it's  just  several  years  too  early. 

WHACK  THE  WIRES.  The  Big  Idea  behind  Sony's  new  $1,600 
Vaio  PCV-VIOOG  desktop  computer  is  in  what's  missing:  wires. 
The  guts  of  the  unit  sit  behind  the  15-inch  LCD  screen  and 
speakers,  but  unlike  similar  integrated  designs  such  as  Apple's 
iMac,  the  mouse  and  keyboard  are  wireless.  So  is  a  remote  con- 
trol that  lets  you  control  the  DVD  drive  and  built-in  TV  tuner.i 
That  means  the  whole  system  can  run  with  just  a  single  cable: 
the  power  cord. 

It  can,  but  then  it  won't  be  connected  to  anything  much — 

like,  say,  the  Internet.  Sony 
omitted  V^i-Fi,  though  you 
could  solve  that  problem 
with  a  PC  Card  thai 
wouldn't  sully  the  unit's  el- 
egant sleekness.  But  if  you 
plug  cables  into  the  Ether- 
net connector,  modem 
ports  or  TV  input,  the  ugly 
wires  stick  out  mockingly 
from  the  middle  of  the 
unit's  left  side  instead  of 
hiding  discreetly  in  bacL 
Apparently  the  designers 
left  town  before  the  engi- 
neers took  over. 

The  display  could  be 
bigger,  and  that's  not  its 
only  failing.  You  can  tilt  the 
screen  back  and  forth,  but 
you  can't  raise  it  at  all;  if  it's 
too  low  for  you,  the  elegant  box  will  have  to  live  atop  a  jury- 
rigged  pedestal. 

As  on  most  LCD  screens  not  specifically  designed  for  T\ 
(and  many  that  are),  the  picture  from  the  built-in  tuner  is  infe- 
rior to  what  you'd  see  on  the  cheapest  tube  TV.  But  DVDs  also 
look  extremely  grainy,  because  of  poor  screen  calibration.  You 
can  partially  remedy  that  problem  with  the  included  Adob 
Gamma  program,  if  you  happen  to  find  and  master  it. 

The  speakers  don't  sound  particularly  good;  noise  from 
fan  and  DVD/CD-RW  drive  don't  help.  Once  again  Sony  supplil 
an  annoying  "space-saving"  keyboard,  which  puts  the  arr 
keys  in  a  nonstandard  place  and  eliminates  dedicated  page 
and  page  down  keys. 

Sony  tosses  in  its  Giga  Pocket  recording  software,  which' 
like  TiVo  for  rocket  scientists  who  have  memorized  TV  Guii 
This  package  is  so  baffling  that  Sony  has  augmented  it  wil 
Microsoft's  far  more  user-friendly  Windows  XP  Media  Gen 
2004  Edition  on  some  of  its  machines — but  not  on  this  one. 
A  desktop  with  no  visible  wires  is  definitely  a  Big  Idea.  T< 
bad  Sony's  execution  here  makes  it  look  small. 


Stephen  Manes  (steve@cranky.coni)  was  cohost  of  Digital  Duo  and  has  been  covering 
technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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To  protect  your  patents  in  Detroit, 
get  a  clear  view  of  the  facts  in  Germany, 


As  rival  makers  of  rearview  mirrors  battled  over 
critical  patents  m  the  U.S.  and  Europe,  one  called  the 
'■"'^^  '  ' '■•  '-'J"l\i''  'I  ■■"  ':  Lawyers  from  our  Frankfurt, 
Chicago  and  Cleveland  offices  held  depositions  in  German  and 
English  and  coordinated  intensive  discovery  and  court 
proceedings  in  several  states  and  in  Frankfurt,  Munich  and 
Stuttgart.  The  result?'  A  business  solution  that  ended  the 
litigation  and  established  a  process  for  resolving  future  disputes. 


lONE 


® 


LEGAL  MINDS.  GLOBAL  INTELLIGENCE. 


2000  lawyers  in  29  locations.  One  firm  worldwide. 

www.jonesday.com 
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HOW  DO  I  KEEP  MY  EMPLOYEES  AND  OUR 
BOTTOM  LINE  HEALTHY?" 


cifiCare  is  your  Total  Solu 

We  understand  that  small  businesses  want  the  same  choices  and 
options  in  their  health  plan  that  large  businesses  get.  That's  why 
PacifiCare  offers  a  Total  Solution  that  makes  quality  health  care 
affordable%f  almost  any  size  business,  including  yours.  So  now 
you  can  offer  your  empto)^ees  the  health  plan  choices  they  want, 
all  frorh"<)he.;50urce,  and  all  Supported  by  a  dedicated  account 
team  that.'^vfcewitbyou  every  step  of  the  way.  That's  the 
PacifiCareTotal  Solution,  To  learn  more,  call  your  broker, 
or  PaclfiCart;.aUfi£t6-286-7501  today. 


PacifiCare  offers  many  extra  benefits  your 
employees  want: 

•  Life  Insurance 

•  Dental  and  vision  plans 

•  Prescription  drug  plans 

And  innovative  programs  that  offer  your  empKi 
extra  value  on  health  care  products  and  service 

•  PacifiCare  Perks^^' 

•  Women's  Health  Solutions^'^' 

•  Latino  Health  Solutions 


PacifiCare 

Caring  is  good.  Doing  something  is  ' 


PacifiCarC^proclu 

ar*  c>H«.'rc4  by  !'■ 
C  )lvlali6ma,"  Inc.," 
C^alifornia,  Inc.,^^ 
written  bv  Pacift 


■  of  rhe  fnllnwincT  PacifiCare  fomily  of  companies:  Health  plan  products  and  ^^ 

.....Care  of  Colorado,  Inc.,  PacifiCare  of  Nevada,  Inc.,  Pacific  . 

...... .^....^  w.   .exas.  Inc.,  PacifiCare  of  Wishingron,  Inc.,  PacifiCare  Behavioral  Hc.il 

■Company  of  Micronesia,  Inc.  Indemnity  insurance  products  offered  in  California  art  u 
lice  C^o^miy.  Indemnity  insurance  products  offered  in  Arizona,  Colorado,  Nevada,  Wiishin 
rwiitten  by  PacifiCare  Life  Assurance  Company.  Other  products  and  services  are  offered  by  i'atil 
loliitions.  Inc.,  and  PacifiCare  Behavioral  Health,  Inc.  PacifiCare"'  is  a  federally  registered  tradcm 
:c  Company.  Specific  health  care  coverage  (including  product  and  program  availability)  may  vary  by  nu 
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A  BRAVE  NEW  WORLD  OF 

WIRELESS 


WITH  QUALCOMM  LEADING 
THE  WAY,  WIRELESS  DATA 
IS  A  REALITY  TODAY  —  AND 
STILL  GROWING 


The  promise  of  wireless  data  — 
the  ability  to  have  untethered 
access  to  email,  media  and  data 
applications  anytime,  anywhere — 
was  long  anticipated,  but  little 
materialized.  Only  now  are  companies  and 
consumers  beginning  to  take  full  advantage 
of  the  true  promise  of  wireless  data 
connectivity  and  its  emerging  success,  born 
from  several  leading  companies' talented 
and  visionary  efforts.  QUALCOMM  is  one 
company  that  has  helped  drive  the  wireless 
data  vision  to  become  a  reality. 

Founded  in  1985  by  Dr.  Irwin  M.  Jacobs  and 
six  associates,  QUALCOMM  generated  GAAP 
revenues  of  $3  billion  in  fiscal  2002.  It  all  started 
with  the  development  of  Code  Division  Multiple 
Access  (CDMA)  technology.  CDMA  eventually 
supplanted  two  existing  technologies  as 
the  choice  for  the  leading  wireless  network 
operators  in  North  America  and  much  of  Asia 
and  Latin  America.  By  1999,  the  International 
Telecommunications  Union  had  selected 
CDMA  technology  as  the  basis  for  a  new 
standard  for  third-generation  (3G)  wireless 
voice  and  data  services.  Today,  CDMA 
services  have  more  than  164  million 
subscribers — a  numberthat  continues 
to  grow  with  ongoing  deployments  of 
3G  services.  Many  leading  wireless  operators 
around  the  globe  are  reaping  the  benefits 
of  commercial  3G  networks,  including 
greater  capacity  for  voice  traffic  and 
high-speed  wireless  data  capabilities. 

The  two  leading  3G  standards,  CDMA2000® 
and  WCDMA  (also  referred  to  as  UMTS), 
enable  wireless  operators  throughout 
the  world  to  upgrade  their  networks  with 
capabilities  that  far  surpass  what  was  possible 
with  the  various  2G  technologies.  Already, 
59  operators  serving  more  than  62  million 
subscribers  in  dozens  of  countries  worldwide 
offer  3G  services.  Additionally,  there's  an  even 
higher  speed  technology  known  as  CDMA2000 
IxEV-DO,  which  is  already  commercially 


deployed  in  Brazil,  South  Korea  and  the 
United  States.  This  "data  optimized" 
version  of  CDMA2000  offers  wireless 
data  and  Internet  connectivity  with  peak 
data  speeds  of  up  to  2.4  megabits  per 
second  and  average  rates  that  are 
comparable  to  DSL  or  cable  modems.  At 
these  speeds,  IxEV-DO  supports  a  host  of 
new  services  such  as  video  downloads, 
enabling  subscribers  to  take  advantage 
of  these  high-speed  services  from 
wherever  they  may  be  on  the  network. 

SUPERIOR  PRODUCTS, 
SUCCESSFUL  PARTNERS 

QUALCOMM  CDMA  Technologies  (QCT), 

a  primary  business  segment,  currently 
generates  over  half  of  the  company's 
revenue.  QCT  is  also  the  largest  provider 
of  3G  chipsets  and  software  technology 
inthe  world,  with  more  than  116  million 
CDMA2000  chipsets  and  one  billion  total 
chips  shipped.  QCT  supplies  more  than 
50  licensed  manufacturers  with  chips 
and  software  for  more  than  300 
commercial  3G  wireless  devices 
(including  phones,  PDAs  and  PC  cards 
that  give  computers  the  ability  to  connect 
anywhere),  partners  with  more  than  50 
3G  network  operators  around  the  globe, 
and  has  the  largest  CDMA  engineering 
team  in  the  wireless  industry. 

By  combining  advanced  engineering, 
a  complete  integrated  solution  and  a 
dynamic  business  model,  QCT  cultivates 
widespread  demand  for  its  products. 
This  growth  continues  to  increase,  driven 
by  consumer  demand  for  data-enabled 
36  services  and  applications  worldwide 
(SeeCh,mi). 

QCT  provides  complete  chipset 
so!u*iot>G,  including  supporting  system 
softwiiu ,  •  rtinq  arid  diagnostic  tools, 
and  the  La^jnchnad'"  soiution.  The 
Launchpaa  ruiti,  '^trMfjlestbe 
applications  neci.'r,'-  *'i  .;..^sr.a)fecl;iveiy 
develop  the  greatest  >,  >.  <  •.  j^/  o  feeiure- 
rich  3G  content  and  iJtfvices.  These 
complete  solutions  let  manutacturers 


BY  COMBINING  ADVANCED  Et^GINEERING,  A  COMPLETE 

INTEGRATED  SOLUTION  AND  A  DYNAMIC  BUSINESS  MODEL,  QCT 

CULTIVATES  WIDESPREAD  DEMAND  FOR  ITS  PRODUCTS. 


address  new  wireless  market  segments 
by  offering  ease  of  terminal  design  and 
development,  reduced  time  to  market  and 
more  features  at  lower  cost.  With  more 
devices  available  for  all  tiers  of  the 
market,  from  entry-level  voice  handsets 
to  high-end  multimedia  PDAs,  operators 
meet  the  varied  data-services  demands 


of  a  growing  and  increasingly 
sophisticated  wireless  community. 
In  addition  to  serving  the  market 
demand  for  data-enabled  devices  and 
services,  QCT  develops  solutions  for 
devices  thatfunction  across  technology 
standards.  QCT  bases  its  newest 
chipsets  on  the  radioOne™  direct 


QUALCOMM  CDMA  Technology:  Ouarterly  Chipset  Sales:  2001-2002 
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CHART  1 


I  QUALCOMM  Mobile  Station  Modem  (MSM)  chipset  shipments  in  millions 
QUALCOMM  3e  CDMA2000  1X  MSM  shipments  in  millions 


An  increasing  portion  of  the  strong  CDMA  growth  around  the  world  is  being  driven  by 
consumer  demand  for  third-generation  (3G)  devices  and  services- 


Partnership  expands  grovwtK  for  Sanyo 
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spite  two  years  of  stiff  competition,  Sanyo  has  increased  its  globall 
share.  By  employing  a  simple  and  clear  strategy — delivering  feature-rich, 
affordable  products  that  consumers  want — Sanyo 
is  expanding  its  global  presence. 

"We  have  improved  our  market  share  rapidly  by  listening 
to  our  customers'  needs,  "  says  Eiji  Kotobuki,  chief 
operations  officer  of  Sanyo's  Consumer  Corporate 
Group.  "We  then  work  closely  with  QUALCOMM  to 
ensure  that  the  final  product  meets  market  demand. 
We've  worked  with  QUALCOMM  for  more  than  five 
years,  and  the  strength  of  that  partnership,  combined 
with  our  carrier  relationships,  has  helped  cultivate  and 
expand  the  CDMA  market  throughout  Asia,  North 
America,  and  soon,  throughout  Europe." 

'Sanyo's  expanding  global  footprint  results  from  its  commitment  to  delivering 
on-tirne,  affordable  haridsets  that  support  advanced  multimedia  services,  suchj 
?    as  the  recently  introduced  SCP-8100  camera  phone,  a  CDMA2000  1X  phone 
f|    that  h.as  helped  Sanyo  establish  a  strong  position  in  the  U.S.  market.  Sanyo  is  ; 
fe    successful  in  its  home  Japanese  market,  as  well  as  in  emerging  CDMA  market^ 
«■  in  China,  Korea  and  other  Southeast  Asian  countries.  And  Sanyo  has  recently 
released  its  first  WCDMA  phone  to  the  Japanese  market,  the  V-SA701 .  and 
>A-ill  •^oon  market  WCDMA/GSM  dual-mode  handsets  in  Japan  and  Europe. 
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conversion  solution  that  enables 
production  of  cost-effective  handsets 
in  smaller  sizes  with  the  ability  to  support 
global  roaming,  offering  a  world  phone 
to  consumers. 

These  complete  chipset  solutions  are 
a  direct  result  of  collaboration  with 
customers  around  the  globe.  Working  in 
partnership  with  device  manufacturers 
and  operators  to  meet  the  needs  and 
demands  of  the  wireless  market  creates 
a  "win-win"  scenario  for  all  involved. 
This  collaboration  enables  more  device 
manufacturers  to  succeed  in  the 
marketplace — new  entrants  as  well  as 
established  companies,  seeking  to  offer 
even  more  compelling  wireless  devices. 


APPLICATIONS  RUNNING 

ON  THE  BREW"  PLATFORM 

CAN  BE  WRITTEN  IN 

VIRTUALLY  ANY 

PROGRAMMING  LANGUAGE, 

AND  BREW  IS  COMPATIBLE 

WITH  ALL  DEVICE 

OPERATING  SYSTEMS. 


COMPLETE  SOLUTION. 
RAPID  RETURNS 

QUALCOMM  Internet  Services  (QIS) 

offers  the  wireless  industry  a  complete 
solution  for  the  rapid  deployment  and 
monetization  of  wireless  data  applica- 
tions. This  is  accomplished  through  the 
BREW"  solution,  which  couples  appli- 
cations software  on  the  handset  with  a 
backend  Internet-based  business  system 
that  handles  distribution,  billing  and  pay- 
ment forthese  applications.  Applications 
running  on  the  Binary  Runtime  Environment 
for  Wireless  (BREW)  platform  can  be 
written  in  virtually  any  programming 
language,  and  BREW  is  compatible 
with  all  device  operating  systems. 

Already,  nine  wireless  operators  have 
deployed  data  application  services 
based  on  BREW:  ALLTEL,  MidWest 
Wireless,  U.S.  Cellular  and  Verizon 
Wireless  in  the  United  States;  China 
Unicom;  Korea  Telecom  Freetel  (KTF); 


KDDI  in  Japan;  Telstra  in  Australia; 
and  Vivo,  the  largest  wireless  operator 
in  Latin  America.  Significantly,  these 
operators  yield  greater  returns  from 
existing  subscribers  by  selling 
application-based  services. 

TRANSPORTING  BUSINESS  TO 
A  NEW  LEVEL  OF  PRODUCTIVITY 

QUALCOMM  Wireless  Business  Solutions 
(QWBS)  features  the  OmniTRACS™  mobile 
communications  system.  This  system 
provides  transportation  companies  with 
an  innovative  way  of  managing  logistics. 
As  fleet  management  solutions  have 
become  a  necessity  for  the  industry, 
QWBS  continues  to  expand  into  new 
mobile  markets  with  CDMA-based  digital 
wireless  solutions. 

The  recently  introduced  GlobalTRACS™ 
equipment  management  system  provides 
critical  operational  data  and  asset  tracking 
for  construction  equipment.  With  this 
system,  equipment  managers  integrate 
equipment  data  directly  into  the  leading 
business  systems,  improving  operational 
efficiency  and  reducing  costs.  QUALCOMM  s 
Network  Management  Center  processes 
more  than  7  niillion  transactions  each  day. 
As  of  July  2003,  QWBS  had  shipped  nearly 
480,000  mobile  systems  to  businesses  in 
39  countries  on  four  continents. 

THE  NEW  WORLD  GROWS 
EVEN  LARGER 

QUALCOMM's  vision  for  wireless  growth 
has  also  driven  the  growth  of  its  busi- 
nesses. By  taking  its  core  competencies 
and  expanding  on  them  to  address  market 
needs,  the  company  has  extended  its 
business  model.  The  dramatic  growth  of 
QUALCOMM's  patent  portfolio  spurred 
the  company  to  form  QUALCOMM 
Technology  Licensing  (QTL),  which  to 
date  holds  more  than  2,800  issued  and 
pending  patents.  In  addition,  to  address 
new  challenges  in  both  emerging  and 
established  markets,  the  company 
established  QUALCOMM  Digital  Media 


BREW-Powered  Get  It  Now" 
A  Wireless  Way  of  Life 


It  hasn't  taken  long  to  prove  that 
Americans  are  ready  to  lead  a 
wireless  way  of  life.  In  less  than 
a  year  since  launching  its  BREW- 
based  Get  It  Now  service,  Verizc 
Wireless  has  seen  the  popularff 
of  its  nationwide  wireless  data  ' 
offering  soar  Subscribers  have 
already  downloaded  more  than  12 
million  applications— from  games 
and  ring  tones  to  information  and 
communications  applications— 
directly  to  their  cell  phones. 

Get  It  Now  application  downloads 
now  number  more  than  2  million 
per  month,  and  the  company  has 
seen  a  significant  rise  in  aversge 
revenue  per  user  among  its  Get  ~~ 
Now  subscribers.  Wireless 
subscribers  are  beginning  to 
expect  more  than  just  the  ability 
to  make  voice  calls  from  their  cell 
phones,  and  with  QUALCOMM's 
BREW  solution.  Verizon  Wireless 
is  capitalizing  on  this  growing 
market. 

"Get  It  Now's  rapid  rate  of 
adoption  reflects  our  customers" 
zeal  to  use  their  wireless  devices 
for  more  than  voice."  said  John 
Stratton,  vice  president  and  chief 
marketing  officer  for  Verizon 
Wireless.  "While  many  people 
spend  their  free  time  playing 
games  and  having  fun  with  therr 
phones,  an  increasing  number  of 
our  custon^rers  rely  on  Get  It  Now 
downloads  to  be  efficient— they 
can  read  email  on  the  fly  or 
use  their  downtime  to  file  an 
expense  report." 

BRHW  enables  Verizon  Wireless 
subscribers,  with  just  a  few 
keypad  presses,  to  browse  dozens 
of  applications  on  their  phone 
arid  download  their  favorites  on 
demand — over  the  air.  virtually 
anytime,  anywhere.  They  can 
personalize  their  phones  to  fit 
their  lifestyle  and  needs,  it's  like 
having  a  retail  software  store  in 
.their,  hand— open  24/7. 


THE  COMPANY  IS  HARD  AT  WORK  DEVELOPING  INNOVATIONS 

THAT  ADD  GREATER  VALUE  TO  3G  NETWORKS, 

DEVICES  AND  APPLICATIONS  AROUND  THE  GLOBE. 


QUALCOMM  Digital  Cinema:  The  devel- 
opment of  technologies  by  QUALCOMM 
Digital  Cinema  is  an  extension  of 
QUALCOMM's  commitmentto  providing 
useful  new  solutions  for  evolving  industries 
and  the  U.S.  government.  QUALCOMM 
Digital  Media  worked  with  the  motion 
picture  industry  to  develop  a  digital 
alternative  to  the  century-old  method  of 
using  film  for  the  distribution  of  motion 


The  Sound  of  Synergy 


BOSE  Corporation  is  just  one  of  the  many  companies  that  depend  on  QWBS  ?^| 
solutions  to  track  exactly  where  its  fleet  of  trucks  is  and  how  each  delivery  is 
proceeding.  The  company,  headquartered  in  Framingham,  Mass.,  manufactures 
high-end  audio  products,  resulting  in  very  stringent  transportation  requirements. 

BOSE  corporate  logistics  manager,  Paul  Tagliamonte,  sees  the  benefits  every  day. 
"BOSE  needed  to  acquire  a  fleet  management  solution  that  could  help  our 
company  have  better  supply  chain  visibility,"  says  Tagliamonte.  "As  a  supplier  to 
the  automotive  industry  as  well  as  audio  consumers,  precision  delivery  required 
that  we  manage  deliveries  with  up-to-date  information  on  where  our  trucks  and 
loads  were  in  real  time.  We  knew  we  needed  a  company  with  that  same  caliber 
of  efficiency  and  customer  service. 

"QUALCOMM  enabled  BOSE  to  have  the  necessary  information  for  supply  chain 
management,"  Tagliamonte  concludes.  "Their  solution  provides  operating 
efficiencies  from  the  manufacturing,  to  retail,  to  our  role  as  an  OEM  supplier 
of  vehicle  sound  systems." 


(QDM),  which  includes  the  Digital  Cinema 
and  Government  Systems  groups. 
Both  use  the  security  and  stability  of 
QUALCOMM's  encryption  and  compression 
technology  in  new  and  exciting  ways. 

QUALCOMM  Technology  Licensing 
(QTL):  QUALCOMM  has  a  comprehensive 
portfolio  of  CDMA  patents,  providing  a 
strong  asset  base  for  the  company.  QTL 
generates  revenue  by  licensing  CDMA 
technologies  in  return  for,  among  other 
considerations,  license  fees  and  ongoing 
royalties  based  on  worldwide  sales  from 
iicensee.s  that  design,  manufacture  and 
sell  products  incorporating  CDMA  technol- 
ogy. In  the  fiscal  year  2002,  QTL  revenues 
comprised  approximately  28  percent  of 
total  consolidated  GAAP  revenues  for 
QUALCOMM.  Through  the  efforts  of  QTL, 
QUALCOMM  has  licensed  its  essentie! 
CDMA  patent  portfolio  to  more  than  1  i'j 
telecomiuunicsticisseciuipment  aril  consu- 
mer electronics  manufacturers  wuririwide. 


pictures  and  other  cinema  programs  to 
theaters.  QDM's  combined  expertise  in 
digital  image  compression,  electronic 
security,  digital  transmission  and  network 
managementtechnologies  applies  specif- 
ically to  the  business  methods  of  cinema 
distribution  and  resulted  in  the  develop- 
ment of  a  commercial  digital  cinema 
network  now  delivering  pristine-quality 
digital  presentations  to  theaters  around 
the  United  States. 

Government  Systems:  This  group's 
wireless  terrestrial  and  satellite 
communications  technology  supports 
U.S.  government  departments  such  as 
Defense,  Justice  and  Homeland  Security. 
QUALCOMM  is  dedicated  to  working  with 
federal,  state  and  local  entities  to  develop 
specialized  capabilities  as  well  as  lever- 
age the  advances  in  commercial  wireless 
technology  for  the  government's  needs. 
With  Its  secure,  unparalleled  voice  and 
data  capabilities,  CDMA  is  a  natural  fit 


for  government  applications.  A  prime 
example  is  QUALCOMM's  development 
of  a  secure  CDMA  wireless  device  certified 
fortop-secret  communications,  which 
enables  total  end-to-end  security  for 
government  agencies. 

Future  enhancements  for  secure 
communications  will  include  a 
CDMA2000 IX  chipset  that  allows  secure 
Internet  transmissions,  applications  for 
the  BREW  platform  and  gpsOne™  position 
location  technology,  to  offer  even  greater 
benefits.  QUALCOMM  Digital  Media  also 
provides  the  U.S.  government  with  existing 
products  tailored  for  its  use.  The  U.S.  Army  i 
currently  uses  QUALCOMM's  OmniTRACS 
system  to  track  logistics  vehicles 
throughout  Europe  and  the  Balkans. 
QUALCOMM  continues  to  anticipate 
and  service  the  government's  need  for 
secure,  reliable  wireless  solutions. 

3G  AND  BEYOND 

QUALCOMM  places  a  high  priority 
on  innovation  and  continues  to  build 
upon  its  wireless  technology  roadmap 
to  the  future.  The  company  is  hard  at 
work  developing  innovations  that  add 
greater  value  to  3G  networks,  devices 
and  applications  around  the  globe. 
This  broad  scope  includes  everything 
from  new  enhancements  for  CDMA2000 
IxEV-DQ  networks,  to  the  complete 
integration  of  multimedia  and  location- 
based  services,  to  enabling  a  broad 
array  of  downloadable  applications  for 
mobile  devices.  Industry  analysts  are 
convinced  that  it's  a  matter  of  when, 
not  if,  wireless  data  will  become  an 
integral  part  of  our  everyday  lives. 
For  tens  of  millions  of  3G  users  around 
the  world,  that  prediction  has  already 
become  a  reality. 


www.qualcomm.com 
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ISchmaltz  Appeal 

he  magazine  business  is  in  a  funk,  but  that  didn't  stop  young  MIGNONNE  WRIGHT 
cm  spotting  a  wide-open  market  segment  I  by  monte  burke 
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who  can  publish  the  raciest  cover  photo  or 
give  the  most  advice  about  orgasms, 
Wright  would  celebrate  small-town  life  the 
way  Norman  Rockwell  did.  She  would 
publish  features  on  block  parties,  balloon 
rides  and  blues  festivals. 

Wright,  a  Memphis 
resident,  believed  pas- 
sionately in  the  con- 
cept, but  even  she 
was  amazed  when 
Wal-Mart,  the  nation's 
largest  retailer,  sum- 
moned her  to  its  head- 
quarters. The  next  day 
Wright  and  her  busi- 
ness partner,  Jill  Singer, 
took  turns  reading 
aloud  from  Made  in 
America,  Sam  Walton's 
autobiography,  during 
the  five-hour  drive  to 
BentonviUe,  Ark. 

Wright,  29,  was  en- 
couraged by  Walton's 
suggestion  that  entre- 
preneurs should  ignore 
naysayers.  She  had  encountered  plenty  in 
talking  up  her  vision  of  a  squeaky-clean 
magazine.  But  Wright's  confidence  wilted 
when  she  got  to  Wal-Mart's  reception  area. 
It  was  crowded  with  sUck  sales  reps  in  ex- 
pensive, crisp  suits.  They  had  impressive- 
looking  presentation  boxes  filled  with  sam- 
ple products.  "All  I  had  was  a  folder  that 
contained  seven  sheets  of  paper,"  recalls 
Wright. 

The  proposal  was  enough  to  sell  Wal- 
Mart.  In  American  Magazine,  Wal-Mart 
recognized  a  perfect  vehicle  to  promote 
old-fashioned  family  values.  It  would  also 
fill  some  gaps  on  its  newsstands.  The  re- 
tailer yanked  three  rambunctious  men's 
magazines — Maxim,  Stujf  and  FHM — fi-om 
stores  this  year.  It  has  also  started  putting 
plastic  shields  over  some  of  the  provoca- 
tive cover  images  found  on  Cosmopolitan, 
Redbook  ai  'fl  Mtrie  Claire. 

Within  half  an  hour  of  meeting  Wright 
and  her  sidekick,  Wal-Mart  agreed  to  put 
20,000  copies  ofAmera-?,  Magazine  in  .500 
stores.  /\jid  il  wanted  tlic  ;u st  issue  fri.st — in 
less  thati  two  months.  Wright  scrambled  to 
put  it  together  in  18  days.  The  result  looked 
like  a  rush  )ol>;  The  cover  was  a  hodge- 
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podge  that  included  a  bowl  of  dog  food,  a 
picnic  basket  and  gardening  gadgets.  At 
least  there  was  no  scantily  clad  vixen. 

The  editorial  content  in  the  112-page 
issue  was  made  up  of  the  kind  of  short,  up- 
lifting contributions  from  real  people  that 

§' By  the  Numbers 

Real  Simple 

The  folksy  content  of  American  Magazine,  launched  during  a  dark 
period  for  U.S.  publishing,  sets  it  apart  from  rival  women's  offerings.  It  is 
also  helping  the  magazine  attract  distributors,  marketers  and  readers. 


-J        > — r  MAGAZINE 


1  cup  The  amount  of  freshly  fallen  snow  needed  to  make  snow  ice  cream, 
as  described  in  a  recipe  in  the  current  issue  oi  American  Magazine. 

^CiUU  The  maximum  that  American  Magazine 
contributors — mostly  amateur  scribes — receive 
for  their  submissions. 

JLU  w  Age  of  the  oldest  American  Magazine  contrib- 
utor. Flora  Collins,  who  wrote  about  how  she  met 
her  husband.  The  youngest  contributor  was  4. 

VOyUUU  Cost  of  a  hiU-page,  four-color  ad. 

$11.8  bllllOII  The  amount  U.S.  marketers  will 

shell  out  for  magazine  ads  in  2003,  a  7%  increase. 
Sources;  American  Magazine;  Universal  McCann. 


vanished  during  one  of  the  worstrcver  pei 

ods  for  advertising.  But  even  as  those  pu 

-lications  folded,  American  Magazine  w 

collecting  money  fi-om  Bayer,  Levi  Strau; 

GlaxoSmithKline,  Hampton  Inn,  Sing 

Sewing  Co.,  UPS  and  others.  Collective 

they  will  give  the  upst? 

bimonthly,  with  35 

pages  in  its  current  1 1 

page  issue,  $1.8  mUlic 

in  revenue  before  agen 

and  frequency  discour 

this  year.  With  a  ra 

base  of  100,000, 

magazine's    cost 

thousand  for  a  color 

(again,    before    di 

counts)  is  $80.  At  77n 


made  the  series  of  books  based  on 
Chicken  Soup  for  the  Soul  a  success.  One 
American  Magazine  contributor  chronicled 
her  battle  with  breast  cancer.  Another 
penned  a  piece  about  waiting  for  the  birth 
of  her  first  child.  It  was  a  hit,  as  magazine 
launches  go.  Wal-Mart  sold  35%  of  the 
copies  it  put  out. 

The  endorsement  by  Wal-Mart,  re- 
sponsible for  15%  of  all  U.S.  single-copy 
magazine  sales,  helped  Wright  attract  other 
distributors,  including  Curtis  Circulation, 
Kroger  supermarkets  and  Barnes  &  Noble 
bookstores.  Now  the  $4  American  Maga- 
zine is  offered  in  15,000  stores  in  50  states. 
Its  best  sales  are  in  the  Midwest  and  the 
Southeast.  "In  President  Bush's  red  states 
there's  an  appreciation  for  people  like 
Donny  Osmond,"  says  Steven  Cohn,  edi- 
tor of  Media  Industry  Newsletter  in  New 
York.  Osmond,  the  Mormon  entertainer 
who  got  his  start  singing  with  the  Osmond 
Brothers,  graces  the  cover  of  the  Novem- 
ber/December 2003  issue. 

Among  advertisers  there's  an  apprecia- 
tion for  a  magazuie  with  a  small-town  flavor 
and  a  big-time  reach.  Well-established  titles 
like  Worth,  Working  Woman  and  Rosie  have 


the  CPM  is  $60. 

Media  buyers  we 
initially  skeptical, 
thought,  'Who  is  tl 
backwoods  girl?' 
calls  Karen  Vanov 
print  media  buyer 
OMD  in  Chicago, 
her  first  meeting  wi 
Wright.  Now  Vano\ 
buys  ad  space  in  the  magazine  for  St; 
Farm  Insurance.  "It's  much  better  for 
than  something  brash  and  controversia 
says  she.  "It's  hokey.  But  hokey  is  goo( 
The  message  isn't  for  everyone.  Americ 
Magazine  bombed  in  Los  Angeles  a: 
Miami,  where  it's  no  longer  available. 

Wright,  a  never-married  mother  of  tv 
says  the  $5  million  she  raised  from  frien 
family  and  other  investors  (she  kept  a  4; 
stake)  will  keep  her  afloat  until  2006.  T 
plan  is  to  reach  break-even  before  th( 
There  are  challenges,  among  them,  Ame 
can  Magazine's  cozy  alliance  with  Wal-M 
is  as  problematic  as  it  is  helpfijl.  The  retai 
is  squashing  small  businesses  and,  thus,  1 
small-town  life  the  magazine  champion 
American  Magazine  needs  its  own  id( 
tity  so  that  any  backlash  against  the  retai 
doesn't  doom  the  publication.  Wrij 
wants  to  distance  herself  from  Wal-M< 
for  example,  by  building  the  subscript! 
list,  now  at  72,000.  And  she  refused  to 
photographed  in  a  Wal-Mart  store.  "1 
impression  is  if  it  hadn't  been  for  them, 
would  never  have  made  it,"  she  says.  "Fn 
a  marketing  standpoint,  that's  hurt  us." 
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N  EXTRAORDINARY  MERGER  OFRgATNg^NTVgg^jy^ 
THE  NEW  FALCON  900KX  "EASv- 


J 


Sake  the  technology  that  lets  a 
J  fighter  pilot  think  and  act  like 
'lightning  at  Mach  2. 
^    Put  it  at  the  fingertips  of  an  experienced  ■ 
business  jet  pibt  and  what  do  you  have? 
^  Just  me  of  the  advantages  of  the  900EX.  Its 
EASy flight  deck  is  a  breakthmigh  Never  beforv 
/pibt  amdphne  worked  together  so  seamlessly 
Never  before  has  information  been  so  clearly 


displayed  and  easily  used  for  safety  and  ei 
—freeing pibts  to  do  what  they  do  best  Which  is^to 
fly  you,  wfiere  and  when  you  need  to  go 

Into  oM  out  of  even  difficult  airports.  And  off  to 
destinations  4,5(X)  miles  away 

All  in  ttie  hushed  comfort  that  is  the  trademark  of 
the  widebody  Falcon  900EX—  the  smartest  business 
jet  in  the  sky  And  surely  one  of  the  smartest  business 
decisions  you  can  make,  wwwfwcoryet.com 
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Entxeiirenmim 


HE  POWER  OF 
ihtul  thinking  is  on  dis- 
y  in  the  office  of  Robert 
ce,  chairman  of  Research 
)ntiers.  Surrounding  his 
ik  are  piaures  not  of  his 
lilv  but  of  Thomas  Edi- 
1,  Neil  Armstrong  and 
Isaac  Newton — inspira- 
1  for  a  38-year-old  pub- 
company  that  claims  to 
pearheading  one  of  his- 
y's  biggest  revolutions  in 
is.  Alas,  it  has  yet  to  earn 

ime.  Be  patient,  urges  Saxe,  68.  "When  Bill  Gates  started 
:rosoft,  I'm  sure  he  struggled  along  for  a  while,"  he  says. 
Not  quite  as  long  as  Saxe  has  in  developing  something 
ed  SmartGlass,  which  changes  from  dark  blue  to  almost 
ir  with  the  turn  of  a  knob.  A  1960  Harvard  Business  School 
d  who  did  market  research  for  Corning  Glass  Works,  Saxe  in 
early  1960s  sank  $168,000  into  the  rights  for  light-valve 
mology,  a  method  of  controlling  the  amount  of  light  com- 
thrpugh  glass,  only  to  learn  that  the  technology  had  already 


been  patented  by  Polaroid  Corp.  founder  Edwin  Land  in  the 
1930s.  That  didn't  stop  Saxe.  In  1965  he  founded  Research 
Frontiers  to  exploit  a  related  expired  patent  of  Land's. 

There's  a  tale  that  goes  with  this  invention,  as  good  as  New- 
ton's apple.  Supposedly  the  science  started  in  the  1850s  when, 
in  the  lab  of  an  English  scientist,  a  dog  that  had  been  fed  qui- 
nine bisulfate  for  an  upset  stomach  urinated  on  a  tray.  The  sci- 
entist dropped  iodine  into  the  tray,  forming  crystals  that 
absorbed  light.  SmartGlass  involves  two  panes  sandwiching  a 
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film  containing  minuscule  liquid 
droplets  of  these  light-absorbing  poly- 
iodide  crystals.  When  an  electric  poten- 
tial of  50  volts  is  applied  across  the  film, 
the  particles  line  up  and  the  glass  turns 
transparent.  Without  juice  the  particles 
scatter  randomly  and  the  glass  remains  a 
deep  blue. 

What  would  you  do  with  glass  that 
changes  color?  Glaze  a  building  and 
make  the  glass  transparent  in  the  win- 
tertime, opaque  in  the  summer.  Sup- 
posedly the  energy-saving  potential 
would  be  in  the  billions  of  dollars,  if 
every  building  in  the  country  used  it. 
Lest  you  get  carried  away  with  the 
thought,  though,  note  that  there  are 
simpler  kinds  of  glass — coated  glass, 
that  is — that  also  save  on  heating  or 
cooling  bills. 

Saxe  envisions  other  applications  for 
his  electrified  glass — eyeglasses,  tinted 
car  windows,  ski  goggles.  But  here  there 
is  a  technical  problem.  To  be  see-through 
SmartGlass  needs  a  constant  flow  of 
electricity,  which  trickles  through  at  a 
rate  of  1  milliampere  per  square  foot.  If  a 
car  stalls,  the  windows  go  dark.  Heaven 
help  the  slalom  racer  if  his  goggle  battery 
runs  dry.  Other  drawbacks:  SmartGlass 
doesn't  block  heat  any  more  than  low- 
emissivity  glass,  has  a  blue  hue  even  in  its 
transparent  state  and  costs  upwards  of 
$100  per  square  foot,  20  to  30  times  the 
price  of  plain  old  windowpane  glass. 

Saxe  has  stubbornly  resisted  submit- 
ting SmartGlass  to  industry  standards 
tests  and  hasn't  applied  for  government 
funding.  Such  testing,  as  well  as  major 
improvements,  are  left  to  Research  Fron- 
tiers' licensees.  Not  everyone  is 
impressed  with  SmartGlass.  "I  don't 
think  the  quality's  good  enough  for  me 
to  be  able  to  sell  it,"  says  Joel  Cothery, 
president  of  Reid  Glass,  a  Southfield, 
Mich,  glass  fabricator  and  installer.  He 
says  the  smart  stuff  is  never  as  clear  as 
ordinary  glass.  Of  the  current  27  licenses, 
several,  including  (Uncial  Electric's,  are 
dormant.  Saxe's  ow  ehavior  isn't  a 
ringing  endorsement:  .1^  doesn't  have 
SmartGlass  windows  in»'  i:led  in  his 
Woodbury,  N.Y.  office  (ht  ^.,''v  he's 
negotiated  for  them  in  his  new  i  i-  ;  or 
his  New  York  City  apartment  (h         s 


there's  been  a  delay  getting  the  glass). 

A  starvation  diet  for  R&D  doesn't 
help.  Last  year  the  company  spent  $1.9 
million  on  research,  compared  with 
overhead  of  $2.6  million;  in  2001  Jt 
invested  $2.2  million  in  R&D  and  $3.1 
million  in  payroll,  marketing,  p.r.  and 
patent  and  insurance  expenses — 45%  of 
which  went  to  pay  the  salaries  and 
bonuses  of  Saxe  and  President  Joseph  M. 
Harary  alone. 

For  the  six  months  ended  June  30 
Research  lost  $2.4  million  on  licensing 
revenues  of  $149,000.  To  put  that  in  per- 
spective, consider  the  financial  history  of 
the  company  since  it  went  public  in 

"When  Bill  Gates 
started  Microsoft, 
I'M  SURE  HE 
STRUGGLED  ALONG 


1986:  It  has  lost  a  cumulative  $41.7  mil- 
lion on  licensing  fees  of  $3.7  million. 
During  that  time  Saxe  has  collected  $5.3 
million  in  compensation,  plus  options. 

If  the  company  isn't  selling  glass,  it  is 
at  least  adept  at  selling  shares.  In  two 
public  offerings  and  two  private  place- 
ments, it  has  raised  $47  million.  Saxe  still 
owns  12%  of  Research  Frontiers,  worth  a 
recent  $15.7  million,  and  has  options  to 
buy  another  8%;  other  insiders  hold  7%. 
Certainly  the  insiders  are  motivated  to 
keep  their  eyes  on  the  share  price. 
Bonuses,  until  recently,  were  tied  to  mar- 
ket capitalization  and  stock  movement 
over  six-month  intervals. 

A  tricky  business,  keeping  that  share 
price  high  when  a  company  has  no  rev- 
enues worth  mentioning  and  is  ener- 
getically selling  shares.  Since  1998  Re- 
search Frontiers  has  sold  $25  million 
worth  of  new  shares  to  a  privately  held 
offshore  manager  called  Ailouros  Ltd. 
Ailouros  is  a  London-based  firm  incor- 
porated in  Antigua  and  Barbuda  and 
run  by  a  Canadian  named  Michael  Katz. 
Ailouros  was  granted  a  three-month 
window  in  which  to  buy  the  shares  at  an 


8%  discount  to  the  seven-day-averag 
trading  price,  or  a  floor  price  set  by  Re 
search  Frontiers.  As  part  of  the  agree 
ment  Research  Frontiers  can  sell  a 
many  as  2.3  million  shares  to  Ailourc 
through  the  end  of  2003.  So  far  it  ha 
sold  1.9  million,  or  15%  of  its  12.5  mil 
lion  shares  outstanding.  Ailouros,  i 
turn,  sells  on  the  open  market  some  c 
what  it  buys;  it  has  agreed  to  keep  il 
stake  below  10%. 

And  who  has  been  buying?  Researc 
Frontiers,  which  has  purchased  an 
retired  820,306  shares — 43%  of  the  tot; 
it  sold  to  Ailouros.  It  has  bought  them  i 
the  open  market,  at  an  average  pric 
higher  than  it  sold  them  for.  Last  year,  fc 
example.  Research  Frontiers  sold  253, 5C 
shares  at  an  average  price  of  $10.76  bi 
bought  190,441  shares  at  an  averag 
price  of  $12.36.  In  2001  it  sold  359,0C 
shares  for  an  average  price  of  $17.35  an 
bought  407,065  for  $20. 

Selling  low  and  buying  high  seen 
to  indicate  either  extraordinarily  ba 
judgment — or  an  effort  to  firm  the  stoc 
price.  "Buying  what  you're  selling  du: 
ing  a  distribution  has  a  strong  tendenc 
to  artificially  inflate  the  price,"  says  Cc 
lumbia  Law  School  securities  expe 
John  Coffee.  That's  why  there  ai 
rules — Regulation  M — governing  su( 
behavior.  Research  Frontiers  strenuous 
denies  that  it  was  manipulating  the  stoc 
or  buying  shares  improperly,  becau. 
the  period  of  distribution  is  spread  oi 
over  five  years.  It  has  been  redeemir 
stock  because,  Harary  insists,  it  was 
good  value  and  reduced  dilutio 
"Ailouros  is  doing  what  they're  doing 
he  says.  "We  have  no  knowledge  of : 
It's  their  business." 

Saxe  explains  it  this  way:  Shot 
sellers,  he  says,  were  depressing  the  std 
price  at  the  time  the  new  shares  we 
issued.  Saxe  speaks  with  particul 
venom  about  short-seller  Manuel  Ase 
sio,  who  is  not  shy  in  critiquing  stocks  1 
rates  overpriced.  Whatever  the  cas 
Research  Frontiers  hasn't  bought  ba^ 
any  stock  this  year,  though  Saxe  and  1 
directors  have  been  active  buyers,  acqu: 
ing  98,146  shares.  Wlio  knows,  they  m 
even  believe  that  a  fount  of  profitabili 
lies  around  the  corner. 
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SAS  and  Forbes 

Partnering  in  Leadersliip 
For  more  information  go  to: 
www.sas.com/sasandforbes 


SAS,  the  leader  in  business  intelligence  software,  challenges. 


tedict  outcomes  with  confidence. 
Or  become  yesterday's  news. 
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ENTERPRISE  intelligence 

SUPPLIER  INTELLIGENCE 

iNIZATIONAL  intelligence 

CUSTOMER  intelligence 

ELLIGENCE  architecture 
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Why  do  forward-looking  companies,  including  94%  of  the  FORTUNE  Global  500^  rely  on 
SAS?  Because  our  software  provides  the  complete  vision  to  learn  from  the  past,  monitor  and 
communicate  the  present,  and  gain  insight  into  the  ftiture.  SAS*  lets  you  predict  customer 
behavior  instead  of  just  reacting  to  it.  Anticipate  supplier  risk  instead  of  just  projecting 
spend.  And  foresee  change  rather  than  second-guessing  outcomes.  To  find  out  how  SAS  can 
help  you  control  costs,  drive  revenue  and  achieve  capital  efficiency,  visit  our  Web  site.  Or 
call  us  toll  free  1  866  270  5737. 

WWW. sas. com/predict 


The  Power  to  Know,, 


5saa 


S.San.a.lo..^^.^e,n.p.^^.__^ 


Advertising  Federation.  The  ALTOIDS  trade  dress  is  used  with  the  express  written  permission  of  Kraft  Foods  North  America,  Inc.,  the  US. 
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I^^candy  and  mints,  and  Kraft  Foods  UK,  Ltd.,  the  trademark  owner.  The  AAF  thanks  Kraft  Foods,  inc.  for  their  su 
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Invented  in  1780. 

Properly  marketed  215  years  later. 


Advertising.  The  way  great  brands  get  to  be  great  brands!" 
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Golden  Opportunity? 

A  pair  of  Internet  millionaires  hope  to  strike  it  rich 
with  the  aging  casino  that  made  Steve  Wynn  famous. 

BY  DOROTHY  POMERANTZ 


Gambling  men:  Thomas  Breitling  and  Timothy  Poster  are  letting  their  $50  million  ride. 


REVIVALS  OF  ANY  SORT— FROM  WHITE 
Castle  hamburgers  to  the  Ford  T- 
Bird — carry  a  high  risk.  So  what 
were  Timothy  Poster  and  Thomas  Bre- 
itling thinking  when  they  recently  agreed 
to  pay  $215  million  for  the  Golden 
Nugget,  the  oldest  continually  operating 
casino  in  Las  Vegas?  (The  price  included  a 
sister  establishment  in  downscalc  Laugh- 
lin,  Nev.)  "There's  a  cachet  and  a  history 
behind  this  property,"  says  Poster,  a  chain- 
smoker  with  a  baby  face.  And  when  peo- 
ple realize  they're  going  to  get  tre.itcd  bet- 
ter here  than  annvhere  el  :.  tluvV;  cung 
to  come  to  the  Nugget." 

You  may  detect  a  certain  btevt  Wvn- 
nish  bravado.  The  casino  pruved  his  ticket 
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to  prosperity  after  he  bought  it  in  1973,  and 
Poster,  35,  and  Breitling,  34,  are  hoping 
some  of  that  gilded  sheen  rubs  off.  Poster  is 
planning  to  move  into  Wynn's  former 
apartment  in  the  hotel  atop  the  casino, 
once  the  Miami  Vice  decor  is  gutted. 

At  a  time  when  the  gaming  business  is 
afflicted  wdth  meager  sales  growth  and  in- 
creased taxes,  they  wdll  need  Wynn's  touch. 
The  downtown  location  may  be  a  hin- 
drance: While  the  take  nearly  doubled  be- 
tween 1991  and  2001  for  casinos  on  the 
Strip,  sales  d()wnto\vn  grew  a  measly  2% 
aiid  were  flat  at  $176  million  at  the  Golden 
Nugget  over  the  last  two  years,  under  MGM 
Mirage.  Neither  Poster  nor  Breiding  has 
run  or  even  worked  in  a  casino.  And  then 


there's  the  debt  they're  assimiing.  Each  v/il 
pay  MGM  $25  million — ^winnings  from  thi 
sale  of  their  online  hotel-reservations  busi- 
ness to  Expedia;  the  remaining  $165  mil 
lion  will  be  financed  with  junk  bonds  tha 
Lehman  Brothers  has  agreed  to  imdenvrite 

Their  strategy  is  to  become  the  uni 
MGM  casino.  The  new  owners  say  tha 
under  the  $4  billion  (sales)  titan,  the  Nugge^ 
had  to  keep  its  room  prices  in  line  wit! 
those  at  other  MGM  casinos;  they  are  nov 
free  to  base  prices  on  market  demand.  MGA 
also  dictated  the  kind  of  entertainment:  Be 
cause  impersonator  Danny  Gans  has  an  ex 
elusive  gig  at  the  Mirage,  no  other  MG^ 
properties  can  hire  competitors.  Breitlin; 
and  Poster  are  under  no  such  restraints 

They  also  plan  to  loosen  the  loyalty  sys 
tern  that  tracks  how  much  customers  hav 
gambled  and  offers  points  toward  casinn 
merchandise,  a  free  meal  or  a  roorr^ 
"Nowadays  you  come  to  town,  you  stic 
your  little  card  in  the  slot  machine  next  t 
some  blue-haired  lady  smoking  away  an> 
try  to  figure  out  how  many  points  you  nee 
for  a  buffet,"  says  Poster.  Instead  th 
Nugget's  new  hosts  will  watch  play  an 
hand  out  freebies  to  big  gamblers  whetht 
or  not  they  have  reached  their  points  goa 
"Unless  you're  a  multimillion-dollar  cuj 
tomer,  you  don't  get  that  kind  of  treatmer 
anymore,"  says  Breitling. 

There  is  a  dov^mside  to  independeno 
Guests  wiU  lose  the  ability  to  transfer  poiii 
between  the  Golden  Nugget  and  MGM 
Strip  properties.  They  also  must  go  to  tf 
back  of  the  line  when  making  reservatioi 
at  MGM's  high-profile  restaurants  or  f( 
shows  like  Treasure  Island's  Cirque  d 
Soleil  extravaganza. 

Still,  a  revitalization  could  help  bu 
up  a  lot  of  drab  businesses  downtown.  Bi 
sides  the  13  casinos,  there  are  Neonop( 
lis,  a  $100  million  shopping  center,  and  tl 
Fremont  Street  Experience,  a  giai 
canopied  promenade  that  links  the  cas 
nos  and  puts  on  light-and-sound  shov 
at  night.  But  it's  been  tough  to  lure  touris 
away  from  the  volcanoes  and  gondolas  c 
the  popular  Strip. 

"I'd  handicap  this  as  a  good  thing  fi 
downtown,"  says  Wynn,  diplomatically.  I 
is  placing  a  new  bet  on  Vegas  in  2005.  B 
he's  plunking  down  on  the  Strip. 


Jim  Myerson,  President,  Wine  Warehouse 


The  bank  of  Jim 
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has  worked  with  the  family  for  five  generations 


is  a  connoisseur  of  foreign  exchange  solutions 


provides  revolving  credit  lines  to  uncork  opportunity 


lets  Jim  manage  cash  flow  from  anywhere  via  the  web 
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knows  a  merlot  from  a  meritage. 
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Invest  in  you 


Union 

Bank  of 
California 


Commercial  Banking 

Northern  California  -  Michael  Riley,  SVP,  (415)  705-7170 
Central  Valley  -  Scott  A.  Hagel,  SVP,  (916)  321-6702 
Greater  Los  Angeles  -  Bita  Ardalan,  SVP,  (818)  595-2021 
Metro  Los  Angeles  -  Scott  Connella,  SVP,  (213)  236-4275 
Orange  County/San  Diego  -  Mary  Allis  Curran,  SVP,  (619)  230-3374 

Visit  us  at  uboc.com 


Small  Business  Services  -  (866)  876-7065 
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Under  the  Counter 

Shares  on  the  OTC  Bulletin  Board  are  suddenly  very  popular.  But  so  are  scams.  And  no  one 
seems  very  enthusiastic  about  paying  to  clean  up  the  mess  |  by  carrie  coolidge 


THE  IhAAESTMENT  SOUNDED  SO  GOOD.  NEW  YORK- 
based  800America.com  touted  its  Web  sites,  offer- 
ing everything  from  online  payment  services  to 
closed-out  merchandise  sales.  Its  site  for  teenagers, 
Youtopia.com,  supposedly  had  up  to  2  million 
members  in  North  America.  And  800America.com 
claimed  to  be  pushing  into  fast-growing  China  with  150  inde- 
pendent sales  reps. 

This  gem,  however,  traded  in  a 
nether  region  of  the  investing  world 
called  the  OTC  Bulletin  Board,  a  newly 
popular  electronic  service  that  links 
marketmakers  in  the  shares  of  small 
companies.  Unlike  the  unregulated 
Pink  Sheets  {see  FORBES,  May  26),  the 
Bulletin  Board  is  policed  by  the  Securi- 
ties &  Exchange  Commission  and  sur- 
veilled  by  the  National  Association  of 
Securities  Dealers.  And  Bulletin  Board 
companies  must  file  audited  financial 
statements  with  the  SEC  and  comply 
with  federal  securities  laws. 

But  don't  be  fooled:  The  filings  can 
very  well  be  garbage.  The  NASD  has  no 
real  power  over  the  3,452  stocks  listed  on  the  system.  The  scams 
here  are  not  of  the  magnitude  seen  at  the  New  York  Stock  Ex- 
change or  Nasdaq  (WorldCom  or  Enron,  for  example),  yet  they 
are  far  more  numerous.  "There  are  problems  everywhere,  but 
fc':  Buliefin  Board  is  the  place  they  really  fester,"  says  Hartley 
"A'^'er  who  pleaded  guilty  to  conspiracy  to  commit 
"  1999  (sentenced  to  probation).  Bernstein  now 
',  running  Web  site  StockFatrol.com,  which 
'  '  a  the  penny  stock  market. 

v^u-  dismay  that  800America. corn's 

'  veb  of  deceit  it  had  spun.  The  com- 

-'  Elie  Rabi,  portraying  himself  as  a 

■oH  out  to  be  an  ex-con  who  had 

pievic'v  securities  fi-aud. 

'  harges  brought  by  the 

d  income  statements 


Web  of  deceit:  800AmerJca.com's  David  Elie  Rabi 


Bemf 
securii. 
works  the 
alert;-  m 

Invo  ;, 
biggest  \M  I 
pany's  thief  ex-, 
seasoned  business 
served  a  foui-vear  te. 

Rabi  was  the  subject  of  fi-< 
SEC,  which  declared  that  tic 


Rabi's  company  put  out  wen 


Attorney's  Office 


for  the  Southern  District  of  New  York  brought  criminal  charg 
against  Rabi,  and  he  was  convicted  on  one  count  of  securiti 
fraud  and  one  count  of  conspiracy  to  commit  fraud.  Rabi  awai 
sentencing.  800America.com  is  defunct.  Its  shares,  which  trade 
at  $5  in  2000,  are  now  worthless. 

The  horror  stories  are  legion.  Environmental  Solutioi 
Worldwide  seems  to  have  a  good  line  of  business  making  ca 
alytic  converters.  But  the  SEC  alleges  this  denizen  of  the  Bv! 
letin  Board  pumped  the  market  with 
fraudulent  promotional  campaign  b 
tween  1999  and  2000.  As  a  result  tl 
stock  bounced  between  $2  and  $ 
Meanwhile,  company  insiders  dump^ 
their  stock  on  an  unsuspecting  markii 
profiting  more  than  $15  million,  a 
cording  to  the  SEC.  At  the  SEC's  beh( 
the  ex-chairman  ended  up  paying 
$25,000  civil  penalty.  The  company  i 
sists  this  problem  is  in  the  past  ai 
there  is  new  management.  Enviro 
mental  Solutions  stock  today  bum 
along  at  72  cents. 

In  a  similar  case  the  SEC  charg 
that  Concentrax,  a  manufacturer 
vehicle-tracking  systems,  released  inflated  earnings  projectioi 
then  raised  $560,000  in  a  private  stock  offering.  The  chief  ex( 
utive  paid  a  $35,000  fine.  The  company  didn't  return  calls  i 
comment.  Its  stock,  which  traded  at  a  high  of  $3. 1 5  in  2002,  n( 
goes  for  20  cents. 

Despite  all  this  unpleasantness.  Bulletin  Board  stocks  are 
vogue  lately,  riding  on  the  coattails  of  legitimate  Nasdaq  coi 
panies  like  Intel.  In  September,  41  billion  shares  traded  on  t 
Bulletin  Board,  up  fiom  15.5  billion  in  September  2002.  In  shi 
count,  that  put  the  Bulletin  Board  ahead  of  Nasdaq,  at  40  b 
lion,  and  the  NYSE,  at  29  billion.  Of  course,  a  lot  less  mor 
changes  hands  on  the  Bulletin  Board,  where  penny  stocks  lit 
the  trading  floor.  On  Oct.  29  diamond  mining  outfit  Casav«  ^< 
traded  1.1  billion  shares.  At  '/loo  of  a  penny  each,  that  voliu  »( 
worked  out  to  just  $1 16,453. 

Although  you  certainly  can  find  good  Bulletin  Board  stoc  * 
such  as  upscale  retailer  Barneys  New  York  and  watchmal  ""i 


en 


248      t    <■<   H 


l\ 


f 


"WW 


lova  (see  table,  p.  250),  be  warned  that  venturing  onto  the 
Uetin  Board  requires  immense  due  diligence.  Many  compa- 
s  on  the  Bulletin  Board  are  there  after  having  been  bounced 
m  the  major  exchanges  for  failing  to  meet  listing  require- 
nts:  for  falling  below  minimum  market  capitalization  or  for 
;lecting  to  mail  out  proxies.  And  even  the  best  Bulletin  Board 
cks  require  patience.  Barneys,  once  a  private  company, 
erged  fi-om  bankruptcy  in  1999  and  has  slipped  back  into  the 

this  year  amid  trying  times  for  department  stores.  Bulova  is 
dly  profitable  but,  while  enjoying  the  security  of  being  97%- 
led  by  Loews  Corp.,  has  a  small  public  float. 
How  do  you  separate  the  good  from  the  bad?  Read  their  fil- 
i,  or  even  quiz  companies  directly.  If  you're  interested  in  a 
k  or  insurer,  federal  and  state  regulators  can  help.  "Don't  just 

a  stock  because  a  broker  recommended  it,"  says  Walter 
ucci,  chief  executive  of  Port  Washington,  N.Y. -based  Carr 
Jiities,  an  OTC  marketmaker. 


Walker's  Manual,  a  578-page  book  ($99  plus  shipping  at 
walkersmanual.com),  contains  research  on  Bulletin  Board  stocks 
as  well  as  Pink  Sheet  names.  The  book's  staff' culls  through  thou- 
sands of  companies  to  come  up  with  high-quality  selections. 
While  chat  rooms  and  message  boards  contain  a  lot  of  hype, 
you  can  gain  good  insights  at  such  well-regarded  sites  as  Mot- 
ley Fool,  Siliconinvestor.com  and  Ragingbull.com.  And  if  you 
really  want  some  dirt,  go  to  Bernstein's  StockPatrol.com. 

The  Bulletin  Board  was  launched  in  June  1990  after  Congress 
passed  a  law  designed  to  clean  up  penny  stocks.  The  hope  was 
that  the  Bulletin  Board  would  improve  transparency  and  pre- 
vent rampant  fraud  among  the  OTC  equities  market,  then  trad- 
ing only  in  the  Pink  Sheets. 

And  whOe  the  transparency  helped  raise  the  quality  of  trade 
execution,  crooks  used  the  false  comfort  of  oversight  as  a  way  to 
market  companies  that  had  no  value.  "The  Bulletin  Board  sounds 
like  it's  more  of  an  institution  than  it  really  is,"  says  veteran 
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micro-cap  investor  James  Mitchell  of  Costa  Mesa,  Calif.-based 
Mitchell  Partners.  The  system's  weaknesses: 
•  Flabby  rules.  While  Bulletin  Board  companies  are  required  to 
file  quarterly  and  annual  reports,  proxies  and  insider  trading 
information  to  the  SEC,  neither  the  NASD  nor  the  SEC  checks  to 
make  sure  filings  are  factual,  and  there  are  no  minimums.  "A 
company  can  qualify  for  the  Bulletin  Board  if  it  has  no  assets,  no 
revenues  and  no  business — provided  it  files  regular  reports," 
says  Bernstein. 

Unlike  their  brethren  on  the  NYSE  and  Nasdaq,  Bulletin 
Board  companies  aren't  required  to  have  corporate  governance 
standards,  independent  audit  committees  or  independent 
directors.  Exchange-traded  companies  certainly  have 
defrauded  investors  despite  these  safeguards,  yet  Bernstein 
argues  that  the  absence  of  such  strictures  makes  foul  deeds  eas- 
ier to  commit.  Bernstein  even  has  seen  Bulletin  Board  com- 
pany filings  where  the  numbers  are  brazenly  copied  from  quar- 
ter to  quarter. 


ket  regulation  at  the  NASD.  He  can  compel  the  Nasdaq  com'pan 
executive  to  cough  up  even  nonpubHc  information  but  has  n 
similar  clout  with  a  Bulletin  Board  company.  "He  may  say  yes, 
Luparello  notes,  "but  he  might  also  tell  me  to  get  lost." 

If  the  NASD's  hands  are  bound,  then  why  isn't  the  SEC  callin 
for  tighter  controls  on  the  Bulletin  Board?  The  SEC  says  it  hi 
worked  with  the  NASD  in  the  past  to  improve  standards,  an 
they  still  continue  to  think  of  ways  to  improve  regulatory  struc 
ture.  The  agency  may  very  well  feel  itself  overburdened,  as  i 
When  SEC  filings  were  first  required  for  the  Bulletin  Board  i 
1999,  commission  staffers  took  at  least  a  year  simply  to  proce: 
all  the  new  data.  The  SEC  says  that  it  has  since  adjusted  i 
processes  to  accommodate  filings  from  the  Bulletin  Board.  • 
•The  BBX's  failure.  In  fairness,  Nasdaq  did  try  to  bring  order  1 
the  freewheeling  Bulletin  Board — and  has  taken  a  pratfai 
recently  scrapping  the  plan  for  the  so-called  Bulletin  Boar 
exchange.  The  BBX  would  impose  corporate  governance  stai 
dards  and — ahem! — charge  listing  fees.  The  top-tier  OTCE 


The  Good  Ones 

Company/business 

Recent 
price 

52-week 
high 

Comment 

Barneys  New  York/retailer 

$5.50 

$6.50 

Trades  at  large  discount  to  book  value. 

Bulova/watches 

28.00 

29.00 

Is  97%-owned  by  Loews  Corp. 

Erie  Family  Life  Insurance/insurance 

22.85 

23.50 

Dividend  has  been  raised  annually. 

Monarch  Cement/cement 

18.00 

22.50 

Conservatively  managed;  good  growth  record. 

New  Uim  Telecom/telecom 

9.30 

10.45 

Profitable  98-year-old  company. 

As  of  Oct.  29.  Sources;  Walker's  Manual:  Yahoo  Finance. 

They're  not  all 
rotters.  In  the  top 
table  are  Bulletin 
Board  stocks  of 
well-run,  aboveboard 
companies.  The  lowe 
table  shows  a  samp! 
of  those  accused  of 
misleading  investors.! 


The  Accused 


Company/business 


Recent 
price 


52-week 
high 


Allegations 


800America.com/Web  sites 


$0.00     $2.14       CEO  a  convicted  felon;  company  filed  false  financials. 


Concentrax/vehicle  tracking 


0.20       2.64       Lied  about  sales  contracts;  misleading  earnings  projection ' 


Environmental  Solutions  Worldwide/catalytic  converters       0.72       1.06       Pump-and-dump  scheme  benefited  insiders. 


EyeCashNetworks/online  purchasing 


0.006     0.016     Bogus  claims  jacked  up  stock  price. 


As  of  Oct.  29.  Sources:  Pinksheets.com:  SEC. 


•Lax  oversight.  The  Nasdaq,  charged  by  the  SEC  with  operating 
the  Bulletin  Board,  gets  no  listing  fees  from  the  companies  there, 
as  it  does  fiom  its  own  listers.  Hence  there  is  little  incentive  for 
parent  and  regulator  NASD  to  crack  down,  and  it  lacks  the  teeth 
to  do  so,  anyway.  NASD's  jurisdiction  extends  only  to  the  mar- 
ketmakers  and  brokers  who  trade  the  stocks  on  the  Bulletin 
Board.  This  isn't  to  say  that  the  NASD  isn't  on  the  lookout  for 
Bulletin  Board  fraud,  i  \  sivnr'v  that  the  NASD,  lacking  sub- 


poena power,  can  only  ich 
best  NASD  can  do  is  attach  "i,.  ;>.;. 
a  delinquent  Bulletin  Board  tik 
"Don't  assume  that  because 
bol,  Cisco  and  Joe's  Auto  have  the  sai. 
lation,"  says  Stephen  Luparello,  executive  \ 


'o  the  SEC.  About  the 
■  the  ticker  symbol  of 

iter  ticker  sym- 

1  quality  of  regu- 

president  tor  mar- 


companies  were  supposed  to  sign  up  for  the  BBX.  Trouble  is,  t 
Nasdaq  had  trouble  enlisting  enough  support. 
•Vanishing  marketmakers.  Over  the  past  few  years  many  of  t 
small-cap  trading  desks  that  made  markets  in  Bulletin  Boa 
issues  have  been  shut  down  or  drastically  reduced  in  size,  inclu 
ing  those  run  by  Goldman  Sachs  (which  bought  Spear  Led 
the  NYSE  market  specialist  firm,  in  late  2000),  Sherwood  Secu 
ties  and  Fleet  Securities.  Herzog  Heine  Geduld's  Bulletin  Bo£ 
trading  desk  was  shut  down  shortly  after  the  company  v 
bought  out  by  Merrill  Lynch.  In  1997  there  were  430  mark 
makers  trading  Bulletin  Board  stocks.  Today  there  are  243. 

The  lack  of  dominant  marketmakers  has  created  less  liqu 
ity,  more  volatility  and  wider  spreads  for  many  Bulletin  Bo< 
stocks.  Some  stocks  have  price  swings  of  as  much  as  30%  oi 
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3U  can  afford  to  stay  in  touch  wherever  you  go.  The  new  color  BlackBerry  7230  from  T-Mobi!e  is  all  you  need 
eless  e-mait.  phone  calls,  and  Internet  access  both  here  and  overseas.  In  fact,  its  everything  you  need  to  set 
lee  virtually  anywhere.  To  find  out  more,  call  1-800-TMOBILE.  or  go  to  t-mobile.com/business.  Business 
lers.  call  1-866-464-8442.  Also  available  through  select  retail  outlets. 

ducing  the  new  color  BlackBerry  7230  from  T-Mobile. 
nited  wireless  e-mail  for  just  $30  a  month 
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The  New  Inflation  Hedges 

If  you  think  the  CPI  is  rising,  here  are  several  ways  to  protect  your  portfolio  |  by  ari  Weinberg 


OTH  INTEREST  RATES 
and  corporate  earn- 
ings moved  higher 
in  the  third  quarter. 
Could  greater  infla- 
tion be  far  behind?  If  so, 
it  would  mean  more  bad  news 
for  fixed-income  investors, 
who  suffered  a  dip  in  bond 
prices  last  summer:  a  selloff 
mainly  prompted  by  the  allure 
of  the  stock  market.  In  luly 
and  August  $24  billion  in 
cash  seeped  out  of  U.S.  bond 
fimds. 

For  some  time  now  most 
seers  have  laughed  off  the 
prospects  of  inflation.  After  a 
brief  uptick  last  winter  right 
before  the  Iraq  war,  annual 
inflation  settled  down  to  just 
above  2%. 

Still,  there's  a  case  to  be  made  that  prices  will  kick  up  anew. 
Maybe  not  like  the  double-digit  nightmare  of  the  1970s,  but 
enough  to  harm  your  bond  portfolio.  Economic  expansions 
have  this  habit  of  bringing  on  inflation.  An  early  sign  may  be 
found  in  commodity  prices.  Copper  futures  have  jumped  20% 
since  April,  cotton  is  at  a  five-year  high  and  cattle  prices  are  on  a 
tear.  Plus,  the  weak  dollar  makes  imports  more  cosdy. 

Some  think  that  the  best  inflation  protection  is  the  stock 
market,  provided  the  economy  keeps  improving  and  equities 
along  with  it.  But  you  can't  sleep  at  night  with  an  all-stock  port- 
folio. What  if  the  whole  market  is  overpriced  in  relation  to  cor- 
porate earnings? 

If  you  believe  the  Consumer  Price  Index  is  headed  aloft,  you 
have  several  nonequity  financial  products  to  ease  the  impact: 

Treasury  Inflation  Protected  Securities.  First  introduced  by  the 
federal  government  in  1997,  TIPS  adjusts  the  principal  value  of 
your  bond  twice  a  year  in  step  with  any  CPI  move.  Roughly 
speaking,  the  yield  on  TIPS  equals  the  yield  on  comparable  non- 
indexed  Treasurys  minus  expected  inflation.  The  nonindexed 
ten-year  note  is  yielding  4.2%  these  days  and  the  ten-year  TIPS 
1.9%,  implying  a  market  expectation  that  inflation  will  average 
2.3%  over  the  next  ten  years.  That  is,  as  it  happens,  pretty  close 
to  recent  inflation  rates. 

TIPS  yields  aren't  as  rich  as  they  were  a  few  years  ago,  but 
they  aren't  bad.  Another  plus  is  that,  should  deflation  ever  hit, 


you  are  guaranteed  to  retrieve 
100%  of  the  original  principal 
upon  maturity. 

The  downside  to  TIPS:  You 
must  pay  taxes  on  the  semi-' 
annual  principal  adjustment^ 
even  though  the  money 
doesn't  land  in  your  pocket 
during  the  tax  year.  If  you 
bought  $10,000  in  TIPS  last 
year  earning  2%  annually,  a  3% 
inflation  would  boost  the  prin- 
cipal up  to  $10,300.  Throw  that 
principal  gain  on  top  of  $206 
in  interest  payments  and  you're 
looking  at  $506  in  income  with 
only  the  $206  in  interest 
income  on  hand  to  cover  taxes. 
If  you  are  strapped  to  pay  taxes 
in  April,  put  TIPS  in  a  tax- 
deferred  account. 
Corporate  inflation-linked  bonds.  These  are  a  rarity,  but  bond 
traders  expect  more  to  be  issued.  J.P.  Morgan  Chase  and  Sallie 
Mae  once  issued  them;  they  recalled  the  paper  over  the  past  few 
years  amid  low  rates.  The  lone  issuer  now  is  the  Household 
Finance  unit  of  HSBC  bank,  and  this  bond  is  less  than  inspiring. 
Floated  through  the  Chicago  investment  firm  Incapital,  the  A- 
rated  ten-year  bonds  pay  a  monthly  fixed  2.25%  base  plus  infla- 
tion. One  nice  aspect:  The  adjustment  is  made  monthly,  not 
twice  a  year  as  with  TIPS. 

But  the  combined  4.6%  rate  (including  recent  inflation)  is 
just  0.3  percentage  points  higher  than  straight  Treasurys — not 
much  of  a  spread  to  cover  your  credit  risk  (and,  if  you  are  buy- 
ing the  bond  in  a  taxable  account,  state  income  tax). 

CPI  Futures.  These  creatures  will  be  offered  by  the  Chicago 
Mercantile  Exchange  soon  after  New  Year's.  Terms  have  yet  to  be 
released  on  these  quarterly  contracts,  but  your  down  payment 
may  run  somewhere  between  that  of  an  E-mini  S&P  500  contract 
($2,850),  widely  traded  by  individuals,  and  a  eurodollar  futures 
contract  ($800),  which  is  related  to  interest  rates,  as  the  CPI  instru- 
ment will  be.  Certainly  futures  are  always  enormously  risky.  They 
can  be  used  to  hedge.  You  could  go  long  a  Treasury  and  short  CPI 
ftitures.  You  go  long  the  CPI  future  if  you  think  inflation  will  be 
low  and  short  the  ftjture  if  you  expect  inflation  to  be  high. 

Peter  Barker,  a  Merc  director,  offers  this  illustration  of  one 
way  they  might  work:  Say  you  think  inflation  for  the  quarter  will 
come  in  at  2.5%,  then  the  final  settlement  price  for  the  contract 
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should  be  97.50  per  dollar  on  a  contract  with  a  notional  value  of 
$1  million.  If  the  market  is  currently  expecting  inflation  to  run 
higher,  at  3%  for  that  same  quarter,  the  contract  will  be  trading 
at  97.00.  So  you  buy  the  futures  contract  at  the  current  market 
price  of  97.00  (3%),  and  then  sell  it  at  expiration  (or  just  let  it 
expire  at  the  final  settlement  price)  at  97.50  (2.5%).  The  profit 
would  then  be  half  a  percentage  point.  That  translates  to 
$1,250 — half  a  percent,  times  $1  million,  divided  by  four,  since 
this  is  a  three-month  bet. 

Mutual  funds.  Vanguard,  Fidelity  and  Pimco  offer  inflation- 
linked  bond  fiands.  John  Brynjolfsson,  who  manages  $8  billion 
tor  Pimco's  Real  Return  mutual  fund,  builds  a  ladder  of  TIPS 
maturing  in  different  years  and  supplements  it  with  non-U.S. 


inflation-linked  government  debt  and  a  few  corporate  notes. 

Brynjolfsson  bested  the  Lehman  Brothers  Real  U.S.  TIPS 
Index  over  one  and  five  years  ended  Sept.  30.  He's  handily  beaten 
the  returns  offered  by  Pimco's  flagship  Total  Return  fiind,  steered 
by  bond  guru  William  Gross.  Over  five  years,  including  a  stiff  3% 
sales  charge  and  annual  expenses  of  0.91%  of  assets,  Brynjolfs- 
son's  fiind  is  up  9.1%  annually  compared  with  5.8%  for  Gross. 

Vanguard's  three-year-old  Inflation-Protected  Securities 
fijnd,  concentrated  in  TIPS,  captures  similar  returns  with  a  thrifty 
expense  ratio  of  only  0.22%.  Its  three-year  return  was  1 1.5%  ver- 
sus 10.5%  for  the  Pimco  fijnd.  The  Fidelity  Inflation-Protected 
Bond  fund  (0.5%  expense  ratio)  was  launched  in  June  2002;  its 
year-to-date  record  is  comparable  to  the  others,  5.8%.  F 


CPI-ProQfingJfoufsell 


These  vehicles  give  you  varying  degrees  of  protection.  Stocks,  provided  the  market  keeps  rising,  are  another  alternative. 
Naie/lssuer p„  ^^ 


Corporate  Inflation-Linked  bonds/Household  Finance^ 
CPI  Futures/Chicago  Mercantile  Exchange 


Coupon  adjusts  monthly 
Most  direct  bet  on  inflation 


Principal  frozen 


Inflation-hedged  mutual  funds/14  Fund  Families* 


Most  vulnerable  to  losses 


Professional  management 


Treasury  Inflation  Protected  Securities/Federal  government      Interest  and  principal  track  inflation 

More  company  issues  expected  ^Largest  funds  by  Fidelity  Investments,  PIMCO  Advisors  and  Vanguard. 


Fees  may  hurt 


Unrealized  gains  are  taxed 


SINGLE  MALT 
SCOTCH  WHISKY 


The 

independent 

spirit. 
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Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "valley 

of  the  deer."  Matured  at  its  own  Highland       > 

distillery  for  a  full  15  years  —  our  Solera 

Reserve  single  malt  features  delicious  notes  of 

oak,  honey,  vanilla  spice,  fruit.^nd  sherry. 
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Option  Traders 
Deserve... 

More 


"  Favorite 
Options  Site"* 


^  BEST 

ONLINE 

BROKERS 


"•***l/2" 

"#1  Online 
Broker"** 

optionsXpress 


Member  NA50  ■  SIPC 


Online  Options  &  Stock  Brokers 

www.optionsxpress.com 

1-888-280-8020 

Forbes 

Visit  the  OptionsXpress  corttent 
module  at  www.f orbes.conv  T.arkets 


OpNons  Involve  risk  and  are  not  suitable  !cr  all  In.'  \'!,  r>|n!i<;e 
request  options  risk  disclosure  materials  Ironi  optic  i  lo 

1  -BSS-SSO-BOaO  O  2003  •  "Best  ol  the  Web"  "Favoriti  vli-s 

3/8/02  ""Unprecedented"  "Winner"*  "4  1'2  stars  B,i.M*)n's 
3/10/03  "«1  Online  Broker"  -  Barrens  3/17/03;  more  basts  into 
available  at  vwwoptionsxpress.com.  BARRON'S  is  a  toiisi.^.,'' 
trademark  ot  Dow  Jones  &  Company  ©  2003  FORBES,  aiKt  .v.t  p. 
names  ot  FORBES  products  referenced  herein  arc  tradcniarlv,*;  ,ii 
registered  trademarks  ol  FORBES  Management  Co.,  Inc  C  ?X)i\<. 


Money  &  Investing 


STOCK  FOCUS 


Prepare  for  Takeofl 

It's  chilly  now,  but  the  atmosphere  could  warm  up  for  aerospac 
stocks  like  Boeing  |  by  daniel  kruger  j 


UNNEEDED  JETS  PILE  UP  IN  THE 
desert.  U.S.  airlines  like  United  and 
American,  a  unit  of  AMR,  are  in 
financial  distress.  What  better  time 
to  buy  stock  in  the  world's  largest  aircraft- 
maker? 

None,  says  Richard  Pzena,  chairman  of 
New  York-based  Pzena  Investment  Man- 
agement, with  $5  billion  under  manage- 
ment. Pzena's  rationale  for  buying  Boeing 
Co.:  inertia.  Airlines  will  continue  to  buy 
Boeing  jets  because  their  pilots  are  trained  to 
fly  them  and  their  inventories  are  stocked 
with  Boeing  spare  parts.  That  is  an  advan- 
tage archrival  Airbus,  built  by  the  European 
Aeronautic  Defence  &  Space  Co.,  can't 
claim.  "Customers  have  a  very  strong  in- 
centive to  have  a  common  fleet  just  because 
it  lowers  their  operating  costs,"  Pzena  says. 
Boeing,  already  the  number  two  U.S. 
defense  contractor,  is  touting  its  growing 
military  business  as  an  offset  to  the  com- 
mercial division's  25%  year-on-year  decline 
in  sales  for  the  first  nine  months  of  this 
year.  Up  12%  to  $20.1  billion  in  the  same 
period,  military  sales  could  overtake  com- 
mercial sales  for  the  full  year. 

Peter  Arment  of  ISA  Research  in  New- 
port, R.I.,  an  equity  research  firm  that 
focuses  on  aerospace,  notes  that  one  reason 


Boeing  is  even  staying  aloft  in  such  a 
lent  commercial  market  is  the  gro 
discount  carriers  like  AirTran  Holding 
the  U.S.,  Westjet  in  Canada,  Ryanair  H< 
ings  in  Ireland  and  Britain's  Easyjet.  Ev{ 
it  doesn't  land  many  big  orders  in  the  r 
few  years,  Arment  says,  Boeing's  or 
book  should  sustain  it  through  2005 
2006.  Penza  agrees:  "Southwest  buys  c 
Boeing  737s  and  is  still  buying  despite 
bevy  of  mothballed  planes  in  the  desert 

Much  of  Pzena's  faith  in  Boein; 
based  on  a  back-of-the-envelope  calci 
tion.  He  estimates  there  are  15,000  cc 
mercial  jets  flying  and  that  this  fleet  gro 
on  average,  5%  a  year.  These  times  arii 
normal,  but  in  a  typical  year  airlines  wO; 
need  to  buy  750  planes  to  expand  the  f 
and  up  to  as  third  as  many  more  to  repl 
old  stock.  Boeing  would  win  the  majo 
of  those  orders,  Pzena  predicts. 

The  stock  now  trades  at  21  times  its  2 
consensus  earnings  estimate  of  $1.82 
share.  But  Pzena  thinks  Boeing  can  earr 
per  share  when  air  travel  rebounds.  T 
makes  its  current  price  only  seven  tii 
Pzena's  long-term  earnings  forecast. 

Boeing  is  not  the  sole  aerospace  p 
Pzena  and  Arment  both  see  value  in  suhc 
tractors.  Below  are  some  of  their  picks. 


Traffic  Control 

1 

Aerospace  component  makers  let  investors  play  both  the  Boeing-versus-Alrbus  M 
the  commercial-versus-defense  issues  either  way.                                                 1 

PRICE                                            ESTIMATED        1 

Company 

12-mo 
recent               change 

2004                 EPS 
P/E                 growtV 

Boeing 

$38,50                  27% 

21                    129< 

Cytec 

34.14                  41 

13                   10 

EADS' 

20.40                  92 

38                   12 

Esterline  Technologies 

22.56                  25 

15                   12 

Moog 

42.45                  61 

13                    12 

Precision  Castparts 

40.48                111 

14                      8 

1  SPS  Technologies 

48.85                103 

24                    12 

Prices  as  of  Oct.  29.  'Annualized,  over  next  liiree  to  five  years.  Trades  on  Easdaq  in  Europe. 
Sourees;  FT/nferacWve  Data  and  Rsufers  Fundamentals  via  FaclSet  Research  Systems. 
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Because  nobody  ever  says 
"Hey,  great  product  recall!" 


Live  safer. " 


The    dreaded    "R"    word.    If    its   caught    in 

time,   the    only    casualty    might    be    your   job. 

If  not,  well,  we've  all  seen  the  headlines.  But  don't 

dismay,   we   can   help   keep   you   out   of   the   news. 

NSF  International  writes  and  enforces  standards  that 

protect   food,    water,    air   and    consumer    products. 

To  learn  how  NSF  can  help  protect  your  business. 

call   for  a  consultation   or  a  free  CD-ROM  at 

1-888-99-SAFER  or  visit  Mrww.nsf.org. 
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IMAGINE  THE  LOOK  ON  YOUR  MEETING  PLANNER'S  FACE 

WHEN  YOU  SUGGEST  LAS  VEGAS. 
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i  0  R  K      A  S      H  A  R  D      AS      WE      P  L  A 


TELL  THEM  YOU  ALREADY  KNOW  THAT  MEETINGS  IN  LAS  VEGAS  ARE  OFTEN  BEHER  AnENDED.  THAT  ALL  THE 
RESORTS  HAVE  PROFESSIONAL  STAFFS  TO  MAKE  SURE  EVERY  DETAIL  IS  COVERED.  THAT  YOUR  PEOPLE  ARE 
LIKELY  TO  WORK  EVEN  HARDER  WHEN  THEY  KNOW  THE  FUN  IS  GOING  TO  BE  THERE  FOR  THEM  ANY  TIME,  DAY  OR 
NIGHT  THAT  "HARD  WORK"  AND  US  VEGAS"  AREN'T  MUTUALLY  EXCLUSIVE  TERMS.  LET  THEM  KNOW  IT'S  OK  TO 
SUGGEST  LAS  VEGAS.  THEN  TELL  THEM  TO  VISIT  LVCVA.COM  OR  CALL  702-892-071 1  YOU'LL  BE  A  HERO  IN  THEIR  EYES. 
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I    The  Executive  Guide  to  Meetings 


.2^_ 


By  Curtis  Rist 


n  an  age  of  communication  by  e-mail,  fax  and  telephone,  a  sit-down  meeting  sometimes  has  an 
fashioned  ring  to  it  —  like  a  sit-down  Sunday  dinner  for  the  whole  family.  Yet  rather  than  being  a 
ic  of  the  past,  the  opportunity  to  advance  specific  business  goals  through  a  face-to-face  meeting 
(event  can  more  than  compensate  for  the  time  and  money  spent  in  arranging  one,  as  long  as  certain 
^idelines  are  followed.  "Understanding  these  'trade  secrets'  can  make  the  difference  between  a 
;eting  that  exceeds  expectations,  and  one  that  just  doesn't  fly,"  says  Theresa  Breining,  chairwoman 
th«  board  for  the  Dallas-based  Meeting  Professionals  International  (MPI). 
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i'owe  of  History's  .Greatest  Minds 

have  met  here. 
JND  that's  just  i?2  the  PAST  TwO 

or  Three  Years. 
*  *  * 

Centuries  ago,  our  forefathers 
gathered  here  to  create  the  WORLD'S 
GREATEST  DEMOCRACY.  And  we've  been  hosting 
successful  meetings  ever  since.  No  place  else 
will  you  find  such  an  inviting  combination  of 
18th-century  charm  and  2ist-centuty  amenities. 
Whether  you're  organizing  a  small  executive 
retreat  or  an  elaborate  corporate  seminar,  our 
perfectly  preserved  colonial  town  will  provide  a 

peaceful,  stimulating  atmosphere 

for  your  entire  group.  And,  with  our  distinctive 
variety  of  on-site  accommodations,  from  the 
elegant  Williamsburg  Inn  to  the  new  Woodlands 
Conference  Center,  the  time  you  spend  here  will  be 
as  cnjbyabu  :;s  it  is  inspiring:  For  reservations,  call 
1-800-822-9127  or  e-mail  us  at  Mectings;sCWEorg. 


OUR  EVENT  TODAY.* 


Advertisement  2 

There's  no  doubt  about  it,  meetiri' 
are  big  business.  This  year,  corporatio 
will  spend  more  than  $100  billi( 
worldwide  on  such  events.  Their  goj 
are  as  diverse  as  bringing  togeth 
employees  for  a  training  sessic 
launching  a  new  product  to  potent 
clients  and  rewarding  key  members  o 
staff  for  a  job  well  done.  Whatever  t 
reason,  planning  a  major  busine 
meeting  can  be  a  surprisingly  diffic 
chore,  one  that  meeting  plan^i^ 
professionals  spend  many  years  learn! 
through  trial  and  error.  Often,  howev 
the  task  of  putting  together  a  meetr 
falls  not  to  professional  planners  but 
senior-level  executives,  who  are  suddei 
delegated  the  task.  Busy  with  saft 
forecasts  and  other  work  details  of  th' 
own,  they  often  underestimate  t 
demanding  task  that  is  involved 
setting  up  the  typical  corporate  ev© 
until  the  details  become  overwhelmir 

"This  is  something  that  requires  \ 
attention  in  order  to  accomplish  the  go 
you  set  out,"  says  Breining.  To  guarantf 
a  successful  meeting,  she  and  otf 
experts  recommend  seven  key  steps 
help  with  the  planning  process: 


I 


1  Establish  the  goal 
of  a  meeting. 
Why  are  we  here?  "As  obvio 
as   It  seems,  the  number-ob 
mistake  in  planning  a  corporate  meet! 
is  to  fail  to  answer  that  question  ^■ 
the  beginning,"  says  Breining.  The  re 
can  be  a  vague,   unfocused  mee 
that  lacks  organization  and  yields 
specific  return  on  investment.  Instei 
the  goals  need  to  be  spelled  out  fr( 
the  start.  Perhaps  a  company  is  hop! 
to  have  a  more  motivated  sales  fon 
Maybe  senior-level  executives  need 
get  together  to  focus  without  interrupt 
on  issues  their  company  is  facing. 
it  could  be  that  a  training  session 
needed  to  help  a  company  be  mj 
successful.    "All    of   these   are   v« 


Choose  Greater  Fort  Lauderdale  for  your  next  meeting  and  you'll  reach  a  perfect  balance  of  business  and 
pleasure.  With  the  600.000-square  foot,  state-of-the-art  Convention  Center,  miles  of  Blue  Wave  beaches 
and  Intracoastal  waters,  pristine  greens,  enticing  restaurants  and  outdoor  cafes,  Greater  Fort  Lauderdale 
provides  Just  the  right  climate  for  successful  meetings  and  conventions.  Get  to  the  bottom  line  at 
www.sunny.org/meetingplanners  or  call  (800)  356-1 662  or  (312)  421  -8634  in  Chicago,  (703)  684-0456  in  DC 


GREATER  FORT  LAUDERDALE 

Make  it  a  reality  at  www.sunny.org 
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goals,  and  all  can  be  accomplished 
through  a  meeting  —  as  long  as  the 
goals  are  stated  clearly,"  she  says. 

2  Find  the  best  way  to 
accomplish  the  goal. 
Once  the  goal  is  determined, 
the  next  task  is  to  address 
how  the  goal  can  best  be  achieved. 
"There  are  any  number  of  a  hundred 
different  types  of  meetings,"  says 
Breining,  including  everything  from 
leisurely  retreats  to  a  golf  or  beach 
resort,  to  an  allnday  intensive  work  session 
in  the  conference  room  of  an  airport 
hotel.  Some  key  questions  to  ask  are: 

•  Is  It  an  educational  meeting 
or  a  recreational  one? 

•  Is  it  a  meeting  that  brings  together 
a  group  already  familiar  with  one 
another  or  a  meeting  that  brings 
together  relative  strangers? 

•  Is  the  goal  to  build  a  team 
or  to  develop  a  strategy? 


"If  you  articulate  your  goal,  then  you 
will  also  have  a  clear,  idea  on  what  sort  of 
meeting  will  best  be  able  to  accomplish 
that  goal,"  she  says. 

3  Determine  in  advance 
how  to  gauge  a 
meeting's  success. 
Imagine  this:  A  corporate  group 
flies  off  to  the  Bahamas  for  a  long 
weekend  to  discuss  a  new  business 
strategy,  then  returns  to  work.  Asked 
how  the  meeting  went,  the  person  who 
planned  it  stammers  and  says,  "Well, 
everybody  seemed  really  excited." 
Wrong  answer.  In  the  world  of  business 
meetings,  a  return  on  investment  is  an 
essential  part  of  the  planning  process, 
and  the  way  to  determine  that  is  to 
come  up  with  a  way  of  measuring  it. 
"You  have  to  measure  somie  factors 
before  the  meeting,  and  some  factors 
after  the  meeting,  so  that  you  can  provide 
your  bosses  with  exact  numbers  that 


back  up  the  success  of  a  meeting  - 
without  having  to  rely  on  anecdotal  info 
mation,"  says  Breining.  Some  example 
rhight  be  sales  numbers,  or  changes  i 
specific  behaviors  or  skill  levels  the 
can  be  monitored  in  the  months  aft6| 
the  meeting. 

4  Know  your  group. 
"The  better  you  understan. 
who  will  be  coming  to  yoq 
event,  the  better  you  cai 
plan  the  sorts  of  things  that  will  interes 
them, "  says  Gary  W.  Brown,  vice  presiden 
of  Sales  and  Conference  Operation:: 
for  Colonial  Williamsburg  Hotels.  Beinj 
able  to  describe  the  group  goei 
beyond  just  giving  a  head  count.  Firsi 
define  the  nature  of  the  meeting  — 
it  serious  or  festive?  Second,  a 
whether  the  attendees  will  be  b 
themselves,  or  will  many  be  travelir 
with  spouses  or  other  guests.  Finalli|[ 
understand  something  about  the  ac4 
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acti"Hty  level  of  the  attendees, 
der  to  plan  things  that  will  better 
jspond  to  their  abilities.  "The 
3  guesswork  you  can  tal<e  out  of 

the  more  a  meeting  planner  at  a 
y  can  help  you  create  a  memorable 
t  that   accomplishes   its   goals," 

Brown.  In  Colonial  Williamsburg, 
jpeciai  touches  that  are  available 
3  from  an  opening  speech  to  a 
D  by  an  actor  portraying  Thomas 
■son,  to  a  group  scavenger  hunt 
gh  the  historic  area,  to  a  tour  of  his- 
jardens  and  even  a  garden  recep- 
-  as  well  as  ever-present  golf.  "If 
enow  your  group,  you  can  make 

choices  wisely,"  says  Brown. 

\W    Be  flexible  with  the 
^   meeting  schedule. 

B  Hotels  and   resorts   are   con- 

^   stantly  looking  to  fill  empty 

in  their  schedules,  and  it's  possi- 

at  moving  an  event  a  few  days  in 


A  SITE  INSP 
CHECKLIST 


When  looking  for  a      

for  a  corporate  meeting  or 
event,  here  are  the  experts' 
no-fail  guidelines  for  choos- 
ing the  best  site: 

Ask  for  references  from  planners  who 
have  held  a  meeting  at  the  location  within 
the  last  year  with  a  comparable  number  of 
attendees.  Don't  just  look  at  a  list  of  events; 
call  the  planners  personally 

Inquire  about  any  recent  or  pending 
changes  in  ownership,  management  or 
staff.  A  few  months  can  bring  about  major 

either  direction  will  match  their  needs. 
This  gives  the  meeting  planner  more 
power  in  negotiating  a  price,  as  does 
planning  an  event  in  the  off-season.  "If 
you're  willing  to  do  this,"  says  Nancy 
Murphy  vice  president  of  Sales  at  the 
Las    Vegas    Convention     &    Visitors 


lalterations,  which  may  or  may  not 
;the  location  desirable  for  a  particular  • 

Look  beyond  the  specific  locatid^ 
the  area  itself,  with  an  eye  toward 
conditions  that  could  adversely  impact^ 
an  event  —  including  major  constructior 
projects  or  possible  labor  disputes.: 

Find  out  what  other  groups  will  be  i 

ing  at  the  facility  when  you  book.    

than  once,  competing  companies  have 
met  in  close  quarters  —  which  can  uji 
mine  a  meeting's  success. 

Take  a  close  look  at  the  meeting  sp 
both  when  empty  and  when  a  meeting  li 
in  progress.  Ask  for  floor  plans,  including^ 
setup  scenanos  for  tables  and  equipment 
to  avoid  las^minute  surprises.  M^ 

Authority,  "you  can  get  some  real  bar- 
gains" In  Las  Vegas,  for  example,  the 
weekends  always  tend  to  be  booked  no 
matter  what  the  season,  because  it  is 
a  major  destination  for  weekend  travel- 
ers. The  prices  are  correspondingly  high- 
er. At  the  same  time,  midweek  offers  a 


..your  distractions  behind.'         , 


Far  f ronvthe.  worries  of  the  outside  world 
but  still  remarkably  easy  to  reach,  the  gated 
;ort  at  Seabrook  Island  offers  an  ideal  setting  for 
r  next  confen-ence.  The  surrounding  tidal  creeks 
oeacefui  beeches  provide  privacy  and  security 
fs  virtually  inripossible  to  match.  Whether  you're 
iOQ  a  large  meeting  or  a  small  group,  our  ocean- 
jxecutive  conference  facilities  and  spacious  villas 
/ill  ensure  that  your  next  meeting  Isyour  best. 


THE  RESORT  AT 

SEABROOK     ISLAND 

88-^99-7865  •  DISCOVERSEABROOK.COM 
CHARLESTON,  SOUTH  CAROLINA 
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better  price,  regardless  of  the  season. 
One  myth  is  that  big  destinations  such 
as  Las  Vegas  are  sold  out  in  advance, 
so  people  avoid  thenn  when  planning  a 
nneeting  on  short  notice.  "That  isn't 
always  true,"  says  Murphy.  "Especially 
for  small  corporate  events  such  as 
board  of  directors  meetings  and  those 
involving  50  people  and  under,  there 
are  always  last-minute  possibilities, 
and  as  an  organization  we  know  where 
to  find  them." 

6  Make  use  of  free  help. 
Planning  a  meeting  can  be 
an  expensive  effort.  Free  meet- 
ing-planning assistance  can 
be  found  in  a  number  of  areas,  however, 
beginning  with  convention  &  visitors 
bureaus.  "In  planning  a  meeting,  a  CVB 
ranks  as  the  best  bargain  on  the 
planet,"  says  Dennis  Edwards,  senior 
vice  president  of  the  Greater  Fort 
Lauderdale  CVB.  These  organizations. 


e  c  t     facilities 
for     executive     retreats, 
annual     board     meetings, 

nd   once  again   showing  them 
ho's   really   boss. 


^■**i 


The  Villas  of  Grand  Cypit 

and  your  executives  will  distovi 

much  in,ore  than  just  luxurio 

accommodations  and  supcri 

service.  Our  award-winnii 

facilities  and  features  includ 

•  45  holes  of  Jack  Nicklai 
V  signature  designed  gi 

•  Expert  instruction  at  tl 

Academy  of  Gi 

Full-service  Executive  Meeting  Cent 

•  Private  Jerraces,  lakeside  settings,  a: 

poolside  reception  area  for  parti 

•  1 ,500  acres  of  privacy  and  seclusn 

•  Spacious  Club  Suites  ai 
Mediterranean-style  vill 

•  AAA  Four-Diamof 

Black  Swan  restaurs 

•  Equestrian  Center,  tennis,  sootli" 

in-room  massages,  and  mo 

For  reservations,  please  i 
800-835-7377,  extension  - 


GRAWD 


VILLAS  AND  GOLF  RESORT 

Orlando,  Florida 
www.grandcypress.cr 


:h  c^n  be  found  in  every  region  of  the 
itry  as  well  as  nnany  internationally, 
<N  their  territories  better  than  anyone 
can   help  find  the  best  locations 
any  type  of  meeting.   In  addition, 
'  can  help  arrange  discount  airfare 
provide  other  services,   such  as 
ip  transportation,  travel  to  and  from 
airport,   and  can   even   help   staff 
meeting    itself.   The   best   part   is 
cost.   "In  most  cases,  everything 
Jo  is  for  free,"  says  Edwards.  Also, 
in  mind  that  most  large  hotels  and 
erence   centers   have   a   meeting 
ner  on  staff  who  is  a  specialist  in 
iging  small  meetings.  This  person 
/vork  directly  with  senior-level  execu- 
and  their  assistants  to  plan  an 
It  for  no  additional  fee. 

Don't  overpian 
the  event. 

Striking    the    right    balance 
between  work  time  and  free 


time    requires    careful    consideration. 
"You  can't  take  someone  to  a  destina- 
tion such  as  a  beach  or  a  mountain 
resort,  and  then  not  let  them  experi- 
ence it,"  says  Edwards  of  the  Greater 
Fort  Lauderdale  CVB.  "You  might  think 
you're  increasing  productivity  but,   in 
fact,   all  you   would   be   increasing   is 
resentment  and  irritation."  While  all- 
day  meetings  may  be  necessary,  it's 
important  to  balance  that  elsewhere 
with  time  off,  whether  an  afternoon  to 
go  shopping,  a  morning  to  play  golf  or 
a  few  hours  in-between  sessions  to  hit 
the  gym  or  the  spa  or  simply  relax. 
Some  areas  are  remote  enough  that 
activities  do  need  to  be  planned,  but 
others,  such  as  Las  Vegas,  work  best 
with   a   free-form   schedule   that   lets 
meeting  attendees  choose  what  they 
want  to  do. 

"The  best  advice  overall  is  this:  Know 
who  will  be  attending,"  says  Edwards. 
"That  way,  you  can  make  the  choices 
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that  appeal  to  them,  which  is  the  single 
best  thing  you  can  do  to  guarantee  the 
success  of  a  meeting." 


STRIKING  THE  BEST  DEAL 

The  cost  of  a  meeting  is  just  as 
important  a  consideration  as  the  business 
goals  that  are  to  be  accomplished.  For 
the  best  possible  price,  these  tips  may 
be  useful  when  negotiating  with  a  hotel 
or  resort: 

Ask  for  complimentary  meeting 
space.  Most  hotels  and  resorts  will 
offer  complimentary  meeting  rooms  to 
a  group  in  proportion  to  the  number  of 
sleeping  rooms  that  are  booked.  A 
group  that  books  a  quarter  of  the 
hotel's  guest  rooms,  for  instance, 
would  typically  receive  a  quarter  of  the 
hotel's  meeting  space  without  charge. 

Inquire  about  complimentary  sleep- 
ing rooms.  For  every  group  of  rooms 
booked,  hotels  generally  offer  conces- 
sions such  as  a  free  sleeping  room,  a 


Myrtle  Beach,  SC 


^  %}Tkd0v^B^ 


1-888-534-3456 

OO^VeLIe 

^^^  Resort 

1-888-354-3680 

©.Ocean  Creek 

RESORT 

1-800-621-4837 

.Sea  WvrcH 


fWe'Il  help  you  plan  your  i 

down  to  the  last  detail 

What  you  do  with  your  free  time  in  Myrtle  Beach  is  up  to  you. 

•  Convenient  oceanfront  locations  •  Spacious  accommodations  ,- 
•  Flexible  meeting  space  for  10  to  300  I 

•  Knowledgeable  and  experienced  group  staff 
•  Exceptional  resort  amenities 

www.meetinmyrtlebeach.com 


RESORT 


1-888-485-4861 
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free  upgrade  to  a  VIP  suite  or  a  com- 
plimentary suite  for  a  keynote  speaker. 

Ask  for  free  services.  When  planning 
a  meeting,  ask  for  the  rental  fee  to 
be  waived  for  audiovisual  equipment, 
as  well  as  anything  else  that  may  be 
needed.  If  the  group  is  large  enough, 
the  hotel  may  comply.  In  addition,  ask 
for  free  staff  help  both  to  set  up  the  room 
and  to  assist  in  running  the  equipment. 

Buy  as  much  food  from  the  hotel 
as  possible.  Since  hotels  and  resorts 
make  a  large  profit  on  food  sales,  a 
lower  room  rate  can  often  be  negotiat- 
ed in  return  for  catering  more  meals 
for  an  event.  In  addition,  find  out  what 
the  hotel  is  serving  to  other  groups  — 
and  choose  the  identical  menu.  The 
hotel  can  then  buy  and  prepare  the 
food  in  bulk,  thus  lowering  its  costs, 
and  possibly  your  room  rates.  ■ 
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CORPORATE  MEETING  HOT  SPOT! 
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Greater  Louisville  Convention 
&  Visitors  Bureau 

www.gotolouisville.com 

Greater  Louisville  is  easily 
accessible  with  over  90  unique 
attractions,  17,000  affordably  priced 
hotel  rooms  and  two  outstanding 
meeting  facilities:  the  Kentucky 
Fair  &  Exposition  Center  and  the 
expanded  and  renovated  Kentucky 
International  Convention  Center. 
Contact  the  Greater  Louisville 
Convention  &  Visitors  Bureau's 
convention  development  depart- 
ment toll-free  at  800-626-5646. 


Nashville  Convention  & 
Visitors  Bureau 

www.musiccityusa.com 

Nashville,  with  its  two  convention 
centers  —  the  Gaylord  Opryland 
Resort  &  Convention  Center  and 
the  Nashville  Convention  Center 
in  downtown  —  has  again  been 
selected  by  ASAE  to  host  its 
2005  Meeting.  In  fact,  meeting 
planners  across  the  country  and 
the  world  are  choosing  Nashville 
to  host  their  meetings.  Find  out 
why.  615-259-4730 
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Greater  Fort  Lauderdale 
Convention  &  Visitors  Bureau  i 


\ 


vvww.sunny.org 

Turquoise  waters.  Platinum  sand. 
Emerald  palms.  Golden  sun. 
Immerse  yourself  in  Greater  Fort 
Lauderdale,  a  chic  combination 
of  sea,  sun,  shopping,  arts  and 
entertainment  —  a  sophisticated 
meeting  playground  with 
glamour  and  charm.  For  your 
free  Meeting  Planners  Guide 
or  Vacation  Planner,  call 
800-22-SUNNY. 
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rhe  Charitable  Split 

lot  of  folks  were  sold  on  CRUTs.  Now  some  are  unhappy,  and  the  IRS  is  letting  them  dig  out. 

ASHLEA  EBELING 


N  THE  LATE  1990S  CHARITABLE  RE- 
niainder  unitrusts  were  widely  pro- 
moted— by  charities  and  financial  ad- 
visers alike — as  a  sure  way  for  folks 
sitting  on  highly  appreciated  assets  to 

'e  on  taxes,  create  a  steady  income 

?am  for  themselves  and  help  their  fa- 
ite  charities  to  boot.  Be- 

;en  1998  and  2000  the 

mber  of  CRUTs  jumped 

'/o  to  84,200,  while  assets 
them    grew    38%    to 
.3  billion. 
The  pitch  was  this:  A 

nor  can  put  appreciated 

±  into  the  CRUT  and  take 

k  for  himself  (or  some- 
else)  an  annual  payout 

lal  to  a  percentage  (say, 

)  of  the  value  of  the  trust 

h  year.  Assuming  the 

n  posts  more  than  7% 

ar  in  income  and  appre- 

tion      combined — and 

ryone  seemed  to  assume 

ould — the  corpus  of  the 
t  grows,  meaning  both 

annual  7%  payout  and 

ity's  eventual  take  grow, 
(In  a  "remainder"  trust, 

■ity  gets  what's  left  when 

payout  beneficiary  dies 

after  a  set  number  of 

s.) 

n  addition  to  the  pay- 

;,  the  donor  gets  juicy  tax 

iks:  an  upfront  deduc- 

for  the  share  of  the  trust  projected  to 

o  charity — by  law  at  least  10% — and 

ability  to  sell  the  assets  in  the  trust 

lout  taking  an  immediate  capital 

s  tax  hit.  Everyone  wins. 

vVhoops — somebody  forgot  to  men- 
bear  markets! 

*If  you  put  $1  million  into  a  unitrust 

ngj%,  and  the  $1  million  shrinks  to 


$500,000,  your  annual  payout  drops  from 
$50,000  to  $25,000,"  notes  Stephen 
Chiles,  a  Chicago  lawyer  who  is  helping  a 
client  get  out  of  a  CRUT.  "You're  going  to 
be  disappointed." 

Not  too  surprising,  then,  that  a  lot  of 
folks  are  having  second  thoughts  about 


their  CRUTs.  What  is  surprising,  however, 
is  that  the  Internal  Revenue  Service,  in  a 
series  of  "private  letter  rulings,"  has  per- 
mitted them  to  dissolve  their  CRUTs — 
provided  charity  gets  its  rightful  share. 
"The  IRS  says,  'If  nobody's  hurt,  why  not 
let  them  get  out  of  it?'  No  harm,  no  foul," 
says  Frederick  M.  Lappin,  a  trusts  and 
estates  lawyer  in  Florham  Park,  N.J. 


Who  might  be  a  candidate  for  ending 
a  charitable  trust  early?  Beneficiaries  who 
are  disappointed  with  low  payouts,  or 
who  need  access  to  the  trust  principal,  of 
course.  But  there  are  other  reasons  to 
consider  a  CRUT  breakup  now. 

First,  every  dollar  distributed  to  you 
in  a  CRUT  breakup  will  be 
taxed  immediately,  but  as  a 
long-term  capital  gain,  at  a 
top  tax  rate  of  just  15% — 
the  lowest  capital  gains  rate 
in   70  years.   By  contrast, 
much  of  your  annual  pay- 
outs from  a  CRUT  might  be 
classified  as  ordinary  income 
and  taxed  at  rates  up  to  35%. 
Jere  Doyle,  a  Boston-based 
estate  planning  lawryer  for 
Mellon  Financial,  says  some 
folks   who   were   sold   on 
CRUTs  are  shocked  by  this — 
they  mistakenly  believed  the 
trustee    could    sell    their 
appreciated  stock,  invest  it  in 
municipal  bonds  and  dis- 
tribute tax-free  income  to 
them.  In  fact,  a  complicated 
CRUT  tax  regime  forces  them 
to  take  ordinary  income  first 
and  then  capital  gains  before 
they  can  get  to  any  tax-free 
earnings. 

Moreover,  many  investors 
are  sitting  on  big  capital  losses 
outside  the  CRUT  that  they 
could  use  to  offset  the  gains 
from  a  CRUT  termination.  That  was  one 
reason  an  entrepreneur  and  his  wife  re- 
cently dissolved  a  special  type  of  CRUT — 
known  as  a  net  income  makeup  CRUT — 
they  set  up  with  $30  million  in  highly 
appreciated  stock  at  the  Orange  County 
Community  Foundation  in  1998.  The 
trust's  value  had  sunk  to  $20  million.  The 
donors  got  back  $17.3  million,  and  $2.7 
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million  went  into  a  donor-advised  fund  at 
the  foundation.  The  couple  has  akeady  rec- 
ommended $400,000  in  grants  from  the 
fund  for  local  arts,  education  and  social 
services  groups. 

"The  charity  doesn't  have  to  wait 
until  the  donors  die.  They  can  use  the 
money  now,"  says  Scott  Harshman,  the 
couple's  lawyer.  Adds  Shelley  Hoss,  pres- 
ident of  the  foundation:  "Given  the 
tough  times  for  nonprofits,  it's  especially 
good  timing." 

Not  having  to  wait  for  their  money  is 
just  one  reason  some  charities  are  happy 
to  dissolve  CRUTs.  Complexity  is  another. 
In  one  case  a  donor  set  up  a  net  income 
CRUT  with  an  8%  payout.  But  in  one  of 
these  trusts,  the  payout  is  only  made  to 
the  extent  the  trust  has  net  income.  The 
donor's  child,  the  only  remaining  income 
beneficiary,  wasn't  happy  with  the  fact 
that  he  was  getting  only  3%  because  of 
the  trust's  meager  income.  And  the 
trustee,  an  affiliate  of  the  church  that  was 
to  get  the  remainder,  didn't  like  having  to 
decide  between  generating  more  income 
for  the  child  or  capital  growth,  which 
would  ultimately  benefit  the  church.  All 
parties  wanted  to  end  the  trust,  and  the 
IRS  gave  its  blessing. 

Isn't  there  a  potential  for  donors  to 
play  games  here?  You  bet.  And  the  IRS 
insists  on  some  safeguards.  For  example, 
in  private  letter  rulings  it  has  required 
that  the  income  beneficiaries  them- 
selves— and  their  doctors — sign  affidavits 
attesting  that  they  don't  have  a  medical 
condition  that  would  lead  them  to  have  a 
lower-than-normal  life  expectancy.  Oth- 
erwise, an  income  beneficiary  with  a  ter- 
minal illness  could  demand  a  cut  based 
on  average  life  expectancy,  cheating  the 
charity  out  of  a  bigger  payoff  at  his  pre- 
mature death. 

The  IRS  has  also  warned  in  its  rulings 
that  if  the  donor  is  found  to  have  short- 
changed the  charity,  he  could  be  liable  for 
a  "termination  tax"  rcq  linng  huii  to  give 
back  all  the  income  tax  benefits  he  origi- 
nally received. 

Note  that  all  th  lo  the  trust 

have  to  agree  to  end  cases — 

say,  a  CRUT  set  up  foi  a  trustee 

might  refuse,  on  the  gro  .  T^ar^nt 

who  set  up  the  trust  w;.       ■•     -e  big- 


What's  better  than  the  millions  you'llf 
technology?  The  fact  that  we'll  guaran 
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spender  kid  to  get  annual  payments  and 
not  a  lump  sum.  (He,  she  or  it  also 
might  be  reluctant  to  give  up  the  annual 
trustee  fees.)  Of  course,  since  many 
CRUTs  in  the  1990s  were  set  up  with  the 
donor  as  trustee,  getting  approval  might 
not  be  so  difficuh. 

Also,  in  many  cases  the  donor  has  the 
right  to  change  the  charity  beneficiary — 
so  you  could  change  it  from,  say,  three 
big-name  charities  to  your  own  private 
foundation,  and  then  dissolve  the  trust. 

Would  the  IRS  allow  that?  Apparently, 
yes.  But  don't  take  a  chance;  get  your 
own  private  letter  ruling  approving  any 
CRUT  split.  In  some  states  you'll  need 
approval,  too,  from  the  state  attorney 
general  and/or  a  court.  Expect  to  pay 
substantial  lawyers'  fees  and  other 
costs— at  least  $15,000— and  more,  if 
there  are  comphcations. 

There's  another  option  if  you're  tired 
of  the  complexity  of  your  CRUT  but  are 
feeling  flush  and  no  longer  need  CRUT 
payouts:  End  the  trust,  give  charity  your 
share  and  take  another  income  tax  deduc- 
tion. You  are,  in  effect,  giving  away  appre- 
ciated assets,  so  your  deduction  is  usually 
limited.  Just  as  when  you  give  away  $1  mil- 
lion of  Dell  Computer  stock  you  bought 
for  $10,000,  the  paper  gain  is  not  taxed  to 
you,  but  your  deduction  is  limited  to  ei- 
ther 20%  or  30%  of  your  adjusted  gross 
income,  depending  on  the  type  of  charity 
that  is  getting  the  money;  nondeductible 
amounts  can  be  carried  over. 

You  can  even  elect  to  give  charity 
only  part  of  the  CRUT  and  continue  with 
reduced  payouts.  "It  isn't  all  or  noth- 
ing," says  Conrad  Teitell,  a  Stamford, 
Conn,  charitable  law  expert.  He's  seen  a 
lot  of  donors  give  away  part  of  a  trust, 
for  example,  when  a  donor's  alma  mater 
asks  for  money  for  a  current  building 
campaign.  The  donor  gets  the  recogni- 
tion of  having  made  a  current  gift,  and 
still  gets  payouts,  albeit  off  a  lower  trust 
amount. 

What  about  setting  up  a  CRUT  now? 
Donors  with  highly  appreciated  assets, 
particularly  real  estate,  are  still  setting  up 
CRUTs,  Teitell  reports.  And  if  the  CRUT 
doesn't  work  as  planned,  they  can  elect  to 
get  out  later — assuming,  that  is,  that  the 
IRS  doesn't  have  a  change  of  heart.        F 
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Pumping  Oil 

Oil  and  gas  service  companies  look  like  a  good  way  to  play 
this  round  of  recovery  in  energy  demand  I  by  mitchell  martin 


GLOBAL  ECONOMIC  GROWTH  IS 
accelerating  after  two  slow 
years.  Commodity  prices  are 
shooting  up.  Time  to  buy  a 
commodity  producer? 
Maybe  not.  You  could  do  better  buy- 
ing a  supplier  to  a  commodity  producer. 
We  have  in  mind  oil  service  companies. 

On  the  surface  this  looks  like  a  good 
time  to  be  in  the  oil  business.  Exxon- 
Mobil just  reported  a  very  strong  quarter, 
for  instance.  But  that  doesn't  mean  inte- 
grated energy  companies  are  likely  to  out- 
perform the  market  in  the  coming 
months,  warns  William  Rhodes,  a  strate- 
gist who  runs  his  own  firm  in  Boston.  He 
sees  barrels  of  oil  sloshing  over  the  mar- 
ket as  producing  countries,  including 
Iran,  Libya,  Nigeria,  Saudi  Arabia  and 
Venezuela,  open  the  pump  valves  to  keep 
cash  flowing  into  their  economies.  Add  to 
that  the  return  of  Iraqi  oil  to  the  market 
(volume  and  timing  uncertain  though  it 
is),  and  you  get  plenty  of  supply  to  keep 
prices  flat  or  falling. 

Even  when  crude  prices  rise,  the  gains 
do  not  fall  intact  to  the  bottom  line  at  oil 
companies.  They  have  to  share  their  good 


fortune  with  royalty  owners,  tax  collec- 
tors, host  governments  and,  to  the  extent 
they  supply  their  refineries  with  crude 
they  buy  in  the  open  market,  with  well 
owners. 

Oil  service  companies  do  not  have  the 
same  problems.  These  are  the  outfits  that 
assemble  or  operate  oil  platforms,  pro- 
vide machinery  and  do  contract  drilling 
for  the  owners  of  energy  fields.  They 
stand  to  benefit  from  an  expanding  world 
economy  even  if  crude  prices  stay  flat,  as 
producers  revitalize  existing  energy  fields 
and  explore  for  new  ones. 

That's  why  Roger  Alcaly  likes  the  oil 
service  sector.  A  former  New  York  Fed 
official  and  Ivy  League  academic,  Alcaly 
runs  equity  investments  for  Mt.  Lucas 
Management,  a  Princeton,  N.J  consultant 
to  hedge  funds.  Following  a  recent  period 
when  exploration  and  production  spend- 
ing by  the  oil  majors  was  a  bit  weak 
because  of  uncertainty  about  the 
medium-term  trend  in  oil  prices,  the  sec- 
tor's revenues  are  likely  to  pick  up  briskly, 
he  says.  The  well  owners  need  to  make  up 
for  several  years  of  deferred  maintenance. 

Iraq  could  use  new  equipment  in  its 


OaJap 


With  the  growing ;  .riount  of  work  available  in  Latin  America,  Russia  and  the  Middle 
East,  as  weli  as  offshore,  ihs  oi!  majors  are  easing  up  on  their  contract  terms  with 
their  subcontractors.  That  itJiproves  the  prospects  for  oil  service  companies. 

MICE 


B  J  Services 
CHC  Helicopter 
Nabors  Industries 
Oil  Service  HOLDRS 


Patterson  UTI  Energy 

Weatheiin  d 

NA.  N'ji  .T(.ii.'li!  iiMr'.  SouiC!).  W_v.  ■ 


260      l^    <>    K    B    E   S  ■  Novcmliei  X . 


recent 

52-week 

high 

low 

P/E 

.>33 

$42 

$29 

32 

■■-'1 

22 

15 

9 

46 

32 

37 

'-:, 

68 

51 

NA 

37 

25 

65 

48 

33 

30 

"^Tl 

rusty  oilfields.  So  could  Russia,  which  k 
a  huge  amount  of  untapped  potential, 
that  country  stops  jailing  oil  executives, 
might  even  attract  the  capital  needed  t 
pay  for  the  drills. 

Alcaly  uses  an  exchange-traded  fun 
to  play  the  sector.  The  Oil  Service  HOLDI 
on  the  American  Stock  Exchange  gh 
access  to  the  main  U.S.  players  in  the  ii 
dustry:  Baker  Hughes,  Schlumberger,  Ha 
liburton.  The  U.S.  companies  domina 
the  industry  from  an  investment  stanc 
point.  The  Europeans  tend  to  be  special 
players,  while  Asian  competitors  are  par 
of  large  conglomerates. 

To  outperform  the  HOLDRS,  yc 
would  have  to  pick  winners  among  ind 
vidual  companies.  One  likely  place 
look  is  companies  servicing  Russia 
barely  tapped  energy  markets.  Weathe 
ford  International  and  BI  Services  ha 
active  operations  in  Russia,  which  h 
about  a  third  of  the  world's  natural  g 
reserves. 

Vincent  Zelenko,  a  J.R  Morgan  Cha 
analyst  in  London,  says  you  should  \o< 
offshore,  among  companies  that  provi 
drilling  platforms  and  services  to  dee 
water  sites.  Improved  technologies  ha 
made  it  possible  to  exploit  discover! 
made  a  decade  ago,  when  it  would  ha 
been  difficult  to  extract  the  energy  pn 
itably.  The  deepwater  industry,  he  sa 
has  a  "golden  triangle"  between  the  G 
of  Mexico,  offshore  Brazil  and  W 
Africa's  Gulf  of  Guinea.  Zelenko  HI 
)ohn  Wood  Group,  a  diversified  Briti 
concern  that  he  says  is  involved  with  6( 
of  the  drilling  contracts  in  the  Gulf 
Mexico.  If  you  do,  too,  you'll  have  to  t 
it  in  London;  it  does  not  trade  elsewhe 
Shares  go  for  the  equivalent  of  $2.68, 
17  times  trailing  earnings. 

To  the  left  is  a  list  of  oil  service  sto 
more  readily  available  to  U.S.  investor;  ^ 
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I  Forbes  Collection™ 

ver  his  lifetime,  Malcolm  Forbes  built  a  stellar  collection  of  objets  d'art— from  signature  art  to 

;s  to  presidential  papers  to  the  fabulous  Imperial  Eggs  of  Peter  Carl  Faberge. 

ow  Couristan  brilliantly  captures  Malcolm's  sense  of  consummate  style  with  this  series  of  area 
mfluenced  by  the  luxurious  Forbes  estate,  Chateau  de  Balleroy  By  combining  the  finest  100% 
Zealand  Wool  and  Couristan's  75  years  of  commitment  to  strong  design  and  quality,  the 

eau  de  Balleroy  Series  captures  the  beautiftil,  elegant  and  sophisticated  lifestyle  of  the 

vned  Forbes  estates  and  signature  art  collections. 
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w  the  full  line  of  exquisite  items  from  The  Forbes  Collection,  please  visit  www.forbes.cotn/forbescoUection. 
n  immediately  start  your  own  discriminating  collection  and  become  part  of  a  legendary  tradition. 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 


Channel  Surfing 


Cable  operators  are  fighting  a  two-front  war — against  phone  companies  for 
Internet  business  and  against  satellite  companies  for  TV  shows.  All  the  cablers 
are  freighted  with  heavy  debt  from  building  out  their  systems,  and  profits  are 
hard  to  come  by. 

Among  them,  COX  COMMUNICATIONS  (34.  COX)  is  perhaps  the  best  positioned 
for  the  next  several  years  of  warfare,  says  UBS  Managing  Director  Aryeh 
Bourkoff.  Cox  is  adding  subscribers  at  a  rapid  cHp,  thanks  to  its  superior  bun- 
dled digital,  data  and  telephony  product  offerings.  Price  increases  have  helped 
burnish  its  results,  too. 

For  the  first  nine  months  of  the  year  Cox's  operating  income  (earnings 
before  depreciation,  interest  and  taxes)  expanded  by  a  healthy  53%  to  $425  mil- 
hon,  beating  estimates.  And  its  revenue  growth  also  has  been  powerful,  hitting 
$4.3  billion  for  the  period,  a  15%  rise. 

Among  publicly  traded  cablers.  Cox  is  more  affordable  than  larger  Comcast, 
whose  enterprise  value  multiple  (market  cap  plus  debt  minus  cash,  divided  by 
operating  income)  is  14,  to  Cox's  12.  Charter,  at  a  10  multiple,  carries  a  woefiiUy 
larger  debt,  90%  of  capital,  to  Cox's  46%.  Meanwhile,  Cablevision,  with  the 
same  multiple  as  Cox's,  has  lowered  its  2003  operating  income  guidance.  Cable- 
vision  also  has  attracted  criticism  for  its  plan  to  spin  off  its  sateUite  unit. 

— Allison  Pass 
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Total  revenues  ($bil) 
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Sources:  Reuters  Fundamentals  and  Thomson 
First  Call  via  FactSet  Research  Systems. 


Cleaning  Up 

Selling  soap  is  hardly  an  electrifying  busi- 
ness. But  DIAL  (24,  DL)  has  done  extraordi- 
narily well  with  its  new  line  of  liquid 
soaps,  an  idea  it  bor- 
rowed from  Europe, 
says  William  Chap- 
pell,  an  analyst  at 
SunTrust  Robinson 
Humphrey. 

Dial,  whose  prod- 
uct lines  also  include 
Renuzit  air  fresheners  and  Armour 
Star  canned  meats,  has  found  its  Purex 
brand  of  liquid  detergent  t'">  be  a  big 
seller,  too. 

Sales  for  2003's  first  nine  months 
were  up  5%  to  $1  bill:'  .r;-,  ;-u\d  net  income 
rose  120%  to  $101  ;  .'■  m.  The  stock 
goes  for  17  times  trair.  rarnings,  ex- 
cluding a  one-tiinc.  .  lllTJ^T  its 
Argentina  operiv;;,)ns,  n, ; .  helper 
than  the  S&l'  Consumer  S'  ndex 
multiple  of  23.  Dial's  P/i-  is  iie 
charge  inciud-ttl 


Hard-Luck  Software    Chemical  Burn 
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Tech  optimists  have  exuberantly  bid  JDA 
SOFTWARE  (21,  JDAS)  up  135%  from  its 
52-week  low  in  April.  The  company, 
which  sells  inventory  management  soft- 
ware to  retailers,  expects  a  flush  holiday 
season. 

Dream  on,  says  Richard  Williams,  an 
analyst  at  Summit  Analytic  Partners.  JDA 
sells  for  179  times  trailing  earnings  and 
36  times  projected  2004  earnings.  The 
nine  enterprise  software  companies  that 
Williams  covers  trade  at  an  average  39 
times  2004  earnings.  JDA's  performance 
lately?  Blah.  Revenue  for  the  first  three 
quarters  is  down  8%  to  $152  million 
and  net  income  is  off  70%  to  $2.4  mil- 
lion. To  justify  its  current  price  JDA  must 
post  earnings  per 
share  of  59  cents  in 
2004.  It  will  be  hard 
put  to  match  the  36- 
cent  consensus  for 
.?003  Short  it;  cover 
at  $15. 
— Michael  Maiello 


Marvel  at  the  turnaround  at  DOW  CHEK 
CAL  (37,  DOW):  sales  for  2003's  first  thr 
quarters  up  18%  to  $24  billion,  n 
income  up  70%  to  $801  million.  It  woi 
last,  says  Graham  Copley,  a  Sanford 
Bernstein  analyst. 

Global  chemical  overcapacity  and  r 
ing  gas  prices  will  hurt.  So  will  its  crushij 
$16  billion  in  Habilities  from  debt,  ; 
underfunded  pension 
plan  and  asbestos. 
Copley  estimates  that 
Dow  will  generate 
$2.6  bUlion  in  cash 
from  operations  this 
year;  most  will  go  to 
bare-bones  capital 
spending  and  to  the  lush  3.7%  divide 
needed  to  hold  up  the  stock.  Paying  doi 
liabilities  vfith  the  $200  million  a  year  1 
over  would  take  80  years. 

Copley  notes  that  Dow  trades  at ' 
times  book,  versus  the  4.0  industry  nor 
Short  it  and  cover  at  $20. 

— Christopher  Helm 
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FOR     success: 

Follow  the  advice  we  give  our  children. 


•      *\K- 


'/•->: 
.^', 


LK-: 


i^ f 


.:.  :•  '-'^• 


Protectivei^ 


J3i  05.03 


We  all  encourage  our  children  to  do  the  right  thing.  For  almost  one 
hundred  years,  the  same  good  advice  has  served  Protective  well.  We've 
always  strived  to  offer  great  products  at  highly  competitive  rates  and 
provided  the  kind  of  attentive,  personal  service  we  would  hope  to  get  from 
others.  Sound  too  simple?  Perhaps,  but  it's  helped  us  become  one  of  the 
fastest  growing  companies  in  the  life  insurance  industry  Isn't  it  reassuring  to 
know  that,  Doing  the  right  thing  is  smart  business*? 


Life   Insurance    |   Annuities   |   Retirement   Savings    |   Asset    Protection    Products 


Protective  Life  Insurance  Company,  Empire  General  Life  Assurance  Corporation,  West  Coast  Life  Insurance  Company 


Doing  the  right  thing  is  smart  business'. 


www,  protective. -COM 


Protective  Life  Corporation,  PC,  Box  2606,  Birmingham,  AL,  35202 


Thfi  Hnntrarian  |  Ry  Davifi  Dreman 

Bubble  Junior 


WHAT'S  GOING  ON— HAS  THE  MARKET  TAKEN  A 
couple  of  steps  back  in  time?  It  was  inflated  to 
bubble  proportions  in  the  late  1990s.  The  bub- 
ble popped.  Now,  only  three  years  later,  we 
have  another  bubble. 
Many  of  the  same  dot-com  and  other  tech  stocks  that  led 
the  last  overheated  bull  market,  only  to  be  subsequently  deci- 
mated, are  leading  this  one.  Since  Oct.  7  of  last  year  the  tech- 
heavy  Nasdaq  100  has  rocketed  77%,  more  than  twice  the  36% 
gain  of  the  S&P  500.  Let's  call  it  Bubble  Junior. 

What  is  so  different  about  the  current  crop  of  Nasdaq  100 
highfliers  that  justifies  their 


There  is  a  bizarre 

psychological 

effect  overtaking 

the  market  these 

days,  where 

crummy  stocks  are 

treated  well  and 

good  stocks  badly. 

Sound  familiar? 


prices?  In  a  word,  nothing. 

Intel  is  a  solid  growth 
company.  But  the  growth  is 
irregular,  and  there  is  no  way 
it  can  continue  for  the  next 
two  decades  at  the  rate  it  has 
for  the  past  two.  In  the  two 
years  up  to  the  March  2000 
market  peak  it  averaged  a 
price/earnings  ratio  of  36. 
That  was  a  lot,  given  that  the 
chipmaker's  earnings  grew 
at  a  mere  15%  annual  rate 
in  the  late  1990s.  And  as  it 
happened,  even  this  growth 
was  not  sustained.  The 
wheels  came  off  in  Silicon 
Valley.  Intel's  earnings  drop- 
ped 26%  annually  for  the  next  three  years. 

Bubble  Junior  adherents  are  not  in  the  least  perturbed  by 
these  events.  Rather  than  pricing  Intel  at  what  it's  worth,  which 
is  .somewhere  around  20  times  earnings,  they  are  paying  2.5 
times  that. 

You  think  that's  bad?  Look  at  Qualcomm.  The  digital  wire- 
less comnvunications  outfit  had  an  average  P/E  of  134  for  the 
two  years  leading  up  to  March  2000.  Earnings  growth  was  85% 
annually  at  that  time.  Investors  were  telling  themselves  that  the 
spectacular  growth  v.'ouid  continue.  But  over  the  three  years  to 
June  2003  earnings  increased  only  1.5%  annually  This  erratic 
grower  is  worth  maybe  half  of  ii-e  55  P/E  at  which  it  is  trading. 
Naturally  the  optimists  with  theu-  usual  short  memories  don't 
value  it  this  'At;. 

You  see  tlv;  .a'  ■  •  ,  .vie.-n  ai  niauy  oUicr  leaders  of  Bubble 
Junior,  such  as  Cisco  <  ,-  n,'l  ,..nd  [uniper  Networks.  Earn- 
ings are  di,sappointing  ■  nt  outlooks  are  so-so.  Their 
multiples  ail-  insane. 

Behavioral  finance  h^ 


bes 


come  up  with  a  new  term 
"the  affect  heuristic" — t 
explain  why  investors  contini; 
to  fall  for  stocks  like  these 
people  like  a  concept,  price  is  ( 
almost  no  concern:  If  it's  ra 
sonable  for  Intel  to  be  priced  i 
48  times  earnings,  then  surely 
multiple  of  55  for  Qualcomm 
nothing  to  worry  about.  Whe 
people  are  seized  with  emotioi 
prices  react  in  bizarre  way 
regardless  of  whether  the  investors  are  amateurs  or  pros.  1 
classroom  experiments,  emotions  have  people  bidding  up 
traded  object  to  100  times  its  intrinsic  value. 

The  mirror  image  of  these  emotions  has  people  fleeing  « 
masse  from  value  stocks.  This  collection  of  misunderstoo 
issues  should  do  well  when  investors  see  them  in  a  more  ba 
anced  light.  Here  are  several  to  look  at: 

Bank  of  America  (75,  BAC)  made  the  firont  pages  with  its  offi 
to  buy  FleetBoston  and  become  the  nation's  second-large 
banking  company  after  Citigroup.  Wall  Street,  convinced  tl 
$47  billion  price  is  too  rich,  punished  Bank  of  America  1 
knocking  10%  off  its  stock  in  one  day.  The  bank  has  also  been 
the  news  with  the  revelation  that  its  mutual  fund  divisic 
allowed  hedge  funds  to  buy  or  sell  after  markets  closed. 

While  the  Fleet  price  is  high,  the  deal  should  further  e; 
hance  Bank  of  America's  clout.  To  its  branches  in  21  states  ai 
30  countries,  the  new  colossus  will  add  Fleet's  wealthy  Ne 
England  territory.  The  bank  has  been  dismissing  those  respo: 
sible  for  the  fund  imbroglio  and  promised  to  compensate  ftii 
holders.  Earnings  have  been  better  than  expected  in  2003  ai 
should  increase  19%  to  $10.5  billion  for  the  entire  year,  wi 
another  increase  in  2004.  The  company  trades  at  a  P/E  of  1 1  ai 
yields  4.3%.  \ 

Pfizer  (31,  pfe)  has  lagged  during  this  year's  market  reboun 
along  with  most  of  the  pharma  group.  Still,  the  drugmaker  h 
one  of  the  strongest  pipelines  in  the  industry,  with  earnin 
(excluding  recent  acquisition  Pharmacia  and  related  charge 
likely  to  rise  9%  this  year,  to  $10  biUion,  and  21%  (includingb 
then  integrated  Pharmacia)  in  2004.  Its  P/E,  30;  yield,  1.9%. 
American  International  Group  (60,  aig)  is  the  most  global 
insurers:  Foreign  operations  are  half  the  revenues.  A  first-r; 
product  innovator,  the  company  has  posted  a  low  double-di 
earnings  growth  record  for  several  decades  and  is  likely  to  do 
again  this  year  and  in  2004.  AIG  presents  good  value  at  a  P/E 
24,  notwithstanding  a  fairly  low  dividend  yield  (0.4%). 

David  Drcinan  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  bool  i 
Contrarian  Investment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman 
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OR  YOUR  COIVlRANY  FOR  FREE!  www.forbes.coni/jedc 


nning  your  company  is  hard  enough. 


Forbes/IEDC  Business  Relocation  Guide  featunng  the  Corporate  Relocation  Calculator 
^ides  a  faster,  smarter  way  to  make  expansion  and  relocation  decisions.  In  addition  to 
Calculator,  this  one-of-a-kind  resource  offers  instant  access  to  relocation  hot  spots, 
)es  research,  conference  resources,  a  site  selection  guide  and  links  to  Business 
)cation  Guide  resources. 

not.only  easy  —  its  all  free  ...  from  Forbes  and  the  International  Economic  Development 
ncil  —  the  one  source  for  economic  development  information.  Go  to  www.forbes.com/iedc 
give  the  Corporate  Relocation  Calculator  a  try  today.  Then  start  packing! 

tact  Peter  Malloy  at  212-620-2224  for  more  information. 
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CAPITALIST  TOOL 


lEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator 
Drought  to  you  by  lEDC,  Forbes  and  these  featured  relocation  hot  spots: 
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LONGVIEf 

H'ww.longYiewedc.com 
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VIRGINIA'S 

HAMPTON 
ROADS&. 
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AppalachianOhio.com  m 

Sponsored  by  ihe  Govcnior's  Office  ol  AppalachJa  •""  * 
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When  to  Buy,  When  to  Sell 


IF  YOU  FELT  SORRY  FOR  THE  COCKEYED  OPTIMISTS  WHO 
were  buying  up  orphaned  tech  stocks  in  the  depths  of  a  bear 
market  and  apparently  losing  their  shirts  {see  my  column, 
Nov.  22,  2002),  you  may  now  stop  feeling  sorry.  The  hedge 
fund  managed  by  Scott  Bedford  and  Peter  Schleider,  Penin- 
sula Technology  Fund,  reports  that  this  year  it  is  up  by  132%, 
net  of  fees  and  expenses. 

Now  unfolding  is  a  progress  report  affixed  to  a  short  ser- 
mon. To  refresh  your  memory,  Bedford  and  Schleider  saw  the 
millennial  stock  market  bubble  for  what  it  was.  They 
inveighed  against  it,  sold  it  short  and  were  glad  to  see  the  back 
of  it.  In  the  aftermath  they 


watched  once  impossibly 
overvalued  stocks  become 
stupendously  undervalued. 
They  raised  just  a  pittance,  as 
Wall  Street  counts  money — 
only  $17  million — to  invest 
in  Internet  and  software 
companies,  a  market  segment 
that  had  commanded  a  peak 
valuation  of  $1  trillion.  They 
opened  for  business  on 
Oct.  1,2001. 

From  the  post-Sept.  1 1 
heights  (the  market  rallied  for 
a  few  months  after  the 
attacks)  to  the  2002  depths, 
the  fund  was  down  by  50%. 
"And  to  be  honest  with  you," 
allows  Bedford,  "we  were  maybe  50%  invested." 

You  might  suppose  that  investing  in  businesses  valued  in  the 
market  at  a  discount  to  the  cash  on  their  balance  sheets  would 
be  an  easy  and  stress-free  occupation.  If  so,  you  would  be  sup- 
posing without  Mr.  Market.  So  $5  stocks  became  $3  stocks.  "I 
can  tell  you  right  now,"  Sclileider  was  quoted  as  saying  in  this 
space  one  year  ago,  "that  selling  below  cash  and  increasing  your 
revcnui-  ■(.■•.!■.•!.•!'.•  ially  and  adding  to  the  profits  of  the  business  is 
people.  !t  is  compelling  to  me,  but  I  feel  like  I 


If  you  bought  low, 

now  that  the  stock 
market  has  risen 
again,  do  you  sell 

high?  Or  wait  for  it 
to  go  still  higher? 

One  problem:  The 
market  might  not 
get  much  higher. 


not  CO 

am  in  <■  . 
Th.  ^  . 
bin  durii  ■  ^ : 
two  about  ail , 
unremitting  waves 
rate  insiders  in  iiu  shi 
ate  and  disillusioi'.-d,  V 
goingdown,  and -.}   , 
fessed  thai  he  would: 
exactly  how  much  selliii 
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K  Rothschild,  Unterberg,  Tow- 

.  felt  that  they  knew  a  thing  or 

liey  had  not  banked  on  the 

nture  capitalists  and  corpo- 

f  2002.  The  sellers,  desper- 

ir'v:  1)  The  market  was 

.'■  f;.!!  Bedford  con- 

.  ''.!."  have  foreseen  FZ 


■■■•.m 


Now  the  partners  confroi 
the  problems  we  all  shoul 
have.  Having  bought  low,  the 
must  decide  whether  to  se 
high,  or  wait  and  sell  highe 
lust  because  a  stock  purchase 
at,  say,  $3  goes  to,  say,  $10  doi 
not  mean  that  it's  overvalue* 
But  there  is  that  suspicion,  espi 
ciaUy  at  a  time  when  the  Nasdc 
100  is  back  in  extraterrestrii 
orbit  and  New  York  Stoc 
Exchange  margin  debt  is  knocking  on  the  door  of  $150  billio 
Bedford  and  Schleider  have  sold  some  positions  because,  as  th( 
say,  the  prices  got  to  be  "stupid."  And,  for  tax  reasons,  they  ha 
postponed  the  sale  of  other  positions  that,  to  them  or  to  otheii 
may  also  appear  stupid. 

"We  should  actually  be  fired  if  our  partners  could  see  whei 
we  sold  stuff,"  says  Bedford,  meaning  that  some  of  the  stoc 
they  sold  had  the  temerity  to  continue  to  go  up  after  they  1 
them  go.  In  this  context  he  mentions  Autobytel,  the  online  c 
sales  company,  which,  after  they  sold  it  at  $5,  quickly  shot 
$10,  helped  along  by  the  salesmanship  of  a  fellow  on  CNBC. 

Bedford  says  that  he  would  not — could  not — duplicate  tl 
fund  today.  Its  reason  for  being  was  the  existence  of  valuatio: 
unseen  in  Silicon  Valley  in  20  years.  And  now  those  valuatio 
are  gone. 

As  for  the  run-of-the-mill  semiconductor  or  comput 
stocks,  Bedford  and  Schleider  have  nothing  to  do  with  thei 
The  fact,  they  say,  is  that  these  are  mature  businesses  wi 
short  product  cycles  and  plenty  of  competition,  foreign  ai 
domestic.  In  the  1980s,  they  note,  tech  sold  at  a  discount 
the  market  averages,  for  just  those  reasons.  Now  it  comman 
a  premium.  Last  year  the  partners  worried  that  when  the  bi 
cap  tech  companies  got  their  overdue  comeuppance  in  f 
stock  market,  their  little  Internet  bargains  would  be  groui 
even  deeper  into  the  dust.  Instead,  happily  for  Peninsu 
comeuppance  was  postponed,  and  their  little  stocks  levitat 
with  the  Nasdaq. 

I  promised  a  brief  sermon,  and  here  it  is. 
Seek  out  investments  that  are  absolutely  cheap,  not  ji 
"cheap  to  the  market."  Hold  a  cash  reserve.  Deploy  said  reset 
to  buy  said  bargains. 

How  to  know  when  an  investment  is  absolutely  chea 
You'll  buy  it  with  trepidation  and  then  watch  it  get  cheap 
Then  buy  more. 

Who  said  getting  rich  was  easy? 
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is  easy-to-read  common  sense  guide  and 
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In  a  challenging  and  volatile  marketplace  where  investors  match 
wits  every  day  ...  and  where  fortunes  are  made  and  lost ...  this 
new  edition  of  the  FORBES  STOCK  MARKET  COURSE  will  give  you 
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to  profits  ...  achieve  financial  success. 

To  reach  that  goal,  you  must  have  a  thorough  understanding  of  the 
wide  variety  of  investment  vehicles  now  available  to  individuals  ...  you 
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You  will  find  yourself  referring  over  and  over  again  to  the  information 
packed  into  each  of  the  13  sections  of  this  updated  new  edition. 

You  will  get  a  better  understanding  ofeyerything  from: 

•  Building  Capital  to  Tax-Favored  Investment  Strategies 
Fundamental  and  Technical  Analysis  to  Financial  Statements 

•  Derivatives  to  the  Futures  Market  and  Hedging 
Treasuries  to  Mutual  Funds 

Once  you  dip  into  its  pages,  you'll  wonder  how  you  ever  got  along  with- 
out this  treasury  of  vital  information.  And,  while  you  are  placing 
an  order  for  yourself,  please  remember  the  FORBES  STOCK  MARKET 
COURSE  is  a  marvelous  gift  for  students  and  those  new  to  investing 
...  an  endless  source  of  wisdom  and  information  for  professionals 
and  small  investors  alike. 
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As  a  reader  of  Forbes  Magazine  you  are  invited  to  take 
advantage  of  a  special  pre-publication  price  of  just  $99.95  ... 

save  $50  off  the  regular  $149.95  price  others  will  pay.  (Order  now 
and  we  will  waive  the  shipping  and  handling  charge!)  Please  note 
this  is  a  limited  time  offer  so  mail  your  risk-free  order  today. 
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Finannial  Stratfigy  |  Bv  A.  Gary  Shilling 

The  Protectionist  Threat 


THAT  DID  IT!  AS  A  ROCK-SOLID  FREE  TRADER  I'VE 
always  hoped  that  the  post- World  War  II  trend  toward 
unfettered  global  competition  would  continue.  But 
the  collapse  in  the  mid-September  World  Trade  Orga- 
nization trade  talks  in  Canciin  was  devastating.  So  was 
the  G-7  finance  ministers'  attempt  a  week  later  to  pressure  Japan 
and  China  into  strengthening  their  currencies.  The  world  is 
adopting  ruinous  protectionism,  and  fast. 

Even  Washington  has  joined  the  perverse  parade  despite 
George  W  Bush's  initial  support  of  free  trade  and  a  strong  dol- 
lar, the  same  as  Bill  Qinton.  It  was  easier  for  Clinton.  In  the 
1990s  leaping  imports  helped 


Free  trade  is  hard 
to  find.  There  are 
U.S.  steel  tariffs, 
European  crop- 
import  curbs  and 
Chinese  currency 
supports.  That's 
scary.  Does  anyone 
recall  the  1930s? 


keep  a  price  lid  on  the  boilLng 
economic  pot.  And  domestic 
producers  enjoyed  so  much 
demand  that  they  weren't  too 
concerned  about  imports. 

But  now  we're  two  years 
into  a  job-reducing  recovery. 
As  restructuring  and  automa- 
tion abound,  employment 
losses  appear  not  just  cyclical 
but  permanent.  So  politicians 
find  it  easy  to  succumb  to 
cries  for  protectionism  from 
both  management  and  labor. 
Foreigners  don't  vote  in  U.S. 
elections.  A  recent  poll  found 
that  54%  of  Americans 
believe  that  when  multina- 
tionals produce  abroad  they  export  U.S.  jobs. 

Protectionist  actions  here  and  elsewhere  are  mushrooming. 
In  March  2001  Congress  passed  Bush-initiated  steel  tariffs, 
ranging  from  8%  to  30%,  that  covered  79%  of  steel  products 
made  in  the  U.S.  The  WTO  ruled  them  illegal,  so  the  European 
Union  is  threatening  $2  billion  in  retaliation  on  imports  from 
the  U.S.  Congress  also  plans  to  replace  a  tax  subsidy  for  exports, 
repeatedly  shot  down  by  the  WTO,  with  tax  cuts  that  favor 
domestic  over  multinational  producers. 

Under  the  Iried-and-true  banner  of  "health  and  safety" 
the  EU  severely  limits:  imports  of  U.S.  genetically  modified 
grains  and  plans  to  icv  v^riench'  ban  American  hormone- 
treated  beef.  Not  to  be  .  't  ne  the  U.S.  halted  beef  imports 
from  Canada,  after  one  c  >  •  •!'  the  border  contracted 

mad  cow  disease.  And  China  i.^  )v.  soybean  cargoes  from 

abroad  on  suspicion  of  phytopi  !.  -  ontamination.  It's 
irrelevant  that  this  'ungiis  is  endenii  ','hir.a  and  all  other 
soybean -growing  areas. 

The  Canciin  talks  really  broke  dd 
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over  the  big  farm  subsidies  ( 
rich  countries,  which  are  killin 
developing-country  agricultui 
as  excess  production  is  dumpe 
on  world  markets.  EU  farm  sut 
sidies  consume  45%  of  its  buc 
get,  while  the  U.S.  subsidiz< 
everything  from  tobacco  t 
peanuts.  In  a  wondrous  exan 
pie  of  hypocrisy,  the  U. 
accuses  Vietnam  of  unfair  trac 
in  catfish — and  so  justifies 
retaliatory  tariff  on  the  fish  of  up  to  64%. 

Ross  Perot  talked  in  the  1990s  of  the  "giant  suckir 
sound"  as  U.S.  jobs  left  for  Mexico  under  the  North  Amer 
can  Free  Trade  Agreement.  But  now  many  Mexicans  thir 
they  are  the  losers.  Inefficient  Mexican  agriculture  can't  con 
pete  with  the  U.S.',  so  its  government  slapped  a  20%  tax  Ci 
U.S.  high  fructose  corn  syrup,  which  competes  with  Me: 
ico's  sugar. 

China's  and  Japan's  shortsighted  weak-currency  obsessio 
stem  from  their  dependence  on  exports.  Indeed,  Japan  h 
spent  $125  billion  this  year  to  hold  down  the  yen.  China,  nee 
ing  jobs  for  500  million  (see  my  May  12  column),  is  keeping  t 
yuan  fixed  and  is  backing  off  its  commitments  to  the  WTO 
open  itself  to  imports  and  foreign  business. 

The  protectionist  impulse  in  the  U.S.  used  to  come  fro 
blue-collar  employees — first  textile,  then  steel-  and  autowor 
ers.  Now  computer  programmers  and  Wall  Street  researchf 
are  seeing  their  jobs  exported  to  India.  Displaced  American  pr 
fessionals  can  end  up  bagging  groceries. 

Serious  protectionism  could  turn  the  good  deflation 
excess  supply  I've  been  forecasting  into  the  bad  deflation 
deficient  demand.  Let's  hope  that  poUcymakers  recall  what  pi 
tectionism  and  deflation  did  to  the  world  economy  in  the  193' 
The  Bush  Administration's  approach  to  keeping  free  tra 
alive  is  to  promote  bilateral  deals.  Agreements  are  in  place  w 
Chile  and  Singapore,  and  14  more  are  under  discussion.  The  t 
members  of  Asean  (the  Association  of  South  East  Asi 
Nations)  are  committed  to  a  free-trade  zone  by  2020.  The  trc 
ble  with  bilateral  and  regional  trade  pacts  is  that  they  are  exc 
sionary,  little  better  than  tariffs.  The  U.S. -Chile  pact, 
instance,  is  good  for  Chilean  wine  in  the  American  market  \ 
bad  for  other  nations'  vintages.  ■ 

Watch  out  for  creeping — nay,  galloping! — protectionis 
Regardless  of  intentions,  it's  ultimately  the  enemy  of  jobs, ' 
economy,  profits  and  stocks. 

A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 
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Be  an  angel.  Onl... 

Introducing  two  easy  new 
The  Salvation  Army. 


Now  it's  easy  to  buy  a  toy  for  a  needy  child  or  become  a  virtual  bell  ringer  for 

The  Salvation  Army  with  online  programs  to  help  those  in  need  this  holiday  season.  /;'  N'v/ 

Visit  our  Web  site,  www.salvationarmyusa.org,  to  make  a  donation  to  our  online  \^ 

Red  Kettle  and  Angel  Giving  Tree  programs.  Thank  you.  You're  an  angel.  ^■: . 
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?^mali  Stocks  |  Rv  Maro  Robins 

Tim  Allen  Stocks 


TIM  ALLEN  ALWAYS  CRIES  THAT  HE  WANTS  HIS  MACHE^JES 
to  have  "more  power — arrrrrggh!"  In  his  TV  sitcom, 
Home  Improvement,  and  his  standup  routines,  the 
testosterone-fueled  Allen  lives  for  ever-better  contrap- 
tions that  can  do  ever-more  constructive  (read 
destructive)  things. 

Like  Allen's  characters,  I  am  a  tech  buff.  I  want  technology 
to  do  more  for  me,  and  I  believe  that  enough  like-minded  cus- 
tomers are  out  there  that  the  sector  is  going  to  enjoy  a  very  prof- 
itable future. 

Small  technology  stocks  are  only  now  getting  their  game 
back.  Not  all  of  them  are 


As  powerful  as 

today's  technology 

is,  it  doesn't 

begin  to  satisfy 

customers'  wants. 

The  sector's 

growth  potential  is  as 

great  as  it  ever  was. 


romping  along  with  this  year's 
huge  Nasdaq  rally.  But  they 
will.  If  they  survived  the  last 
three  years  and  still  show 
promise,  I  am  impressed.  I 
recently  toured  tech  compa- 
nies and  found  several  with 
good  earnings  potential  and 
reasonable  valuations.  Here,  in 
ascending  order,  are  tech  stocks 
that — while  in  the  red  for 
now — stand  to  give  you  more 
earnings  power  (arrrrrggh!). 

Merix  (I9,MERX)  makes  mul- 
tilayer printed  circuit  boards 
for  high-end  products  like 

servers.  Right  before  the  downturn  Merix's  business  was  so 
strong  that  the  Forest  Grove,  Ore.  company  was  set  to  double 
capacity  -with  a  new  plant  in  nearby  Wood  Village.  Merix  is  win- 
ning a  lot  of  new  business.  That  since-delayed  plant  opening  is 
now  about  to  occur. 

The  firm  should  break  into  the  black  before  the  end  of  2004, 
since  pricing  has  stabilized.  The  Wood  Village  startup  costs  rep- 
resent ihe  only  obstacle  lo  profitability.  Revenue,  halved  in  fiscal 
2002.  grew  an  encouraging  9%  in  fiscal  2003  (ended  in  May)  to 
$94  iT.iliion  and  for  the  Augu.t  quarter  was  up  25%  to  $31  mil- 
lion. Sales  for  fiscal  2004  should  hit  $150  million,  approaching 
Merix's  peak  revenue  level  achie^ed  in  fiscal  2001,  the  last  time 
it  turned  a  profit,  "i  iie  company  also  benefits  from  a  strong  cash 
stash,  $3  per  share'. 

SonoSite(20,SONj,  .>nly  producer  of  portable,  all-dig- 

ital ultrasound  imaginj^  m.  Initially  supported  by  the 

Defense  Advanced  Re.sea, .  r  (.\ias  Ae,ency  for  battlefield 
diagnostics, SonoSite's  news;  i;'.s(..  ^:  •  " '.-.uinerr.  is  getting 
a  lot  of  notice  in  civilian  healtii  cax  l  Uc  scanners  are 

increasingly  being  used  in  emergency 
rooms  and  for  breast  biopsies  and 


abdominal  scans. 

Debt-free  SonoSite  shoul 
reach  profitability  within  th 
fourth  quarter  of  2003  aii 
deliver  70  cents  a  share  ne 
year.  For  this  year's  first  nii 
months  sales  were  up  29% 
$36  million.  Investors,  expec 
ing  good  things  here,  ha' 
already  run  up  the  stock  fi-o 
$10  in  the  spring,  but  there  w 
be  more  growth  ahead. 
Don't  count  out  InFocus  (7,  INFS),  whose  digital  multimed 
projectors  get  a  lot  of  good  talk,  especially  from  traveling  exe 
utives  who  can  easily  tote  the  3 -pound  models.  InFocus  also  h 
entered  the  home-entertainment  market.  Its  home-project 
model  produces  waU-size  showings  of  your  favorite  DVDs  ai 
retails  for  $999.  The  company  also  has  introduced  digital  ima 
projection  technology  for  your  favorite  sports  bar  that  elin 
nates  space  and  weight  issues  for  rear-projection  TVs.  The 
units  will  be  available  this  Christmas. 

Alas,  the  business  market  has  been  slow  in  recent  timi 
Sales  for  2003's  first  nine  months  dropped  1 1%  to  $419  millio 
and  losses  widened  sixfold  to  $98  million.  My  bet  is  that  with 
improving  economy  InFocus  will  come  back  very  strong 
2004.  Meanwhile,  the  stock  sells  below  book  value,  cash  f 
share  is  near  $3,  and  debt  is  nil.  Here  is  one  of  the  few  te 
stocks  that  hasn't  rallied  this  year  and  needs  to  catch  up. 

TriQuint  Semiconductor  (z.tqht),  a  supplier  of  chips  for  eel 
lar  handsets  and  base  stations,  is  seeing  more  robust  demai 
reflected  in  the  15%  revenue  increase  for  the  first  three  qu; 
ters,  to  $223  million.  Sales  margins  are  sure  to  rise  soon. 

TriQuint  has  been  making  a  lot  of  acquisitions  these  p 
three  years  (such  as  Infineon  Technologies'  gallium  arsen; 
semiconductor  business  and  IBM's  wireless  phone  chipset  un 
so  its  technology  and  capacity  are  poised  for  a  rebound.  Tl 
strength  hasn't  yet  shown  up  in  earnings,  which  slid  to  a  nei 
tive  $78  million  for  the  first  nine  months  from  a  year-earlier 
million  profit. 

But  profits  are  sure  to  return  next  year,  and  the  shares,  wh 
already  have  doubled  since  spring,  with  them.  TriQuint  was  tr; 
ing  at  $65  in  2000,  when  the  Portland  newspaper  near  its  Hi 
boro  headquarters  reported  that  full-time  employees  were 
millionaires.  In  other  words,  there's  lots  of  groimd  to  be  regair 
Tim  Allen's  characters  are  always  getting  into  jams  w 
their  tech  gear,  but  they  come  out  fine.  The  21st  century  star 
out  as  a  real  letdown  for  tech.  The  sector  will  come  back. 
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Marc  Robins  is  managing  partner  of  The  Robins  Group,  an  investment  advisory  serv 
on  small-  and  microcap  stocks.  Visit  his  home  page  at  www.forbes.com/robins. 
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The  Cleaner 

"he  last  time  Roger  Newton  championed  a  heart  drug,  it  became  Lipitor, 
he  world's  bestselling  pill.  He's  at  it  again,  by  matthew  herper 


ll      J^ERY  FEW  DRUG  COMPANY  BIOLOGISTS  CAN  SAY  THEY 

tt    m  picked  a  winner  twice.  Roger  Newton  may  be  a  big 

^km   exception.  Newton  led  the  research  team  at  Warner- 

Wm     Lambert  in  the  mid-1990s  that  championed  Lipitor, 

^W      the  $8  biUion-a-year  blockbuster  cholesterol -fighter. 

2000  Pfizer  bought  Warner-Lambert  for  $115  billion  to  get 

t  drug. 

Now,  as  chief  executive  of  tiny  Esperion  Therapeutics  in  Ann 

bor,  Mich.,  Newton  is  developing  a  promising  new  medicine 

•  heart  disease  that  turns  the  Lipitor  approach  on  its  head. 


Largely  abandoned  by 
Pharmacia,  the  drug  has 
produced  more  doubters 
than  believers.  Not  even 
the  doctor  who  designed 
Esperion's  trials  thought 
it  would  work.  "We  led 
the  charge,"  Newton  says, 
"and  we're  willing  to  take 
the  risk." 

The  big-selling  fam- 
ily of  statin  drugs  such 
as  Lipitor,  Zocor  and 
Pravachol  lower  the 
body's  "bad"  cholesterol, 
or  low-density  lipopro- 
tein (ldl).  Esperion's 
drug,  currently  known  as 
ETC-216,  is  an  infusion  of 
a  mutation  of  high-den- 
sity lipoprotein  (hdl), 
the  "good"  cholesterol. 
While  LDL  carries  cho- 
lesterol from  the  liver 
throughout  the  body, 
where  it  is  used  to  make 
hormones  and  cell  mem- 
branes, HDL  hauls  cho- 
lesterol back  to  the  liver, 
which  moves  it  out  of 
the  body. 

Statin  drugs  have  a 
flaw:  Though  they  cut 
the  risk  of  heart  attack  by 
up  to  a  third  by  diminishing  the  new  accumulation  of  choles- 
terol on  artery  walls,  they  don't  remove  what's  already  there. 
Eighty  percent  of  heart  attacks  occur  when  a  piece  of  plaque 
fractures,  attracting  a  clot  that  restricts  blood  flow  to  the  heart. 
Cardiovascular  disease  kills  946,000  Americans  a  year,  mostly 
through  heart  attacks  and  strokes.  "It's  not  the  hole  in  the 
doughnut  where  the  action  is.  It's  the  doughnut  itself,"  says 
Steven  Nissen,  the  Cleveland  Clinic  cardiologist  who  designed 
Esperion's  study. 

Injections  of  Esperion's  HDL  drug  into  patients  with  very 


Health 

severe  arterial  disease  once  a  week  for  five 
weeks  cut  the  volume  of  plaque  in  their 
arteries  by  4%,  according  to  trial  results 
published  in  the  Nov.  5  Journal  of  the 
American  Medical  Association.  That  may 
not  sound  like  much,  but  patients  on  Lip- 
itor  can  see  their  arterial  plaque  increase 
at  a  rate  of  more  than  2.5%  a  year, 
according  to  a  German  study  published 
in  2001. 

"The  fact  that  you  can  actually  pull 
major  amounts  of  plaque  out  of  the 
artery  in  five  or  six  weeks  is  an  epiphany," 
Nissen  says.  H.  Bryan  Brewer,  chief  of  the 
molecular  disease  branch  at  the  National 
Heart,  Blood  &  Lung  Institute,  adds: 
"Quite  to  everyone's  surprise,  this  indi- 


cates that  we  might  be  able  to  be  much 
more  successful  in  a  shorter  period  of 
time  than  we  thought  possible." 

Esperion,  with  no  profit  or  revenue,  has 
seen  its  share  price  quadruple  to  $23  in  the 
past  year,  and  it  now  trades  at  33  times 
book  value,  compared  with  a  median 
price-to-book  value  of  3.9  for  companies 
on  the  S&P  biotechnology  index. 

Pfizer,  facing  generic  competition  for 
Lipitor  as  early  as  2011,  has  made  an 
HDL  drug  a  priority.  Its  $60  billion  stock 
purchase  of  Pharmacia  gives  it  the  right 
of  first  refusal  to  codevelop  ETC  1 16  with 
Esperion,  but  Pfizei  is  also  pursuing  a 
promising  compound  called  torcetrapib, 
which  raises  HDL  levels  by  stopping  its 
natural  transfonn.it ior  i;  :o  LDl.  Pfizer 
wouidcombine torc..iiv.|.!'-  -'"'vh  '  '  Itor 
in  a  one- two  cholesterol  J). :•  id 

its  lucrative  franchise.  Late-STai\ 
cal  trials  for  such  a  combo  piil  .  /    • 
ginning  now,  backed  by  what  Fu-c 
Chief  Executive  Henry  McKinnell  calls 
"the  largest  Phase  III  prcgram  thai  we 


or  anybody  else  has  moved  into."  The 
trial  budget  is  rumored  to  approach 
$1  billion.  Approval  by  the  Food  &  Drug 
Administration  is  "a  necessary  event"  for 
Pfizer,  says  Richard  Evans,  an  analyst  "at 
Bernstein. 

But  for  HDL-boosting  drugs  to  win 
such  approval,  they  will  likely  have  to 
prove  that  they  can  prevent  strokes  or 
heart  attacks  in  trials  that  might  number 
in  the  thousands  of  patients  and  take  two 
to  five  years.  Nissen,  a  busy  man  who  is 
also  running  a  Lipitor  combo-pill  trial, 
cautions  that  Pfizer's  approach  could 
conceivably  produce  HDL  particles  that 
are  different  from  normal,  diminishing 
their  therapeutic  effect.  Pfizer  has  the 
bucks  to  prove  its  drug's  mettle,  but  Espe- 
rion, with  only  $92  million  in  cash  left,  is 


researchers  pubUshed  their  results  in  198 
and  licensed  the  protein  to  Pharmacii 
then  based  in  Sweden.  They  continue 
their  own  work  in  Italy. 

But  as  Pharmacia  merged  with  th 
U.S.  firm  Upjohn,  the  protein  was  lost  i 
the  shuffle.  David  Scheer,  a  venture  cap 
talist  at  Scheer  &  Co.,  saw  the  seeds  of 
company  in  ETC-216.  To  run  it,  he  enliste 
Newton,  who  felt  that  his  wings  had  bee 
clipped  by  a  change  in  position 
Warner-Lambert.  Esperion  was  launche 
in  1998  with  $15  million  of  venture  cap 
tal.  Newton  persuaded  three  scientist 
from  his  Warner-Lambert  team  to  joi 
him  and  licensed  two  other  drugs  thi 
mimicked  or  enhanced  the  effect  of  HD 
Then  he  started  the  slow  process  of  deve 
oping  his  drugs.  Injecting  HDL  into  an 


HDL,  or  "good"  cholesterol:  The  itJea  of 
using  versions  of  it  to  CLEAN  CHOLESTERO 
FROM  THE  BODY  has  researchers  agog. 


going  to  need  Pfizer,  or  some  more  eager 
drug  giant,  to  foot  the  bUl. 

Brewer  and  Nissen  also  have  their  eye 
on  an  experimental  class  of  drugs  that 
work  on  ceOular  switches  that  regulate  the 
entry  of  fat  into  cells.  The  switches  go  by 
the  name  peroxisome  proliferator  acti- 
vated receptors.  Drugs  that  boost  PPARs 
are  being  developed  by  Merck,  Bristol- 
Myers  Squibb  and  AstraZeneca.  They 
may  increase  HDL,  cut  LDL  and  help  con- 
trol blood  sugar,  making  them  useful 
against  both  diabetes  and  heart  disease. 
"This  is  big,"  says  AstraZeneca  Chief 
Executive  Sir  Tom  McKillop.  "This  corre- 
lates with  Western  Ufestyle."  The  London- 
based  drug  firm  recently  advanced  its 
PPAR  drug,  Galida,  into  late-stage  trials. 

But  ETC-216  could  likely  reach  the 
market  first.  It  was  discovered  25  years 
ago  in  the  blood  of  several  dozen  resi- 
dents of  Limone  sul  Garda,  a  small  town 
in  northern  Italy.  Two  scientists,  Guido 
Franceschini  and  Cesare  Sirtori,  were 
puzzled  as  to  why  these  people  had  few 
.'I  attacks  even  though  they  had  dan- 
■  ,.  .-usly  low  levels  of  HDL.  Apparently, 
1^:"  ?le  WIS  better  at  collecting  choles- 
,  irden-variety  HDL.  The  two 


mals  seemed  to  reverse  arterial  diseas 
but  the  approach  was  so  radical  that  on 
Esperion  and  another  tiny  biotech,  Lip  | 
Sciences,  were  trying  it. 

In  2001  Newton  convinced  the  Clev< 
land  CUnic's  Nissen  to  test  ETC-216  on 
shoestring  budget.  "To  tell  you  the  truth 
Nissen  says,  "I  didn't  think  it  wou 
work."  Esperion  could  afford  to  test  on 
47  patients  who  had  already  suffere 
heart  attacks  or  had  angina,  the  pain  ar 
breathlessness  that  comes  from  coi 
stricted  coronary  arteries.  Normally,  Ni 
sen  would  have  wanted  hundreds  of  pei 
pie  in  the  trial.  Also,  the  drug  was  hard 
make.  There  was  barely  enough  for 
good  trial. 

But  the  results  of  injecting  this  ve 
sion  of  high-octane  HDL  into  the  blooi 
stream  were  so  definitively  positive,  tl 
trial's  slim  footing  was  deemed  irrelevar 
When  Nissen  inserted  an  ultrasour 
probe  into  the  arteries  of  patients  wl 
received  the  ETC-216,  he  found  the  vc 
ume  of  plaque  in  a  segment  of  their  cor 
nary  arteries  had  decreased  in  five  wee 
by  4%.  If  it  holds  up,  that  kind 
improvement  is  enough  to  get  doctoi 
attention. 
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{problem  today  isn't  too  much 
You  can  get  input  from  a  dizzy- 
ray  of  sources  at  ever-increasing 
5.  The  challenge  is  identifying 
d  information  and  turning  it 
nsight  and  action. 

nh  Annual  Forbes  CIO  Forum 
Sen  created  to  equip  todays  CIO 
the  actionable  intelligence  they 

to  lead  tomorrow's  successful 
izations.  Titled  Brave  New 
i  —  Better,  But  Different,  it  will 

you  with  powerful  enterprise 
;ies  you  can  employ  the  day  you 
ck  to  the  office. 

xigram  details  and  to  register 
",  please  visit 
forbesconferences.com. 

ntact  Jessica  Kouvaros  at 

67-3521; 

aros@forbes.com. 

'onsorship  information, 
contact  Kim  Harrell  at 
6' -35L y;  khatrelldlforbes. com 
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Featuring  Carly  Fiorina,  CEOy  HP 


Four  Seasons  Reso 


December  2-3y  2003 

d  Club  Dallas  at  Las  Colinas 

Dallas,  Texas 


Featured  spiiakers  include: 
Brad  Bosloiv  SVP  and  CIO,  Cisco  Syst 
Shaygan  itiieisidpir,  CIO,  Verizon 
Douglas  Busch,  VP  &  CIO,  Intel 
Greg  Papadopolous,  EVP  &  CTO,  Sufi 
Robert  Greenberg,  CIO,  IBM 
Robert  Reid,  President  &  CEO,  Upshot 
James  Swartz,  CIO,  Sybase 


^  Sponsored  by: 

i  Sybase 
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Schwarzenegger's 

Sargent 

Which  artist  hsip«rS  make  Arnold  governor?  Frank  Frazetta,  the  Rembrandt  of  barbarians. 

BY  CHRISTOPHER  HELMAN 


thoi  , 
hisi'i.  . 
previously  h 


'^FFT  POLITICAL  MACHINERY,  THE  KENNEDY  FAMILY  MISSUS  AND  THE 

sceiJi.-;i;.;  liiasso;"  ■.liscontent.  Californians  today  might  not  have  Arnold  if  Arnold  had  not 

had  Conan.  1  le  rc'.o  of  a  virile,  axe-wielding,  fiir-bearing,  cranium-smashing  barbarian 

'"H  Sc'v''ar/enegy;er  to  a  tee.  It  made  him  first  a  star,  then  a  public  figure,  now  a  politi- 

hv  created  Conan? 

".  >  )vvard  dreamed  up  the  character  in  the  1930s.  It  was  not  until  the  1970s, 
'.  (Hilarity  took  off.  That  was  when  illustrator  Frank  Frazetta  gave  Conan 
l.i  cover  art — fantastic,  sensuous,  a  bit  tawdry — moved  paperbacks  that 


I 
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JimBES  LIFE  I  COLLECTING 


"Egyptian  Queen,"  (left)  graced  the  cover  of  Eerie  in  1968.  "Death  Dealer,"  Frazetta's  most  famous  work,  fronted  Flashing  Swords  #2  in  1973' 


In  a  recent  video  biography  called 
Frazetta:  Painting  With  Fire,  John  Milius, 
director  of  the  Conan  films,  says  he  bor- 
rowed heavily  fi-om  Frazetta's  imagery. 

Raised  on  the  streets  of  Brooklyn, 
Frazetta,  75,  began  drawing  at  age  2,  and 
drew  with  an  obsession;  when  he  ran  out 
of  paper  he  would  fill  up  the  endpapers  of 
novels.  He  matured  into  an  athlete  with 
movie-star  looks,  brandishing  baseball 
bats  and  tennis  rackets  with  the  same 


for  pulp  paperback  series  like  Tarzan  and 
Conan  helped  sell  millions  of  books. 

Though  he  didn't  invent  sci-fi/fantasy 
art,  he's  the  acknowledged  master  of  the 
genre.  Why?  "His  fluidity.  Everything 
looks  so  easy.  Like  he  didn't  have  to  work 
at  it,"  says  James  Halperin,  a  Frazetta  col- 
lector and  chairman  of  Heritage  Comics 
Auctions  in  Dallas.  Frazetta  doesn't  use 
models;  scenes  leap  fully  formed  from  his 
head.  His  loose  and  confident  lines  and 


His  covers  for  TARZAN  and 
N  helped  sell  millions. 


intensi 
swords, 
drafted  hin.. 
as  an  illustraloi 
If  you  gic 
1960s,  chances  a  a  ^ 
comics  such  as  /u*,,. 
Rogers,  L'il  Aimer  (whit 
Al  Capp)  and  Johnny  Co'H. 


1  wield      ingenious  compositions  make  other  pulp 

■  ■■  i-ints      novel  illustrations  look  flat  and  awkward. 

"  Baby  boomers  laden  with  nostalgia 

and  cash  have  helped  Frazetta  set  records 

ior  every  category  of  art  in  the  comic  and 

.  ntasy  fields,  says  Joseph  Mannarino  of 

I   Star  Auctions,  who  worked  with 

iilstie's  in  1992  to  put  together  an  auc- 

>n  of  comic  art  and  illustration.  The 


highlight  of  that  show  was  Frazetta 
"Mastermind  of  Mars,"  which  went  fi 
$86,000.  This  year  it  resold  for  $250,000. 

The  biggest  knock  against  illustrate 
is  that  they're  merely  artists  for  hit 
rather  than  conduits  to  the  soul.  At  lea 
maybe  that  explains  why  a  museum  or 
wealthy  collector  would  rather  pay ! 
million  for  a  Roy  Lichtenstein  canv 
inspired  by  a  comic  strip  than  dn 
$250,000  for  the  real  deal.  Even  so,  tl 
works  of  some  painters  who  made  a  li 
ing  as  illustrators  (Maxfield  Parrish  ai 
Norman  Rockwell,  for  example)  feti 
pretty  good  prices  these  days.  Frazetl 
being  alive,  is  something  of  a  rarity  in  tl 
group.  The  only  other  living  illustrator 
his  price  range  is  Robert  Crumb,  hype 
neurotic,  hippie-era  celebrant  of  pert  ni 
pies  and  heroic  butts. 

Schwarzenegger's  isn't  the  only  i 
mous  name  to  add  market  value 
Frazetta's  work.  Steven  Spielberg  and  Cli 
Eastwood  own  pieces.  George  Lucas  ow 
6  oils  and  14  pencil  and  pen-and-ii 
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"Savage  World"  (left)  fetched  $120,000  at  auction  in  March.  "Thuvia,  Maid  of  Mars"  (1972)  lent  new  zing  to  an  old  Edgar  Rice  Burroughs  title. 


drawings,  some  purchased  under  special 
circumstances.  After  Frazetta  fell  ill  in  1985 
with  thyroid  disease,  says  his  wife,  Ellie, 
the  family  sold  pieces  to  Lucas  to  help  pay 
for  Frank's  medical  treatments. 

The  artist  is  famous  for  not  parting 
easily  with  his  favorite  originals.  Sylvester 
Stallone  supposedly  offered  $1 
million  for  "Cat  Girl" — a  glorious 
painting  of  a  naked  Frazetta  hero- 
ine in  a  dark  green  forest,  arms 
outstretched  against  a  moss-cov- 
ered branch.  Frazetta  declined  to 
sell.  The  family  finds  other  ways  to 
make  such  paintings  pay;  "Death 
Dealer,"  for  example — a  shadowy 
figure  on  horseback  wielding  a 
bloody  scythe,  its  crimson  eyes 
burning  beneath  a  face-obscuring 
helmet — has  never  been  sold,  but 
the  same  image  has  been  used  for 
everything  from  tattoos  to  motor- 
cycle art.  It  has  been  turned  into 
sculpture  and  has  sold  by  the  thou- 
«ter. 
the  business  side  of 


advances  against  royalties — a  demand  few 
illustrators  can  get  away  with,  says  Russell 
Cochran  of  Gemstone  Publishing,  who  has 
dealt  with  the  artist  for  30  years.  Explains 
Cochran,  "Frazetta  doesn't  go  to  the 
world,  the  world  goes  to  Frazetta." 

If  you  want  to  buy,  head  for  East 


In  Illustrious  Company 

These  ten  American  illustrators  have  drawn  the 
highest  prices  at  auction.  In  private  sales,  some, 
like  Frazetta  and  Dunn,  have  fetched  even  more. 


Remington's  "A  Reconnaissance;"  Rockwell's  "Rosie  the  Riveter. 


and  she  knows  a 

■out  marketing. 

at  the  family 

".llery  repre- 

■  'king  the 

-.     fTie 


Fran; 

thing  01 

Enough,  t 

does  not  ha\  i 

senting  the  .v. : 

usual    25' .. 

Frazettas  pock. 

lion,  she  says,  ir.  i 

ing  $3  reprodiKi 

paintings.  When  \u 

for  books,  posters  or . 

she  insists  on  large,  nonu  oiidaVjie 
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Frederic  Remington 
Norman  Rockwell 
Maxfield  Parrish 
N.C.  Wyeth 
Jessie  Willcox  Smith 
Ludwig  Bemelmans 
Frank  Frazetta 
Howard  Pyle 

'  !vey  Dunn 

•L-  I  eyendecker 

?■■'•         Illustration  House:  Askart.com. 


$5,200,000 

4,960,000 

4,300,000 

660,000 

150,000 

140,000 

120,000 

120.000 

110,000 

90,000 


Stroudsburg  in  Pennsylvania's  Poconc 
Mountains,  where  the  Frazettas  live  on  7? 
wooded  acres.  Next  to  their  modest  homfj 
sits  a  museum — or  maybe  we  should  sa)' 
showroom — that  exhibits  85  oils  that  an 
not  for  sale  (see  www.frankfrazetta.comji 
The  famOy,  though,  will  let  go  of  some  o< 
the  other  oils  at  the  museum  foi' 
$250,000  each;  of  some  watercoL 
ors  (from  an  inventory  of  300)  fo), .. 
$100,000  each;  and  any  of  scoreii 
of  pencil  drawings  and  pen-andJ  S 
inks,  at  $50,000  apiece.  Thirty 
years  ago  Frazetta-drawn  panel; 
ior  Johnny  Comet  comic  strips  soki 
for  $35.  Ellie  now  has  40  of  thenf 
left,  at  $3,500  each. 

Frazetta  periodically  take^ 
paintings  off  the  walls  to  fiddle  witli ;! 
them,  changing  a  character's  pos 
ture  or  subtracting  clothing.  Hi 
does  so  now  with  his  left  hand 
since  his  right  (which  he  used  t( 
paint  his  most  famous  works,  in 
eluding  the  Conan  oeuvre)  has  beei , 
incapacitated  by  strokes. 

A  modest  amount  of  materia 
is  available  through  seconder 
markets.     All     Star     Auction 
(www.allstarauctions.net)  is  cur 
rently    offering    a    half-dozej  j-j 
mediocre  oils,  including  the  proto  r' 
type  poster  for  Robert  Rodriguez' ' 
flick  From  Dusk  Till  Dawn. 

Twenty-one  rough  sketches  ar  i 
being    auctioned    by    Heritagj^jj 
(www.heritagecomics.com).  Bidfcj 
range  from  $300  to  $  1 2,000.        I  h 
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MASTERPIECE  or  FAKE? 
BARGAIN  OR  RIPOFF 


.ET  THE  Forbes  CollectOf 


TEACH   YOU   THE   DIFFERENCE 


You  ve  tasted  success.  Now  you  want  to  find  objects  of  beauty  and  meaning  to  enfiance  your  life  Maybe  you're 
interested  m  American  landscape  painting  ...or  classic  automobiles  ...or  modern  photographs  or  game-used 
jerseys  of  baseball's  greatest  legends.  In  the  clubby,  unregulated  world  of  galleries  and  auction  houses  it  can  be 
hard  to  know  who  to  trust  . . .  harder  still  to  understand  quality  and  value  ...and  virtually  impossible  for  an  un- 
trained eye  to  spot  clever  restorations  and  fakes.  Who  better  to  help  you  navigate  this  world  than  our  newest 
publication,  THE  FORBES  COLLECTOR. 


ORBt> 

think  of  a  better  way  to  introduce  you  to  THE  FORBES  COLLECTOR 

'  telling  you  a  story  about  my  father,  Malcolm. 

oung  boy  he  was  fascinated  by  the  dramatic  history  of  Russia's 
ov  Dynasty,  and  the  intriguing  relationship  between  Czar  Nicolas  II 
eweler  named  Peter  Carl  Faberge.  Some  years  later,  shoppmg  for  a 
my  mother,  he  was  captivated  by  the  fantasy,  artistry  and  history  of 
exquisite  Faberge  egg. 

first  major  Faberge  acquisition  did  not  take  place 
)65,  when  the  famous  Duchess  of  Marlborough 
ne  up  for  auction.  Overcome  at  the  prospect  of 
ig  this  spectacular  piece,  Malcolm  ended  up  pay- 
rly  three  and  a  half  times  its  estimated  price — 
57,000. 

bout  "buyer's  remorse!" 

erating  himself  for  months  at  having  "overpaid,"  my  father  met 
ier  Schaffer,  then  the  leading  authority  on  Faberge  in  the  U.S.,  who 
led  that  it  was  he  who  was  the  next  highest  bidder,  and  assured 
Ti  that  he  had,  in  fact,  made  a  great  buy  of  an  extraordinary  work  of 
lay,  the  exquisite  Imperial  Easter  eggs,  of  which  only  45  are  known  to 
3ll  for  millions. 

)een  fortunate  in  that  the  value  of  the  pieces  you  can  now  see  in  the 
Gallery  in  New  York  have  gone  up  substantially.  Some  financial 
5  suggest  allocatino  10-15%  of  vour  portfolio  to  investments  in  art 
!  collectibles  as  an  alternative  place  to  preserve  and  grow  wealth 

,  a  study  conducted  at  New  York  University's  Stern  School 
iness  reports  that  art  has  consistently  OUTPERFORMED  the 
10  through  good  times  and  bad. 

)uld  never  tell  you  to  think  of  collecting  as  just  another  investment! 
lifetime  of  collecting,  my  father  advised,  "Buy  only  what  you  like. 
B  a  work  by  the  joy  and  satisfaction  it  will  bring." 

ngs  me  to  tell  you  about  the  exciting  new  FORBES  COLLECTOR 

nvite  you  to  join  us  at  a  special  introductory  Charter  Subscriber  rate 
three  FREE  gifts. 

me,  no  one  is  born  as  a  smart  collector.  It's  an  acquired  skill. 

3ther  your  passion  leads  you  to  collect  fine  furniture,  art,  vintage 
tine,  sports  memorabilia,  rare  bool(s  or  movie  posters,  THE 
S  COLLECTOR  mil  help  you  avoid  "Buyer's  Remorse"  ...  the  terri- 
ngxif  paying  too  much  ...  of  overestimating  the  rarity  and  value  of  a 
the  momentary  excitement  of  making  a  purchase. 


Here's  what  to  expect  in  each  monthly  issue 


'  A  monthly  overview  of  the  collecting  markets 
Detailed  guidance  on  specific  collecting  areas:  top  artists,  dealers 
and  conservators,  the  state  of  the  mar1<et  and  specific  criteria  for  value 
-  How  to  spot  hidden  problems  and  signs  of  fakery 
'  Top  lots  and  hidden  gems  of  upcoming  auctions 
'  An  insider's  view  of  important  and  rarely  seen  private  collections 
'-  Tutorials  on  how  to  understand  the  good,  better  and  best 
of  specific  collectibles 

PLUS  3  VALUABLE  FREE  REPORTS  TO  GET  YOU  STARTED: 
#1    ART  ADVISERS:  THE  GOOD,  THE  BAD  AND  THE  UGLY 
#2    SECRETS  OF  ONLINE  AUCTION  BUYING 
#3    SEVEN  LITTLE-KNOWN  ONLINE  AUCTION  SITES 


SIGN  ME  UP  AS  A  CHARTER  SUBSCRIBER! 


Yes,  sign  me  up  for  a  one-year  (12  monthly  issues)  subscription  of 
THE  FORBES  COLLECTOR  and  to  receive  3  special  reports  absolutely 
FREE.  The  regular  online  subscription  fee  is  $199,  but  by  signing  up  now  I 
am  eligible  for  the  specially  discounted  rate  of  only  $79.  I  understand  that 
I  can  cancel  my  subscription  at  any  time  and  receive  a  full  refund  for  all 
unmailed  orders. 

Please  check  one: 

G  $79  email  only       U  $99  print  copy  and  email 

□  Enclosed  is  my  check  or  money  order,  payable  to  Forbes,  or 

□  I  prefer  to  pay  by  credit  card. 

Please  charge  my  □  Visa  □  Mastercard  □  American  Express 

Card  Number __^ 

Exp.  Date 

Signature 

Please  send  the  newsletter  to  my  attention  at: 
Name 


Address 

City,  State  and  Zip 
Email  address 


Mail  to:  Howard  Luks,  Forbes  Newsletter  Group 
28  West  23rd  Street,  10th  floor,  New  York,  NY  10010 

For     Faster     Service 


Gotowww.forbes.com/collector 
or  Call  (212)  367-3381  or  Fax  this  page  to  (212)  367-3371 


JQRBES  LIFE  I  FOREIGN  RELATIONS 


Vive  le  Rapprochement] 

We  can't  hate  the  French  forever.  Plan  now  for  the  day  you'll  drink  their  wine  again. 

BY  ALICE  FEIRING 


1 


Winemaker  Romain  Lignier  (left)  instructs  while  Wasserman  (below)  whips  up  escargots. 


SOONER  OR  LATER  THE  DIPLOMATIC 
rift  between  France  and  the  U.S.  will 
heal,  and  the  two  nations  will  be  able 
to  resume  their  traditional  roles.  The 
French  will  send  us  burgundy,  and  we  will 
send  them  dopey  comedies  to  pay  for  it. 
Americans  who  love  French  wine — but 
whose  political  scruples  have  restrained 
their  palates — can  act  now  to  reserve  a 
future  treat,  one  they  can  enjoy  guiltlessly 
once  hostilities  are  over. 

We  refer  lo  the  BouiUanu  Symposium, 
a  iemiannual  weeklong  imiutrsior.  in  tlie 
glor  ;c  id  secrets  of  wine  from  Bour- 
-ts  $7,600  or  JO,  depending  on 
nd  accepts  \\\s\  ten  par- 
ticipa  sion,  muny  of  thern 

returin  >ok  at  least  six  months  in 


gogi'.. 
the  t.\i 


advance  (becky@leserbet.com).  The  fee 
includes  lodging,  food,  wdne  and  tuition. 

The  setting:  a  15th-century  farmhouse 
in  Bouilland,  France,  home  to  Becky 
Wasserman,  American  expat  and  natural- 
ized wine  trader.  She  migrated  from  the 
States  to  this  tiny  village  35  years  ago, 
when  the  wine  world  was  still  so  innocent 
that  she  and  her  fiiends  could  picnic  in  the 
now-sacrosanct  La  Tache  vineyard. 
Wasserman  got  her  start  by  selling  oak 
barrels  to  the  California  wine  industry. 
She  later  segued  into  exporting  wine.  Ten 
years  ago  she  and  her  husband,  Russell 
Hone,  together  with  their  friend  Clive 
•  oates,  editor  and  publisher  of  the  Ymc  (a 
mont.ily  I'.iagazine  published  in  England), 
began  ofi.M  iiig  their  wine  course. 


The  spring  symposium  takes  place 
lime,  when  the  grapes  are  the  size  of  b.i 
peas.  The  fall  course  is  in  September,  n\ 
before  the  harvest.  The  formula  for  eacl 
simple:  Live,  walk,  eat  and  drink  burgun 
for  an  entire  week.  The  vineyards  are  | 
grimage  worthy,  and  the  winemakers  w 
come  to  dinner  at  Becky  and  Russc 
table  each  night  include  such  regional  st 
as  the  Seysses  family  of  Domaine  Duj 
Laurent  Ponsot  of  Domaine  Ponsot,  Ar 
Gros  of  Domaine  Gros  and  Christof 


bill 


nil 
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Roumier  of  Domaine  Roumier. 

Attendees  are  a  varied  bunch.  At  past 
symposia  they  ranged  from  auctioneer  and 
Napa  Valley  cabernetist  Ann  Colgin  to  an 
emergency  room  doctor  from  Texas. 
Spring  2003  had  a  semiretired  burgundy 
fanatic  from  Hawaii,  a  couple  from  Costa 
Rica  who  own  a  coffee  plantation,  two 
young  investment  banker  types  (one  from 
Chicago,  one  from  Los  Ange- 
les) and  Thomas  J.  Stewart, 
chairman  of  Services  Group 
of  America,  a  food  distributor 

Near  the  end  of  the  kick- 
off  dinner  Stewart,  a  new- 
comer, began  to  crow  about 
the  Screaming  Eagle  he  had 
bought  back  home  for  $800  a 
bottle.  No  one  was  impressed. 
Burgundy  lovers  view  Cali- 
fornia supercabs  as  overoaked 
and  overpriced. 

Roger  Forbes  (no  rela- 
tion), a  third-time  partici- 
pant, broke  the  awkward 
silence.  "Anyone  with 
money,"  said  he,  "can  buy  a 
Napa  cabernet  or  Bordeaux. 
Burgundy  is  about  being 
clever."  Not  quite  true.  To 
score  the  rare  bottle,  money 
obviously  helps.  But  to  get 
bottles  from  a  winemaker  who  produces 
just  30  cases  a  year — from  Richebourg, 
say — one  must  have  connections.  "So  . . . 
who  do  you  buy  your  wine  from?"  Stewart 
asked  innocently.  Forbes  swirled  his  glass, 
smiled  and  said  nothing. 

If  you  think  you  could  arrange  your 
own  high-cdiber  burgundy  orgy,  forget  it. 


that  whites  from  Domaine  Ramonet  are 
probably  overpriced  ($125  a  bottle  for 
1996  Chassagne  Montrachet  Premier  Cru 
Boutdriotte),  or  that  you'd  be  better  off 
buying  something  like  an  Hubert  Lam/St. 
Aubin  Premier  Cru  at  about  $85  less — 
assuming  you  have  the  backbone  to  drink 
something  with  an  unflashy  appellation. 
Local  gossip  isn't  bad,  either.  You'll 


from  Becky's,  it's  into  the  van  for  t 
morning  vineyard  romp.  One  day  it  Vi' 
off  to  the  intense  Jacques-Frederic  Mu 
nier's  pink-petunia-strewn  Le  Musigi 
Back  at  his  domain,  he  offers  a  few  vfiri 
from  2000:  ChamboUe-Musigny,  L' 
Fuees,  Les  Amoureuses,  Bonnes  Mai 
and  Le  Musigny.  The  latter  is  a  knockoi 
its  sweet,  rosy  aroma  tempered  by  a  tou 


After  a  tutorial  from  Clive  Coates  (left)  symposiasts  tramp  the  Volnay  Vineyard  with  Etienne  de  Montilli 


find  it's  highly  fashionable  in  this  part  of 
the  world  to  dismiss  the  advice  offered  by 
both  the  Wine  Spectator  and  Robert  M. 
Parker  Jr.  Do  understand  that  Wasser- 
man's  business  is  to  represent  tiny  estates 
in  the  export  market,  and  that  some  of 
these  are  not  rated  by  Parker.  Still,  she 
makes  the  legitimate  point  that  in  1995 


By  week's  end  he  could  tell  an  OLD 
BURGUNDY  from  a  young  one.__ 


Fran<;ois  Faivcley  is  noi  ;,oing  to  pop  the 
cork  for  just  anybody  on  ihat  i?j-e  1923 
Gorton  (it  faded  afur  20  oh 

my,  with  dried  sweet  ro»i.-  .  .■■..  ,;  the 

nose  and  in  the  mouth— dei.         is  a 
wisp,  it  was  thrilling).  And  you  .  .      'n't 
get  to  laste  the  19-19  Le  Musigni  .i.^;..  the 
obscure  •'(•^od<JA!' Camille  Giro'i 
1990  Ricii  ').>urg  from  Domaine  . 

Nor,  o    your  own,  would  vou  x  liue 


Parker  mosdy  panned  the  1993  burgundy 
vintage,  which  today  is  druiking  just  beau- 
tifully, thank  you.  Critics  who  rate  higher 
>vith  locals  include  Coates  and  Allen 
N'eadows,  a  former  southern  California 
banicer  who  now  writes  exclusively  about 
Surj-^ndy  at  burghound.com. 

T!  f  daily  routine  of  the  symposium  is 
•'.n  sim;>le  and  luxurious:  After  break- 
fast at  tbo  hotel,  a  few  steps  up  the  road 


of  caramel  and  rosemary. 

After  a  lunch  of  plump  coq  au  vin, 
nap  time.  Five  o'clock  brings  Cliv, 
nightly  tutored  tasting,  followed  b] 
Russell-prepared  multicourse  suppei 
stuffed  veal,  perhaps,  or  duck  confit.  1 
guest  winemaker  of  the  evening  arriA 
bearing  bottles.  By  the  time  Rom;  I 
Lignier  of  Morey  St.  Denis  h 
poured  us  a  1989  Clos  de  la  Roc 
all  of  us  had  become  fond 
friends.  Great  burgundy  can  b 
great  unifier. 
Proof?  Tom  Stewart  and  Roger  Fori 
After  Stewart's  blooper  about  Scream 
Eagle,  he  had  asked  intelligent  questi( 
and  taken  notes.  By  week's  end  he  co 
tell  an  old  burgundy  from  a  young  < 
and  had  drafted  a  list  of  wines  he  want 
Forbes,  won  over,  directed  him  to  a  C 
fornia  buyer.  If  burgundy  could  bridge 
gap  between  these  two,  there's  hope 
French-American  relations. 
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PRAISING  ALPACAS  =,. 

World's  Finest  Livestock  Investment 
can  return 

50%  -  75%  annualy! 

Raising  Alpacas  for  foundation  breeding 
stock  and  fleece  Is  a  sound,  renewable, 
long  term  multi-million  dollar  business  that 
can  return  tiuge  profit  for  many  years. 

-■•"rage  yearly  income 

.-' adult  female  $10,000 

Productive  Years  1 5-20  years 

Yearly  Feed  and  Maintenance  less  than  $200 

Labor  per  day  (herd  ot  ten)  30  min. 

Simple  Shelter  &  four  foot  wover}  wire  fencing 
Clean.  Gentle,  and  easy  to  raise. 
Huge  Growing  Demand  Nationwide. 
Limited  Growth  Protects  Business. 
Great  Tax  Benefits  and  Lifestyle. 

9{em[ocl<i'Brool<i  Jarm 

William  or  Kenda  Stem 

473  Wolf  Run  Rd.  •  Cuba.  NY  14727 

Tel  7l6-372-S%8  •  www.hemliKkbrookalpacas.com 
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]|  Estate  Secured  Investments 
ential  Returns  Up  to  15.9% 

stForCiosures  Financial  has  created 
he  Investor  Disclosure  Process 
Pen)  Investors  monitor  the  use  of 
heir  funds  live  over  the  internet. 
nvestorTainmenl®  We  use  investor 
ds  to  purchase  distressed  property 
nationwide.  The  properties  are 
ilitated  and  sold  for  a  profit-Simple! 
;d  lowest  Risl<  by  Dun  &  Bradstreet 
Toll  Free  (877)610-5982 
Office  847-426-8701 
CEO  847-341-4325 
ibsite  www.investforclosures.com 
lail  info@investforclosures.com 
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There  is 
an  answer! 

Send  for  FREE  information 

on  NEW,  guaranteed 

seat  and  back  supports 

designed  by  a  leading 

back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briarcliff  Manor,  NY  10510 
www.pcstureeducation.com 


CAU  TOU-FREE 1-800-392-0363 


,  Charge  your  ad   Jg* 
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ABSOLUTE  AUCTION 

A  Desert  Oasis 


Lida,  Nevada  3,261  ±  Deeded  Acre^ 

Over  200,000  Leased  Acres 


2,779±  AC/FT  of  Water  Rights  •  900  Million  Gallons  Annually 


Ideal  For  ,, 

J  Commerical  Water  •  Development  •  Mining  •  Wind  Genl 

Private  Retreat  •  Ranching  •  Investment 

'AUIJJ.NIJMJlJitiBPJJI'l'.L_~IZ 
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I~OD6~67o~9270  PO.  Bo.^  860  •  Gadsden,  Al.  33902 

Creative  Real  Estate  Assoc.  •  702-932-4700  •  Broker  Lie.  (124198  S!S,c^ 


ducatibn 
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Zk^Capital  Available 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  worl<  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  witfi   excellent  manage- 
ment and  growth  potential 
ARBOC  INC. 561-627-71 10 


Professional  Service^: 


CHEZCO 


Restore  order  and  your  health. 

Have  gratifying  peace  for  a  change! 

The  most  powerful  techniques  and 

training  await  you  here. 

215-519- 


Corporate  anoPrivate 


Know  more,  be  more  now! 


Easy  as  ABC 

Save  Time,  Save  Hassel, 

Great  Prices,  Name  Brands. 

Everything  from  A  to  Z. 

Unlimited  Shopping. 

Order  Now  for  Faster  Service. 

www.Webshoppersulte.coni/9681S.htm 


Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  for 
return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 

For  extremely  competitive  advertising  rates 

and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 


Advertisement 


■jmocial  Services 


Reduce  Payroll  Taxes 
$99  Sec125  Plan  Docs 


PRETAX:  Insurance,  Medical  Bills 
and  Dependent  Care  Expenses 

www.NetPayUSA.com 
888-755-3373 


&^ 
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Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses  •  Select  by  geography,  sales  volume. 


www.uniquegiftsintl.com 


New  Mexico  Ranch 


business  type,  conlad  name,  credit  rabng,  and  more, 

250  Million  Consumers  -  Select  by  age,  income,  home  value, 
bu/ing  behavior,  geography,  and  more. 

Customer  Analyzer  &  Prospecl  Builder  -  Analyze  your  cun-eni 


customers  &  find  prospects  tf 
prospects  at  infoUSA.com 


t  match.  Free  analysis  &  25  F[ee 


mfdus^  1  ■800-264-4241 


Spectacular!!  58,000  acre 
New  Mexico  Ranch. 

Wildlife  mecca,  minerals,  water, 

timber  6000'-9000'  elevation. 

Solid  investment  with  great  upside. 

505-552-6107  fax  505-552-9687 
www.stromeirealty.com 

We  wilt  work  for  \ou  for  free' 
Use  our  extensive  knowledge  :o  locale  your 
ranch/recreational  real  estate  investment. 


for  inform^tiiji  and 
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si^lcif  Classified  SeH 

CaH  Media  Oplioi# 

1-800-442-6441 

me(ilopt@aol.com 
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Business  Services     I  Business  Opportunith 


NEGOTIATION  SPECIALISTS 

We  speak  all  foreign  languages. 

Claims  processing.  Corporate 

transactions.  We  do  all  deals. 

Cut  company  costs  by  selecting  us. 

We  get  you  what  you  want.  Every  time. 

1-866-DEAL-DONE  (1-866-332-5366 

Web:  www.negotiationsuperstars.com 
e-mail:  sales@negoliationsuperstars.com 


Business  Opportunities 


OFFSHORE 


♦Companies  f  ot » >'"i°  " 

♦Banking  c*«^"" 

(800)  7 10-0002        Free  Brochure 

Visa/MC/Ainex     wwwjisselprotectlon.com 


REVOIUTIONARY 
NEW  PRODUCT 

Money  Back  Guarantee. 

No  Competition  in  U.S.A. 

Do  Not  iVIiss  This!! 

Min.  Investment  $20,000 

1-888-920-4683 


$250,000  Profit 

First  year  in  business 

if  you  are  a  serious  person  who  wants 

to  make  serious  money. 

We  have  the  program  for  you. 

Investment  only  $14,900 

Call  1-800-675-6144 
You  Will  Make  Money 


Executive  Opportunity 

To  Create  Wealth  through  Real  Estate 

Investments  and  Direct  Sales, 

Learn  from  the  World's  Best  in 

Real  Estate  Investment  Strategies, 

Negotiations,  Tax  Planning, 

Sales,  Rnancing  &  Personal  Growth. 

Part-time  or  Full-time 

Serious  Inquiries  Only. 

1-888-752-6215 


OIL  WELLS  for  SALE 

100%  working  interest  in  7  wells, 

netting  $6,500  per  mo. 

Price  $200,000. 

Upside  potential. 

1-800-880-7202  or  call 
Cell  806-548-0760 


Company  Seelis  Acquisitions 

Mid  size  apparel  company  is  .seeking 

to  expand  through  acquisitions  or 

joint  ventures  with  $.S-$50  million 

revenue  companies  in  the  apparel. 

acces.sories.  or  any  consumer 

product  business.  Please  call: 

Bill  Finkelstein,  C.O.O 
212-279-3600  x  269 


Buy  Foreclosed  Proper 

Use  INVESTOR'S  Money.  Split  Big  Pro- 
Complete  Training.  Call  for  Free 
Information  Package. 

800-995-0049  ext.N12!j| 


Create  Real  Wealth! 

Huge  Profits  Saving  Companies 
Money  on  Their  Electricity  Cost' 

$19,350.00  Investment 
100%  Product  Credit  for  Investmt 
Full  Training  and  World's  Best  Sup 
Call:  1-206-686-3672 


www.e'incomrate.ti 


Form  Your  Delaware 
Corporation  or  (LLC)  Now) 

FREE  Delaware  incorporatiK: 


Handbook  (9th  Edition)«|ii 


Delaware  Business  Incorporators,  ^ 
800.423.2993 
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WHITE  COLLAR  BUSINES 


FREE  VIDEO  reveals  why  prominent  attome- 
practice  for  goldmine  business  providing  low 
lawsuit  protection,  piivacy,  tax  reduction-nov 
needs  Associates  nationwide.  You  can  enjoy 
exceptional  income,  ideal  lifestyle  and  prestij- 
representing  these  important  .services  to  busit 
owners,  professionals  and  families  in  your  an 
Local  appointments  available.  You  earn  large 
initial  fees  plus  renewals.  As  few  a,s  10  client 
yields  as  much  as  $64,000.00  income.  Work  I 
home,  no  overhead,  flexible  hours  you  contrc 
franchise  fee.  Fast  start.  Full  training  and  sup 
Proven  business  system.  No  special  educatioi 
financial  background  or  sales  experience  reqi 
24-hour  free  recorded  message:  (800)  6.\'-44 


Forbes 

Subscriber  Service 

To  order,  change  address 
or  other  customer  service, 

calM -800-888-9896 


SMALL  ADS  BRING 

BIG  RESULTS! 

Coll:  Media  Options 

1.800-442-644 


Advertisement 


Liixury  Resort  Mansions 


^ 


%, 


uion  in  a  palace  of 
lute  splendor  located  in 
\rizona  Biltmore — a  fully 
:ed  mansion  with  exquisite 
riors,  set  amid  rolling 
vays.  All  yours  for  an 

Eare  month,  as  a  one-month 
se  per  year,  for  five  years. 
one  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  IS  ryji  an  otter  10  sell  nor  a  solicitation  o(  an  oiler  to  buy  10  lesidenis  of  any  stale  in 
«hich  registration  requirements  have  not  been  fulfilled.  Void  where  prohibited 


RESORT 

MANSIONS 
%=^ 

The  grandeur  of  a  mansion. 
The  services  of  a  5-star  hotel. 


COMMISSION 

A  PERSONAL 

MASTERPIECE. 


Elizabeth  Shea  by  Mikel  Glass:  40  x  70,  Oil  on  Canvas  2003 

888.590.9288  •  PremierCoilectionsUd.com 


Fhifancing 


BANK  SAYS  "NO"? 

We'll  pay  you  cash  for  your 
company's  receivables  within  24 
hours.  Approvals  by  phone. 
Personalized  service.  l\lo  upfront 
fees.  No  collateral  requirecT 
Call  today  to  CASH  $50,000 
minimum  to  $2,500,000. 
It's  more  affordable  than 


you' 

Mr.  Weil  800 -499-6179 
or  888-505-7332  for 
recorded  information. 


NEVADA  CORPORATIONS 

i 
OFFSHORE  COMPANIES 

00 


$99 


+fees 


800-621-2920 

IMAXIMUMPFIIVACy- TAX  SAVINGS 


^m^Essssm 


GREAT  DISCOUNT  PRICES! 

•  TAX  FREE 

•  2003  MODELS 

•  100%  AUTHENTIC  V 

•  CARTIER,  OMEGA,  TAG,  ETC. 
CALL  NOW{949)  470-4545 


WWW.ATLANTICTIME.COM' 


'wsletti^ 


Forbes  Guru  Picks 


5  No  Load  Funds 
for  the  Fall  of  2003 

Forbes  Newsletters  just  issued  a  new  BUY 
LIST  containing  the  TOP  recommendations 
of  5  of  our  best  performing  gurus.  For  a  lim- 
ited time  this  Special  Report  is  available 
without  charge  when  you  sign  up  for  Forbes 
FREE  Investment  Guru  Email. 

Sign  up  today  at  www.forbes.com/guru 


Forbes 

Subscriber  Service 

To  order,  change  address 
or  other  customer  service, 

call1-800-888-9896 


SMAU  ADS  BRING 

BIG  RESULTS! 

(all:  Media  Options 

1-800-442-644I 


THnUGHTS 

On  the  Business  of  Life 


^^J    or  those  of  us  who  teened  and  twentied  in  the  Thirties,  the  Rainbow  Room  was  the 
I  ultimate  night  out.  During  those  years  of  the  Great  Depression,  it  was  a  rare  and  a  real  treat 

iJIL  to  be  able  to  take  a  date  to  dinner  and  dancing  with  famed  name  singers  and  bands  in  the  RCA 
Building  high  above  most  of  New  York.  The  whole  Rockefeller  Center  creation  was  a  wondrous 
beacon  in  those  dark,  grim  days  of  the  early  Thirties.  From  that  date  to  this.  Rockefeller  Center  has 
been  the  magically  golden  core  of  the  Big  Apple.  — MALCOLM  S.  FORBES  ( 1988) 


Have  you  ever  dated  someone  because 
you  were  too  lazy  to  commit  suicide? 

—JUDY  TENUTA 


Never  date  a  woman  you  can  hear  ticking. 
—MARK  PATINKIN 


It  is  possible  that  blondes  also  prefer 
gentlemen. 

—MAMIE  VAN  DOREN 


Blondes  have  more  fun  because  they're 
easier  to  find  in  the  dark. 

—ANONYMOUS 


All  really  great  lovers  are  articulate, 
and  verbal  seduction  is  the  surest 
road  to  actual  seduction. 

— MARYA  MANNES 


My  boyfriend  and  I  broke  up.  He  wanted 
to  get  married  and  I  didn  't  want  him  to. 

—RITA  RUDNER 


It's  relaxing  to  go  out  with  my  ex-wife 
because  she  already  knows  that  I'm 
an  idiot. 

i-N  THOMAS 


Famous  Writer  needs  woman  to  organize 
his  life  and  spend  his  money.  Loves  to  turn 
off  Sunday  football  and  go  to  the  Botanical 
Gardens  with  that  special  someone. 

—SINGLES  AD,  JOE  BOB  BRIGGS 


I'm  dating  a  woman  now  who,  evidently, 
is  unaware  of  it. 

—GARRY  SHANDLING 


Necessity  is  the  mother  of  attraction. 

—LUKE  MCKISSACK 


For  birth  control  I  rely  on  my  personality. 

—MILT  ABEL 


Dating  is  a  social  engagement  with  the 
threat  of  sex  at  its  conclusion. 

— RJ.  O'ROUfI 


There  is  one  thing  I  would  break  up 
over,  and  that  is  if  she  caught  me  with 
another  woman.  I  wont  stand  for  that. 
—STEVE  MAR 


The  poor  wish  to  be  rich,  the  rich  wish  il 
be  happy,  the  single  wish  to  be  marriedX 
and  the  married  wish  to  be  dead. 

—ANN  LAND! 


A  Text... 

Thou  wilt  shew  me  the  path  of 
life:  in  thy  presence  is  fullness 
of  joy;  at  thy  right  hand  there 
are  pleasures  for  evermore. 

—PSALMS  K 

Sent  in  by  Charles  Babcock  In,  Vero  Beach 
What's  your  favorite  text?  Forbes  Boc 
Quotations:  Thoughts  on  the  Business  ofL 
given  to  senders  of  Bible  texts  that  are  usei 


More  than  14,000  "Thoughts,"  arranged  alphabetic.  | 
subject,  are  available  in  a  900-page,  one-vc  j 
deluxe  edition,  Forbes  Book  of  Qiiounioiis:  Thoughts 
Business  of  Life,  The  price  is  $40,  plus  $3.50  shippin  j 
$1  per  item  for  handling  (add  applicable  sales  j 
To  order,  please  call  toll-hcc,  1-800-876-6556. 
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CHARITY  RATINGS  |  AUCTION  YOUR  HOUSE 
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OS  and  stars  get  the 

'  for  Gangs  of  New  York, 
c  and  The  Aviator. 
Its  the  risk. 


Movie  Money  Man 
Graham  King 
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DECEMBER  8,  2003  I  www.forbes.com 


Great  Moments  at  Work. 

You  didn't  just  make  a  meeting. 

You  made  history. 


Introducing  the  new  Microsoft  Office  System. 

Ten  offices,  seven  countries,  one  impossible  deadline? 
No  problem.  Not  when  you're  equipped  with  innovations 
that  allow  you  and  your  team  to  collaborate  more  securely  in 
real-time— all  from  within  familiar  Microsoft®  Office  programs. 
Yes,  this  is  the  kind  of  stuff  that  legends  are  made  of. 
Gear  up  for  great  moments  at  microsoft.com/greatmoments 


I 


•■-  -  -  -^  -i 
Microsoft  -*• 

Office 


HERMES 

PARIS 
HERMES.  A  MEDITERRANEAN  HARVEST. 


■•e5  comme  I'air' 
n  Porpnt  ll~ 
twill  scarves. 

00-441-4488 
"mes.com 
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to  call  these 

orang 

And  no  ma 


horsepower  you  could 
ever  possibly  want.  And 
under  the  j^of.  every  bit 
of  teghnoldfy  you  could 

ed.  So  aside  fro 

.V 

^    ijy,  your  little 
Vfectly  safe 
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e  muscle  car  with  brains.  340-Horse^olrer  V8. 0-60  In 
mt  seats.  Infiniti  Voice  Recognitipn.OQfdnal  DVD  Infi 


Accelerating   the  futurp 


INFINITI 


"•"^CUi 


For  reservations  cind  (light  schpoulgs.  please  call  Malaysia  Airlines  at  1  800  552  9264,  your  travel  agent  or  log  on  to  wwwmalaysiaairlinescom 
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Have 

you  ever  rushed  to  a  meeting 

without  your  morning  shower? 

Now  you  know  how  the  other 

guy  feels. 


-NaiiiBiinasHr 
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In  business,  soap  and  shampoo    •'s 

can  give  you  a  big  advantage. 

You  can  wash  off  the  miles,  scrub 

away  stress,  and  cleanse  your 

mind  of  worry  Then  refreshed, 

you  can  stand  back  and 
watch  the  soapy  water  go  down 
the  drain.  Right  along  ! 

with  the  other  guy's  chances. 


IS 


Executive  Showers.  Available  for  First  and  Business  Class 

passengers  at  our  Golden  Lounges  in  Kuala  Lumpur, 

Frankfurt,  London,  Singapore  and  Australia. 


Going  beyond  expectations 
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Wi-Fi  SALES  FOR 


Your  Pocket  Wi-Fi  Connect! 
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io  by  Sybase  puts  sales  force  automatrv...  ,.,iu  uib  ndnub  ui  your  saies  Torce  -STrnply 
:t  any  Wi-Fi  enabled  PDA  at  any  Wi-Fi  hotspot.  Sync  and  go.  Your  customers  will  love  it. 


Sybase 


^.sybase.com  The  Enterprise.  Unwired. 
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GUARANTEED  INCOME  FOR  LIFE.    When  you  retire,  you're  not  about 
to  sit  on  the  sidelines.  Your  MetLife  advisor  can  show  you  how  you  can  continue 
to  do  the  things  you  bve  with  a  new  generation  of  annuities  that  offer  you  a 
safe  and  secure  income.  So  you'll  enjoy  financial  freedom  to  explore  all  life  still 
has  to  offer.  For  more  information,  call  1-800-MetLife. 


have  you  meWife  today? 


metlife.com 


ontents 


DECEMBER  8,  2003 

Vnlumfi    17?,    Numhpr    \p 


VER  AND  CONTENTS  PHOTOGRAPH  BY  BRIGITTE  LACOMBE  FOR  FORBES 


FORBES"    December  8   7nn^        11 


CONTENTS  DECEMBER  a^^Oiia 


2004  Investment  Guide 

179  How  to  Play  It  Safe  . . .  and  keep  it  simple. 

180  The  Right  Stuff  How  to  pick  funds.  By  Neil  Weinberf^ 

186  A  Hedged  Bet  You  Don't  Want  Small  investors  can  now  jump 
into  hedge  fund  pools.  Stay  dry.  By  Neil  Weinhcr\i 

192   Mutual  Funds  Math  101  Little  things  can  Idll  you.  By  jama  M.  Clash 

194   Don't  Panic  Your  fund  is  in  trouble  with  the  law?  Stay  put. 
By  James  M.  Clash  with  Malthe^v  Miller 

198   Lump  Sum  What  would  you  do  with  $800,000? 
Some  advice.  By  Liitiia  Saunders 

204  One-Stop  Shopping  Consider  getting  all  of  your  policies  from 
the  same  carrier.  By  Carrie  Coolidge 

208  Nine  Steps  to  Tax  Sanity  Taxes  don't  have  to  drive  you  nuts.  By  Janet  Novack 

214   Do  You  Trust  a  Trust?  Does  a  trust  improve  your  heirs'  lives? 
Maybe  not.  By  Aslilea  Ebeling 

218  A  Wide  World  of  Investment  Circle  the  globe  with  five  pros  in  search  of 
good  returns.  By  Mitchell  Martin 

224  Go  Direct  and  Save.  Maybe.  Bond  investors  can  now  avoid  funds. 
Bui  do  the  math  first.  By  Daniel  Kruger 
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results  may  be  misleading.  j 

/}i'  Elizabeth  MacDonald 


232  Just  One  Stock  Bets  for  2004: 
Avcntis,  Liberty  Media  and  15  ot 
By  Andrew  T.  Gillies 

236  Before  You  Bid  Should  you  buy  your 
home  at  auction?  ByLuisa  Kroll 

240  Seller  Beware  How  to  negotiate  a  better 
deal  with  a  red  estate  agent. 
By  Ira  Carnahan 

246  Genuinely  Needy 

Our  annual  survey  of  200  large  charities 
picks  IQ  thai  shine.  Bv  Witlianj  P.  Barrett 
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28    Readers  Say 

33    Fact  and  Comment 

Steve  Forbes  says  Alan  Greenspan 
is  guilty  of  monetary  malpractice. 

38    Other  Comments 
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Announcing  an  incredibly  compact,  folding  PDA  phone. 
The  amazing,  new  Samsung  iSOO. 


1500 
^  Phone 


1600 
Smartphone 


i700 
Pocket  PC  Phone 


/lEff    windows 
"-•»  '-  Mobile- 


The  Samsung  family  of  PDA  phones. 
That's  DigitAII  ingenuity. 

We  started  with  a  sleek,  flip  phone  design.  Then  we  added  a  vivid 
65,000-color  touch  screen  display,  a  fully  functional  digital  organizer 
and  easy  Internet  access.  Then  we  created  a  whole  line  of  incredibly 
compact  PDA  phones  in  both  PalmOS®  and  Windows  Mobile'"-based 
operating  systems.  So  whether  you're  checking  email  or  calling  the 
office,  these  little  handhelds  give  you  the  best  of  both  all  in  one. 


B;  R    A^,N,D' 

CUSTOMER  UJWLTV 

AWARD  WINNER 

2003 


nore  information  visit  www.samsungusa.com/wireless 

tng  mobile  phones  have  been  rated  number  one  in  brand  loyalty  by  consumers  two  years  in  a  row  accordinn  fn  Rrand  K<»,=  =.  i^,Hi„^ 
ndent  authonty  on  brand  loyalty.  ©2003  Samsung  Telecommunications  America,  L.R  SamsungTa  req^terld  °rademar^^^^^^^ 
nics  Amenca,  Inc.  and  its  related  entities.  The  Palm  Powered  logo  and  Palm  OS  ai^e  reqisteraJ  tradema^kf  n7p«irr^ln  ,^f  ^n.  Samsung 
..  inc.  Endows  and  Windows  Mobile  are  registered  trademarks  of  Microsoft  00^3™^?*^^^'^!^^^^°":^.!,:'""^^ 
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jrewell  complexity.  Good-bye  complications.  Hasta  la  vista  hassles.  Presenting  a  smarter  way  to  grow  your  IT 
ipabihties.  Buy  a  server  that  can  grow  along  with  you.  Like  IBM  eServer™  xSeries^  systems  powered  by  InteP  Xeon™ 
ocessors.  Select  models  can  scale  up  (simply)  from  1  to  16  way  and,  with  optional  VMware«  software  can  handle 
)t  just  one.  but  multiple  Windows'  or  Linux  applications  at  once.  That's  the  flexibility  the  on  demand  world  demands 
■  find  out  more,  visit  ibm.com/eserver/advantage 


MrTiy  are  our  Intel  processor-based  server  sales  the  fastest-growing  in  the  world?'  Here  are  5  reasons: 


ite  1-16  way  with  select 
Jdels.  Pay  as  you  grow. 


IBM  Director  systems 
management. 


Linux-ready  through 
the  entire  line. 


Mainframe-inspired 
technologies. 


24/7/365  optional  onsite 
hardware  support' 


server 


IBM  eServer  xSeries  systems  are  powered  by  Intel 
Xeon  processors.  (And  they  could  help  stop  you  from 
buying  server  after  server  after  server.) 


!IlI^riIriBM?hP  P  iCI!'«',r'*^Q^'^"",H  ^T'^  <=°'^P3^i"9  Intel  processor-based  servers.  'Additional  charges  apply.  Standard  support  includes  next  business  day  response  in 
rth^ountnel  InteStnsZ^^  ??  Tff''"'  ^'^  ''''"^"^'^  °'  ''^"'""'  '^^'^^^^^^  °'  '"'^^"^'i°"al  Business  Machines  Corporation!n  he  Unfted  States 

ii^H  !  f      ■  ^'  '"^"^^  '°S°  3nd  Intel  Xeon  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  <5tatf>r^nH  nVhtr 
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Section  529  Crime  Wave  when  the  secun 

ties  police  are  done  rounding  up  the  obvious  suspects  in  the  mu- 
tual fund  scandal  (see  stories,  pages  60,  180  and  194),  they  should 
turn  their  attention  to  some  much  bigger  culprits:  governments 
that  run  college  savings  plans  with  larcenous  fee  structures. 

Section  529  lets  states  team  up  with  fund  outfits  to  offer  col- 
lege savings  plans.  Earnings  are  exempt  firom  federal  tax.  Say 
"tax"  and  "shelter"  in  the  same  breath  and  you  have  an  invita- 
tion for  trouble. 

It's  criminal  what's  going  on.  In  all  too  many  cases  fees  raked 

off  by  the  operators  wipe  out  the  tax  benefit.  You  see,  people  get 

nutty  when  they  hear  about  a  new  way  to  dodge  taxes.  They  will 

blindly  fork  over  $1.25  to  a  stockbroker  in  order  to  avoid  a  $1  tax. 

Consider  the  popular  Ohio  plan,  with  $2.6  biUion  in  assets. 

Let's  say  you  select  as  your 
investment  option  the 
Capital  Opportuni- 
ties Fund  from 
Putnam 


Investments  (yes,  those 
lovely  people).  If  you  go  in 
with  the  assistance  of  a  bro- 
ker, you  lose  2.2%  a  year  to  fees. 
Residents  of  Ohio  can  save  money  by  bypassing  the  broker,  but 
most  do  not.  Good  luck  finding  the  2.2%  figure  on  the  elaborate 
Web  site  boosting  the  Ohio  plan. 

This  is  a  wretched  deal.  Get  out  the  back  of  an  envelope.  The 
long-term  return  on  stocks  is  9%  a  year,  and  you  can  easily  enjoy 
this  by  buying  an  index  fund  costing  0.2%.  Assume,  for  simplic- 
ity, that  all  of  the  appreciation  is  kicked  out  every  year  as  a  long- 
term  capital  gain.  After  federal  tax  your  return  would  be  7.5%.  In 
fact,  you'd  do  better,  because  most  of  the  gain  on  an  index  fund  is 
unrealized  appreciation. 

If  you  had  the  same  return  but  the  operators  skimmed  off  2%, 
you  would  be  left  with  only  6.8%. 

Throw  in  state  tax  benefits,  and  high-cost  529  plans  look  al- 
most rational.  But  wait  a  minute.  If  Ohio  subsidizes  buyers  of  a 
Putnam  ftmd,  where  is  the  subsidy  coming  from?  From  Ohio  cit- 
izens. What  good  are  they  getting  from  this  boondoggle? 

It  would  be  wrong  to  pick  on  Ohio  alone.  Texas,  Virginia, 
Arizona  and  Oregon  are  among  at  least  a  dozen  states  offering 
529  options  that  cost  2%  a  year  or  more. 

Eliot  Spitzer  is  having  a  field  day  going  after  crooks  who  pil- 
fered a  few  hundred  grand  with  their  after-hours  trading  schemes. 
Before  529  has  run  its  course,  though,  it  may  have  succeeded  in  dis- 
sipating billions  of  dollars  in  paperwork,  overhead  and  fat  pay- 
days for  fund  managers. 
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Hear  every  word  ' 

with  Polycom's  stereo-like 
wideband  sound  quality 

•  Speak  up  to  20-feet  away  from 
the  microphone  and  be  heard 


Software  upgradeable  for 

future  investment  protection 


Part  of  The  Polycom  Office'"  - 
integrated  video,  voice,  data 
and  Web  collaboration 


Introducing  the  revolutionary  SoundStation  VTX 1000!"  For  more  information,  call  1-877-POLYCOM  or  visit 
www.polycom.com  and  take  advantage  of  our  30-day  risk  free  offer*  Now  that's  exciting! 
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Connect.  Any  Way  You  Want. 


*"  Certain  restrictions  and  exclu*' 
registered  trademark?. arjdS 


'to  qualified  purchasers,  ©2003  Polycom,  Inc.  All  rights  res 
J  doundStation  mdustrial  design  are  trademarks  of  Polycom,  I 


d.  Polycom  and  the  Polycom  logo  are 
n  the  U.S.  and  various  countries. 
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I- 
Hot  printing  forms  as  usual. 


Not  settling  for  the  usual  as  usual. 


Not  business  as  usual. 


A  Nl  Y  W  A  RE" 


s  not  like  anything  you've  ever  seen  in  the 
Drkplace.  In  this  case,  the  words  "radically 
nplifying  the  way  you  work"  actually  apply, 
starts  with  the  rather  obvious  -  but  generally 
lored  -  notion  that  your  business  is  unique. 
Iter  the  Canon  imageRUNNER®  with  something 
ally  unheard  of  -  customization.  By  that, 
;  mean  you  can  have  appUcations  created  for 
ageRUNNER  that  meet  the  unique  needs 
your  business.  After  all,  until  now,  machines 


ered  generic  choices:  copy,  print,  fax,  scan... 
t  businesses  aren't  generic.  Hence,  Canon 
ageRUNNER  can  be  tailored  to  meet  many  of 
IT  business'  unique  needs.  Of  course,  we're 
rely  scratching  the  siiriace.  The  possibilities  are 
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Sales  by  ProduGl 

Ssloi  by  Pioduci  Ctttgory 

Salei  by  Cutlomar 

Salts  by  SbIbi  Raprvteniativa 


With  the  Canon  imageRUNNER,  you  can  have  customized 
applications  that  meet  the  unique  needs  of  your  business. 

as  vast  as  the  business  activities  that  lie  before  you. 
And  remember,  you're  eliminating  time-consuming 
steps  from  the  workflow  process,  making  it  simple 
and  efficient.  All  of  which  makes  using  imageRUNNER 
extremely  cost-effective.  In  short,  we've  seen 
the  future  and  it's  called  the  customizable  Canon 
imageRUNNER.  You're  invited  to  see  it  too. 
That  is,  if  you're  ready  to  stop  doing  business  as  usual. 

www.imagerunner.com 
1-800-OK-CANON 


Cation 


KNOW  HOW 


Canon  and  Canon  Know  How  are  registered  trademarks  of  Canon  Inc.  IMAGERUNNER  is  a  registered  trademark  of  Canon  Inc  in  the  U  S 
and  Canada.  IMAGEANYWARE  is  a  service  mark  of  Canon  U.S.A.,  Inc.  ©2003  Canon  U.S.A.,  Inc.  Product  stiown  with  optional ; 
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READERS  SAY 


Smarter  Than  We  Thought? 

"As  Clear  As . . .  "(Nov.  24,  p.  241)  claims  en- 
trepreneur Robert  Saxe  (right)  pronjised  to 
revolutionize  the  glass  industry  but  has  litde 
to  show  for  it.  The  facts  tell  a  different  story. 
Research  Frontiers'  SPD  technology  is  the 
only  smart  window-shading  technology  to 
successfvilly  make  it  out  of  the  lab  into  the 
real  world.  We  accomplished  this  by  relying 
solely  on  equity  funding  and  licensing  rev- 
enues, and  not  debt  or  taxpayer  funds.  We 
have  over  400  patents  and  patent  applica- 
tions, licensed  to  27  companies,  including 
two  of  the  world's  largest  glass  companies 
(Asahi  and  Saint-Gobain)  and  some  of  the  world's  largest  film  and  chemical  com- 
panies (Air  Products,  Dainippon  and  Hitachi).  Almost  all  our  licensees  are  active. 
Some  have  built  entire  businesses  around  our  technology.  SPD  smart  windows  are 
currently  used  in  homes,  office  buildings,  vehicles,  aircraft  and  yachts.  Daimler- 
Chrysler  has  included  a  panoramic  roof  with  SPD  glass  in  their  Setra  tour  buses,  a 
feature  they  highlight  prominently.  SPD  glass  is  seen  daily  at  Disney's  House  of  In- 
noventions  at  Epcot  Center.  Is  it  any  wonder  that,  as  noted  in  the  article,  insiders 
at  Research  Frontiers  have  been  actively  and  consistently  buying  our  stock? 

JOSEPH  M.  HARARY 

President,  Research  Frontiers 

Woodbury,  N.Y. 

We  incorrectly  said  Robert  Saxe  owns  12%  of  Research  Frontiers,  worth  $15.7  million, 
with  an  option  to  buy  another  8%,  while  other  insiders  hold  7%.  In  fact,  he  owns  3%, 
worth  $3.5  million,  with  options  to  buy  another  9%.  Other  insiders  own  3%.  In  2001 
Saxe's  and  Harary's  compensation  of  $1.4  million  was  26.5%  of  the  company's  R&D 
and  operating  expenses.  — ED. 


We  Told  You  So 

"Dead-Cat  Bounce"  (Oct.  13,  p.  52)  refer- 
enced tech  companies  that  have  quietly 
sold  previously  written-off  inventory  to 
"prettify  earnings  and  profit  margins." 
FORBES  is  correct  to  point  out  the  impro- 
priety of  such  actions,  even  if  legal.  How- 
ever, it's  inappropriate  to  apply  a  blanket 
implication  for  every  company.  Account- 
ing rules  mandate  that  companies  estimate 
and  write  off  end-of-life  inventory.  In  the 
case  mentioned,  McData  wrote  off  excess 
1 -gigabit  inventory  based  on  a  good-faith 
estimate  when  our  industry  transitioned 
to  2-gigabit-per-second  technology  in 
2002,  in  accordance  with  accounting  rules. 
When  subsequent  demand  then  exceeded 
our  estimate,  iuid  a  relatively  small  amount 
was  sold,  we  fully  disclosed  this  fact  even 
though  tlie  impact  on  our  sales  and  earn- 


ings was  nominal.  McData  is  committed 
to  transparency.  We  believe  our  account 
ing  and  disclosure  poHcies  are  consisten 
with  the  best  corporate  practices. 

ERNEST  SAMPIA 

Chief  Financial  Officer,  McDati 

Broomfield,  Cole 

Third-Party  Politics 

"Hired  Guns"  (Nov.  10,  p.  211),  whid 
describes  the  emerging  trend  of  healtl 
care  advocacy,  suggested  that  I'm  no 
convinced  advocates  are  any  more  effec 
tive  than  the  average  person  in  getting 
claim  settled  and  that  they  may  add  un 
necessary  expenses.  I  was  quoted  as  say 
ing,  "The  more  people  you  get  involvec 
the  more  it's  going  to  cost  the  system. 
WhUe  these  are  some  of  my  concerns, 
am  also  generally  quite  supportive  of  ad 
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vocates.  Third  parties  that  help  explain  the 
nuances  of  coverage  and  moderate  the 
conflict  among  patients,  insurers  and 
providers — at  considerably  less  expense 
than  a  lawyer — should  not  be  discour- 
aged. The  health  insurance  industry  has" 
made  tremendous  efforts  in  recent  years 
to  enhance  its  customer-service  capabili- 
ties, and  I  do  not  believe  that  the  industry 
wishes  to  be  viewed  as  an  opponent  of  any 
service  that  can  serve  to  reduce  conflict 
and  solve  problems. 

FREDERIC  FUTTERMAN 

Assistant  General  Counsel 

Horizon  Blue  Cross  Blue  Shield  of  New  Jersey 

Newark,  NJ. 

Board  of  Education 

"Under  the  Counter"  (Nov.  24,  p.  248)  did 
a  great  job  of  explaining  the  pitfalls  of  in- 
vesting in  Bulletin  Board  stocks.  Obviously, 
as  a  state  securities  regulator,  your  article 
covered  a  subject  that  is  of  great  interest  to 
me.  Investors  should  investigate  a  Bulletin 
Board  company  very  carefully  before  they 
invest  and  review  a  company's  audited  fi- 
nancial statements,  as  well  as  its  SEC  filmgs. 
While  not  all  companies  listed  on  the  Bul- 
letin Board  are  empty  shells,  the  potential 
exists  for  microcap  fraud  in  this  area  of  the 
securities  market.  Colorado  has  dealt  with 
its  share  of  penny-stock  problems  in  the 
past.  You  have  done  your  readership  a  ser- 
vice by  highlighting  the  problems. 

FRED  J.  JOSEPH 

Colorado  Securities  Commissioner 

Denver,  Colo. 

Due  to  a  production  error,  the  List  two  lines  of 
the  story  were  omitted  from  the  magazine.  It 
should  have  read,  "Some  stocks  have  price 
swings  of  as  much  as  30%  on  a  givai  day.  For 
now  most  Bulletin  Board  investors  don't  care. 
But  if  too  many  800America.coms  implode, 
they  will."  -ED. 

High  Society 

One  critical  element  missing  from  "hiside 

Dope"  (Nov.  10,  p.  146)  was  the  impact  on 

the  next  generation  to  enter  the  work  force. 

\ccording  to  a  new  survey  from  Health 

"  mada,  the  lax  attitude  toward  marijuana 

I.  rth  of  the  border  has  seen  teen  use  climb 

I    'vels  not  seen  in  25  years.  Meanwhile, 

se  in  the  U.S.  has  plummeted,  with 

^      iiong  high  school  seniors  alone  down 


by  15%.  These  diametrically  opposec 
trends,  along  with  the  negative  impact 
marijuana  has  on  a  nation's  physica 
health,  are  likely  reasons  Canada's  Healtl; 
Department  is  planning  to  develop  ar 
antidrug  campaign  similar  to  efforts  cham 
pioned  in  the  U.S.  by  the  Partnership  for  i 
Drug-Free  America.  Since  marijuana  us( 
by  young  people  is  negatively  correlatec 
with  educational  achievement,  and  a  well 
educated,  to  say  nothing  of  well-motivated 
work  force  is  critical  for  business  to  sue 
ceed,  FORBES  readers  might  want  to  con- 
sider the  question  of  their  own  economic 
health  when  gauging  the  impact  of  "tht 
new  cash  crop." 

STEVE  PASIEKI 

Pres.,  Partnership  for  a  Drug-Free  Americil 

New  York,  N.y\ 

Keeping  Quiet 

This  is  in  regard  to  "Shhh!"  (Nov.  24\ 
p.  84),  about  Material  Sciences  Corp 
Although  we  appreciate  the  story  abou 
our  company  and  the  interest  in  oui 
noise-damping  metal  composites,  on< 
important  fact  was  missing.  Quiet  Steel 
our  trade  name  for  these  materials,  wa: 
used  eight  times  in  the  article  withou 
mention  of  the  fact  that  it's  a  registerec 
trademark  belonging  to  our  company 
We  point  this  out  to  avoid  the  possibilit) 
of  losing  our  rights  in  the  future. 

ROBERT  I.  MATAY/ 

V.P.,  Business  Planning  &  Developmen 

Material  Sciences  Corp 

Elk  Grove  Village,  III 

'Scuse  Us 

In  "Son  of  Grubman"  (Nov.  24,  p.  58)  vn 
misspelled  the  name  of  Investrend  Chie  F 
Executive  Gayle  Essary.  We  also  mistakenly! 
identified  Benjamin  Zacks  as  head  of  Zack  j 
Investment  Research,  instead  of  its  sub  I 
sidiary,  Zacks  Investment  Management.  Ii  ] 
"Holding  up  Hollywood"  (Nov.  24,  p.  %. 
we  reported  that  Integral  Capital  Manage 
ment  recently  boosted  its  stake  in  SCCJ 
Group,  a  software  maker  suing  IBM.  But  wi  j 
failed  to  note  that  in  late  October  iCm  sok  | 
its  SCO  shares  and  now  holds  none. 

^Forbes 
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ming  higher. 


re's  to  the  head  start.  To  the  will  to  win  through. 

Deutsche  Bank  we  share  your  passion  to  hit  the 
)und  running,  to  seize  the  opportunity,  to  make  it 
3pen.  ^m^K 

(  what  makes  us  one  of  the  world's  leading  financial 
titutions.  And  it's  why  the  most  demanding  clients 
he  US.  and  around  the  world,  trust  us  to  perform. 

^oss  disciplines,  across  regions.  With  absolute 
dication,  leading-edge  insights,  powerful  solutions. 

you  ready? 

w.deutsche-bank.com 


Deutsche  Bank 


■■|lfflP: 


Che  Bank  Securities  Inc.,  a  subsidiary  of  Deutsche  Bank  AG,  conducts  investment  banking  and  securities  activgties  in  the  United  States. 


Whiter  teeth  and  healthier  gums.  It's  a  gift. 

This  holiday  season,  unwrap  the  Sonicare  Elite,  by  Philips. 

Give  the  gift  that  leaves  other  toothbrushes  behind.  Unwrap  the  power  of  next 
generation  sonic  technology.  Sonicare  Elite's  powerful  cleaning  action  reaches  deep 
between  teeth  and  below  the  gumline. 

Give  superior  plaque  removal  and  the  power  to  reduce 
coffee,  tea  and  tobacco  stains  and  reverse  gingivitis. 

Give  your  dental  professional  a  call,  and  ask  about  the 
Sonicare  Elite. 


powerful  cleaning  action 


Stop  Brushing  ^  Start  Sonicare 


sonicare.com 


PHILIPS  ^ 

sonicare 

the  sonic  toothbrush 


FACT  AND  COMMENT 

5y  Steve  Forbes,  editor-in-chief 

'With  all  thy  getting  get  understanding" 


Will  Fed  Flood  Drown  Investors? 


THE  FEDERAL  R£SER\'E  IS  PLANTING  THE  SEEDS  FOR  FUTURE 
inflation.  This  at  a  time  when  we're  just  recovering  from  the 
inadvertent  deflation  the  central  bank  caused,  which  began  in 
^e  late  1990s  and  didn't  end  until  last  year.  The  Fed,  in  short,  is 
printing  too  much  money.  We  won't  feel  the  full  shock  until  after 
next  year's  elections.  What  we're  about  to  undergo  is  equivalent 
:o  the  situation  of  a  patient  who's  been  suffering  from  a  below- 
normal  temperature  of  96  degrees  and  whose  doctor  decides  to 
raise  it  to  102  so  the  patient's  average  would  then  be  the  normal 
?8.6.  Alan  Greenspan  is  guilty  of  monetary  malpractice. 

The  symptoms  of  an  oncoming  inflation  are  abundantly 
:lear.  Commodity  prices  have  soared.  The  best  barometer  of 
Tionetary  disturbance,  gold,  is  now  reaching  $400  an  ounce,  the 
lighest  level  since  1996.  The  average  gold  price  for  the  past  decade 


has  been  roughly  $330.  If  the  Fed  ,  .as  doing  its  job  right,  the  price 
would  be  around  $350  today  Investors  should  pay  close  attention 
to  the  yellow  metal.  If  it  breaches  $400  an  ounce  and  stays  there, 
this  new  bull  market  will  morph  into  an  unpleasant  bear  by  2005. 

Greenspan  &  Co.  have  ample  opportunity  in  the  weeks 
ahead  to  reverse  course  and  get  our  monetary  ship  on  an  even 
keel.  The  longer  the  central  bank  waits,  though,  the  messier  and 
more  cosdy  the  cleanup  will  be. 

Other  countries  are  not  ignoring  the  incipient  storm  clouds. 
The  Australians  recently  raised  interest  rates.  So  did  the  Brits. 

The  Federal  Reserve  probably  fears  being  subjected  to  con- 
siderable political  heat  if  it  hikes  interest  rates  now.  It  could 
avoid  that  by  letting  the  Federal  fonds  rate  float  via  some  for- 
mula tied  to  the  Treasury  bill  market. 


Horse-and-Buggy  Fund  Pricing 


N  THE  AFTERMATH  OF  THOSE  MUTUAL  FUND  SCANDALS,  THE 
ndustry  should  give  immediate,  serious  consideration  to  chang- 
ng  the  way  it  prices  its  products.  Right  now,  share  prices  are  set 
jnce  a  day,  when  American  equity  markets  close  at  4  p.m.  This,  of 
-ourse,  is  what  provided  the  opening  for  hedge  funds  and  favored 
nvestors  to  play  games  at  the  cost  of  individual  fund-sharehold- 
'rs;  they  bought  or  sold  hinds  in  response  to  after-4  p.m.  news. 
>o  why  not  price  hinds  continuously,  just  as  regular  stocks  are? 
3ne  large  source  of  potential  mischief-making  would  disappear. 
Exchange-traded  hinds,  pioneered  by  the  American  Stock 
ixchange,  demonstrate  that  the  technology  is  there  for  continu- 
us  pricing.  In  fact,  Amex  innovators  have  already  found  ways  to 
nstantaneously  calculate  fluctuating  values  of  various  open-end 


mutual  fijnds  during  the  day;  investors  will  soon  be  able  to  buy, 
say,  the  Magellan  Fund,  as  if  it  were  an  individual  stock. 

A  few  other  changes — no  individual  should  serve  simultane- 
ously on  the  board  of  directors  of  the  fund  management  company 
and  of  the  fund  itself— are  in  order.  But  regulators  should  not  go 
overboard  and  saddle  the  industry  with  a  lot  of  unnecessary  costs 
that  will  be  borne  by  the  small  investor.  One  of  the  dumber  ideas 
floating  around,  for  instance,  is  to  give  independent  fund  directors 
separate  staffs,  ostensibly  to  better  monitor  the  Hind.  All  we'd  get  is 
slower  decision-making  and  loads  of  second-guessing.  Perfor- 
mance wouldn't  improve  one  bit.  Investors  will  be  ill-served  if  a  raft 
of  "reforms"  ends  up  costing  them  more  money  than  what  they 
lost  from  the  illegal/immoral  practices  of  certain  fund  officials. 


Let  Stockholders  Save  Stock  Exchange 


V  BIG  HGHT  IS  BREWING  OVTR  THE  BEST  WAY  TO  REFORM  THE  NEW 
fork  Stock  Exchange.  WTiy  not  mandate  that  it  go  public  as  other 
quity  marts  around  the  world,  including  the  London  Stock  Ex- 
hange,  have  already  done?  The  recently  run-out  chairman,  Dick 
jrasso,  wanted  to  do  that  four  years  ago.  If  the  Exchange  had  gone 
iong,  considerable  turmoil  would  have  been  avoided.  At  the  least, 
he  departed  chairman's  secret  pay  package  would  have  been  public 
iiowledge  immediately— thus  it  might  never  have  come  into  being. 


Pressure  from  public  shareholders  for  performance  would 
quickly  push  the  Big  Board's  managers  and  constituencies  to 
determine  if  the  current,  increasingly  criticized  specialist  system 
is  truly  superior  to  some  electronic  version.  By  the  way,  the 
answer  may  not  be  so  clear-cut,  especially  if  the  system  is 
reformed:  More  than  one  entrepreneurial  CEO  I've  talked  to 
asserts  there  is  less  hanky-panky  in  pricing  shares  listed  on  the 
Big  Board  (and  the  American  Stock  Exchange)  than  elsewhere. 


Major  League  Strikeout 


HE  U.S.  ELIMINATED  FROM  SENDING  A  BASEBALL  TEAM  TO  NEXT  Games  we  won  the  gold  medal.  Which  raises  the  question- 
ear  s  Olympics?  Incredibly,  the  American  baseball  team  was  Why— unlike  in  the  National  Basketball  Association  or  the 
ecendy  knocked  out  of  the  qualifying  tournament.  In  the  2000      National  Hockey  League— aren't  Major  League  Baseball's  top 
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players  eligible  to  play  in  qualifying  tournaments  and  the 
Olympics?  Are  MLB  pooh-bahs  brainless,  or  what?  They  should, 
immediately  change  this  silly  restriction  and  carve  out  a  couple 
of  weeks  from  the  regular  season  in  the  years  that  the  Summer 
Olympic  Games  are  played. 

Extending  the  season  every  four  years  wouldn't  hurt.  In  fact, 


it  would  be  a  baseball  boon.  The  exposure  of  our  star  players  ir 
the  Olympics  would  be  great  for  TV  ratings.  Interest  in  the  gam( 
would  grow,  which  would  be  good  for  both  box  office  receipt; 
and  developing  ftiture -talent.  The  Major  League  players  them- 
selves? There's  probably  not  a  soul  among  them  who  wouldn' 
love  the  chance  to,  win  Olympic  gold. 


Don't  Go  Down  for  the  Count  on  This 


THE  BUSH  ADMINISTRATION  SHOULD  RECON- 
sider  its  capitulation  on  reforming  the  enforce- 
ment of  Title  IX  of  the  Education  Amendments 
of  1972.  This  law  was  intended  to  ensure  equal 
opportunity  for  women  in  higher  education, 
and  it  did.  But  in  the  area  of  athletics,  alas, 
Washington  bureaucrats  perverted  the  original 
intent  and,  instead,  promulgated  rigid  and 
ridiculous  quotas.  Thus,  if  a  college's  enroll- 
ment is  55%  female,  the  proportion  of  students 
in  its  athletic  programs  must  also  be  55% 
female.  If  it's  less,  the  feds  will  come  after  the 
institution  with  sexual  discrimination  lawsuits. 
This  is  an  utter  perversion  of  equal  cppor- 
timity.  It  matters  not  a  whit  that  at  the  college 
level  men  are  more  apt  to  go  out  for  competi- 
tive sports  than  are  women.  If  50  guys  wish  to 


SF  awarding  medals  at  Big  Ten  Wres- 
tling Championships  in  Wisconsin. 


play  baseball  and  only  25  women  wish  to,  thei 
Washington's  gender-quota  police  will  say 
Shrink  the  men's  baseball  program.  The  resul 
has  been  a  wholesale  cutting  of  men's  sport 
programs.  Wrestling  has  been  especially  han 
hit,  but  men's  baseball,  tennis  and  tracl< 
among  other  sports,  have  been  as  well. 

Not  so  long  ago  the  Administration  indicate 
that  it  would  bring  common  sense  back  to  Titl 
DC  After  all,  most  Americans  understand  the  dii 
ference  between  equal  opportunity  and  equc 
results.  What  they  want  is  fairness,  not  preoi 
dained  outcomes.  But  fearfiil  of  being  labele 
antiwoman  by  radical  feminists,  the  White  Hous 
caved  in  and  left  the  unacceptable  status  quo  i 
place.  In  the  words  of  Teddy  Roosevelt,  it  exhih 
ited  "no  more  backbone  than  a  chocolate  eclair. 


Rock  'Em,  Sock  'Em  Read 


The  Last  Days — by  Joel  C.  Rosenberg  (Forge,  $24.95).  Rip-roar- 
ing, heart-pounding,  page-turning,  high-octane  geopohtical 
adventure.  Anyone  out  of  shape  should  have  oxygen  nearby;  the 
action  never  stops  from  the  first  sentence  to  the  last.  How's  this 
for  starters?  The  year  is  2010.  The  U.S.  secretary  of 
state  goes  to  visit  an  aging,  yet  still-potent,  Yasser 
Arafat  in  the  Gaza  Strip  in  order  to  unveil  a  bold, 
out-of-the-box  peace  plan  "that  could  offer  unprece- 
dented riches  for  every  Muslim,  Christian,  and  Jew 
in  Israel  and  Palestine."  His  reward:  Arafat's  chief  of 
security  suicide-bombs  the  meeting,  killing  the  sec- 
retary, Arafat  and  scores  of  others.  The  surviving 
American  delegation  finds  itself  under  attack.  This  is 
no  isolated  assault.  Soon  all  the  Palestinian  territo- 
ries are  engulfed  in  civil  war;  Israel  is  hit  by  waves  of 


suicide  attacks;  and  terrorists  are  about  to  launch  numerou 

murderous  assaults  on  U.S.  territory. 

So  many  complications  would  seem  to  block  any  path  t 

peace.  Enter  presidential  envoy  extraordinaire  Jon  Bennett,  assiste 
by  Bondesque  beauty-with-bountiful-brains  Eri 
McCoy.  Together  they  work  to  bring  about  ultrasecn 
negotiations  between  the  IsraeU  prime  minister  an 
the  new  Palestinian  prime  minister  for  the  mother  ( 
all  peace  agreements.  Upping  the  ante,  Bennett 
mother  is  suddenly  discovered  missing  from  h< 
Florida  apartment,  apparently  kidnapped  by  terrorist 
Rosenberg's  first  novel.  The  Last  Jihad,  was 
national  bestseller.  Critics  wondered  if  he  was  a  on' 
book  wonder.  Tfie  Last  Days  decisively  answers  that- 
there  will  be  many  more  of  Rosenberg's  riveting  reac 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightc'imentfrom  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  The  Sea  Grill- 19  West  4V   .      ( 
fill,  chic  space  overlooking  ih 
The  food  is  tops.  Rccommc! 
portobcllc)  fries,  perfect  John  L 

•  Barbahic-1.55  East  65th  S 
food,  good  service,  attractive  .•v. 
from  the  warm  duck  salad  to  the 


TeJ.:  212-332-7610).  A  beauti- 

1  ing  rink  at  Rockefeller  Center. 

vUional  seafood  chowder, 

.cruinpliouc^  key  lime  pie. 

2 12-774- 1999).  Good 

eli^ious  first  courses 

I      ■  lai  laro  to  the  prosciutto 


with  pickles  and  cheese.  Likewise,  the  main  courses:  risotto 
with  chicken  and  peppers,  lamb  stew  and  roasted  chicken  with 
fried  artichokes.  Desserts  are  diverse. 
•  II  Monello-1460  Second  Ave.,  bet^veen  76di  and  77th  streets 
(Tel.:  212-535-9310).  Venerable  Italian  where  you  cannot  go 
wrong  with  the  basics.  Cream  of  broccoli  soup  and  the  braciola, 
as  well  as  the  chicken  special,  are  first-rate.  V 
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Morgan  Stanley 
Fundamental  Value  Fund 


ever  been 


Our  Jim  Gilligan  has.  In  the  recent  book  "Value  Investing  With  The  Masters,"  he  was  named  one  of 
the  top  managers  in  his  field.  Jim  and  his  team  oversee  our  Fundamental  Value  Fund  and  several  of 
our  other  mutual  funds-all  designed  for  the  individual  investor.  To  learn  if  this  fund  is  right  for  you, 
br  to  obtain  a  prospectus,  contact  your  Morgan  Stanley  Financial  Advisor,  or  call  1-866-M0RGAN8 
or  visit  www.morganstanley.com/funds. 


MorganStanley 

One  client  at  a  time. 


azanjian,  KirK.  '•Value  Investing  with  the  Masters."  2002.  New  York  Institute  of  Finance  Paramus  NJ 

"l^'^^^'^'^'^^^'-^-^'O^^^^^oc.^P^^^  ete  information,  including  risk  considerations  fa 

.  ri  and  ongomg  expenses.  Please  read  it  carefufiy  before  you  invest  or  sen—  -  9  "^^  wjnbiaerauons,  | 

'ere  Is  no  assurance  that  any  mutual  fund  wli  achieve  its  objective  Ace*dir;  :      -        -    r    -nnvpstmpnt  in«P.t-,iPntc -nHc..,v. 
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High-periuiiii. 
delivered. 

When  the  world's  number  one  computer 
company  set  out  to  upgrade  its  already 
world-class  manufacturing  infrastructure 
several  years  ago,  they  began  with  a  bold, 
yet  simple  premise:  "build  more  systems 
with  less  inventory."  In  about  100  days, 
Accenture  and  Dell  conceived  and 
implemented  an  approach  that  allows  Dell 
to  operate  on  no  more  than  two  hours  of 
inventory  at  a  time.  Now  in  place  in  Dell's 
plants  around  the  world,  the  program  paid 
for  itself  five  times  over  during  the  first 
12  months  of  operation.  Dell  is  able  to 
adapt  more  quickly  to  rapidly  changing 
technologies  and  maintain  its  position  as 
a  high-performance  business. 


New  York  City  311 

High  performance  delivered  for 
government. 

More  than  900  non-emergency  city 
services  in  170  languages  for  8  million 
residents -services  that  once  took  14  pages 
of  telephone  numbers  in  New  York  City- 
are  now  available  24/7  with  a  single  call 
to  311.  Working  closely  with  the  city's 
Department  of  Information  Technology 
and  Telecommunication,  Accenture  took 
the  nation's  largest  311  project  live  in  just 
seven  months,  introducing  not  just  new 
applications  and  technologies,  but  a  new 
way  of  doi  mess.  Having  surpassed  the 

2  million  I  in  just  five  months. 


t  ormance. 
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iome  people  see  a  problem. 

Others,  an  opportunity  to  triumph. 


Go  on.  Be  a  Tiger. 


/^ 


■xm^ 


)vation.  To  see  how  we  can  help  your  organization  be  a 
i-performance  business,  visit  accenture.com 

suiting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered 


nTHFRnnMMENTS 


It  is  always  pleasant  to  be  generous,  though  very  vexatious  to  pay  debts. 

—RALPH  WALDO  EMERSON 


Spending  Spree  We  have  just  dosed  the  books  on  fiscal 
2003,  and  all  that  can  be  said  is:  Good  riddance.  The  federal 
budget  grew  by  more  than  $150  billion — more  than  twice  as 
much  as  [in]  any  year  that  Bill  Clinton  was  in  the  White  House — 
and  deficit  spending  eclipsed  $300  billion,  a  ten-year  high.  Milton 
Friedman,  the  revered  Nobel  Prize-winning  economist,  declares 
this  unbridled  spending  "is  the  single  greatest  deterrent  to  faster 
economic  growth  in  the  United  States  today."  Another  Nobel  Prize 
economist,  James  Buchanan,  worries  that  by  allowing  government 
to  grow  so  rapidly  ahead  of  the  pace  of  the  private  sector,  we  are 
"killing  the  goose  of  fi-ee  enterprise  that  lays  the  golden  eggs." 

—STEPHEN  MOORE,  Club  for  Growth,  Washington  Times 

Here  to  Stay  Like  it  or  not,  the  American  superpower  is 
going  to  be  in  the  world.  You  can  either  get  the  benign  version  of 
the  American  superpower,  the  one  that  comes  with  American 
values,  such  as  a  belief  in  self-determination  even  for  the  wogs. 
Or,  amid  derision  and  abuse,  you  may  get  the  truly  realpolitik 
version,  which  will  be  mainly  about  cold-bloodedly  protecting 
the  superpower's  commercial  interests.  Put  it  this  way:  Either 
you  can  have  George  Bush's  America  ("In  Iraq,  we  are  helping 
the  long  suffering  people  of  that  country  to  build  a  decent  and 
democratic  society").  Or  Dirty  Harry's  America  ("But  being  as 
this  is  a  .44  Magnum,  the  most  powerful  handgun  in  the  world, 
and  would  blow  your  head  clean  off,  you've  got  to  ask  yourself 


one  question:  Do  I  feel  lucky?  Well,  do  ya — punk?"). 

For  decades,  Europeans  have  regarded  their  American  surr 
mer  visitors  as  iU-dressed  rubes  with  litde  sense  of  history  or  th 
grand,  complex  world  beyond  Peoria.  In  the  past  two  year 
Americans  have  learned  a  lot  about  history.  Out  of  that  histor 
emerged  once  again  the  unique  combination  of  idealism  an 
toughness  that  brought  the  U.S.  into  Iraq,  and  will  keep  it  then 
It  would  behoove  this  country's  critics  to  try  harder  to  unde? 
stand  both  impulses.  If  only  out  of  self-interest. 

—DANIEL  HENNINGER,  Wall  Street  Journ, 

Forced  Fun  There  is  no  such  thing  as  fun  for  the  who 

family. 

—JERRY  SEINFEL 

A  Sporting  Chance  while  Title  IX  has  achieved  mar 
laudable  goals,  including  the  advancement  of  women  athletes, 
also  has  caused  institutions  of  higher  learning  to  eliminate  mo 
than  80,000  slots  for  male  athletes  on  intercollegiate  teams  in  le 
than  a  decade.  This  was  not  the  original  intent  of  the  statute. 
In  order  to  avoid  lawsuits  and  loss  of  federal  flinds,  schools  wo 
hard  to  balance  the  ratio  of  male  and  female  athletes  to  precise 
reflect  the  ratio  of  male  and  female  students  enrolled.  This  h 
caused  many  successftil  male  teams  to  be  kicked  off  campus.  TJ 
proportionality  system  fails  to  recognize  a  simple  fact:  guys  tend 
be  more  interested  in  going  out  for  sports  than  women.  And  Title ! 
fails  to  accord  sports  status  to  some  athletic  enterprises  that  trac 
tionally  have  appealed  to  women — dance  and  cheerleading,  f 
example.  Some  famous  teams,  including  the  UCLA  water  pol 
gymnastics  and  swimming  teams  that  dominated  the  1984  Sur 
mer  Olympics,  now  no  longer  exist — thanks  to  the  way  Title  DC 
implemented.  Nobody  wants  to  repeal  Title  IX.  But  the  curre 
quota  system  has  traded  one  form  of  discrimination  for  another. 
—CHARLOTTE  HAYS,  editor.  Vie  Women's  Quarter 
in  San  Diego  Union-Tribu 


! 


Special  Delivery  Even  if  he  used  a  false  passport,  fac 
recognition  software  recently  installed  at  every  major  airport 
Europe  was  sure  to  identify  him.  So  McCoy  had  suggested  flyi 
him  on  a  series  of  FedEx  planes.  It  was  a  technique  the  CIA  used 
move  nonofiicial  cover  operatives  aroimd  the  globe  with  the  le 
chance  of  them  getting  picked  up  by  Interpol  or  foreign  spook 
—The  Last  Days,  by  JOEL  C.  ROSENBEl 

Coming  of  Age  The  three  stages  of  a  man's  life: 

1 .  He  believes  in  Santa  Glaus; 

2.  He  doesn't  believe  in  Santa  Glaus; 

3.  He  is  Santa  Claus. 

—AUTHOR  UNKNOWN 
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With  a  forward-looking  bank 
at  your  side,  you'll  go  fan 
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9t  customer  challenges,  the  Societe  Generale  Group  is  always  looking  ahead  in  each  of  its  three 
sses  ■  Retail  Banking  and  Financial  Services:  France's  leading  non-mutual  banking  group,  serving 
on  customers  in  30  countries  ■  Asset  Management:  the  No.  3  bank  in  the  euro  zone,  with  €273  billion* 
management;  among  the  world  leaders  in  alternative  investment  management,  multi-management 
Ids  of  funds  .  Corporate  and  Investment  Banking:  the  3'^  largest  bank  in  the  euro  zone  based 
5nues  and  a  global  leader  in  derivatives  and  structured  finance.  www.socgen.com 
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GROUP 


»  How  to  reach  retirement  and 

actually  get  to  stay  there. 


'^>^ 


A  lot  of  investors  look  forward  to  the  day  when  diey 
can  finally  retire.  Yet  the  closer  they  get,  the  more  they 
wonder  how  they're  going  to  manage  dieir  money. 


Vane 


lie  fiot  yuatanteed.  Ihe  Vanguard  Lifetime  Income  Program' 

.irance  Company  of  New  York,  Form  Numbers  21 EGAN403  and  21 GVIA1 01 

r.:'.iiding  risks,  charges,  and  expenses,  call  for  a  prospectus.  Read  it  carefl  T 
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At  Vanguard,  we  provide  investors  with  a 
complete  line  of  retirement  income  solutions.  From 
low-cost  mutual  fonds  to  the  Vanguard  Lifetime 
Income  Program™  we  can  help  make  your 
money  last  throughout  your  retirement.  So  you 
can  retire  with  confidence 

Ifyoud  like  to  see  how  a  long-term 
retirement  strategy  can 

keep  working  for  you,  call 

us  at  1-800-523-0656, 
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or  visit  us  at  Vanguard.com® 
We  can  help. 


1-800-523-0656 

www.vanguard.com 


TH^feuigiiardGROun 

Invest  in  our  way  of  investing" 


9  Insurance  Company,  Form  Numbers  1 1 EGAN403PA  and  1 1 GVIA1 000,  and  in  New  York  by  American 
ii  Equity  Services  Corporation,  Distributor,  For  more  complete  information  about  tiiis  annuity  and 
ig.  ©  2003  Tlie  Vanguard  Group,  inc.  All  riglits  resen/ed.  Vanguard  Marketing  Corporation,  Distributor. 
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Introducing  FREE  HIGH-SPEED  INTERNET  ACCESS  at  Courtyard. 


COURTOARD 

® 

^    Harriott 


Your  Marriott  Awaits^ 


I 


Free  high-speec     ,o,;,c.  «c..e3s  is  now  available  at  most  of  our  540  locations. 
For  reserve;' 'o--  rnl'  1  -800-321-221 1  or  visit  Courtyard.com. 
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[CURRENT  EVENTS 

Jy  Caspar  W.  Weinberger,  chairman 


You  Read  It  Here  First 


le 


AE  OF  THE  PROBLEMS  OF  OUR  POSTWAR  RESULTS  ESI  IRAQ  IS  THAT 
nost  of  the  principal  U.S.  press  outlets  have  been  reporting,  to  the 
xclusion  of  almost  anything  else,  the  negative  events  since  our  mil- 
ar\-  stunningly  toppled  Saddam  Hussein's  brutal  regime.  It's  time 
J  redress  the  balance  and  present  our  readers  with  some  facts  that 
emonstrate  how  well  America's  goals  in  Iraq  are  being  achieved. 

Let's  begin  by  acknowledging  that  all  is  not  perfect  in  Iraq, 
^nme  rates  are  high,  almost  as  high  as  New  York  City's.  Our  forces 
a\  e  had  to  deal  with  the  depredation  and  senseless  destruction 
losed  on  the  country  by  some  100,000  of  Iraq's  criminals,  whom 
addam  released  from  jail  shortly  before  our  troops  went  in. 

What  we  are  seeing  now  is  the  uniform  disdain  and  ill-founded 
riticisms  of  those  who  opposed  the  war  from  the  beginning;  those 
•ho,  because  of  next  year's  presidential  election,  oppose  everything 

Administration  or  President  Bush  does  or  says;  and  those  coun- 
ies,  such  as  France  and  Germany,  that  are  angered  by  any  sugges- 
on  of  American  success  anywhere  and  which  fear  their  huge  and 
nprovident  prewar  loans  to  Iraq  may  not  be  repaid.  Many  of  these 
3untries  are  also  motivated  by  equally  tawdry  reasons  of  trade. 

But  despite  all  the  negative  reportage  there  is  a  great  deal  of 
3od  news — especially  for  those  who  hope  to  see  a  free  and  demo- 
■atically  led  Iraq  living  in  peace  with  itself  and  its  neighbors. 

ducation 

early  all  of  Iraq's  schools  are  open,  and  data  from  10  of  the 
rimary  and  secondary  schools  showed  an  encouraging  increase 
I  enrollment.  All  22  universities  and  43  technical  institutes  are 
so  open.  In  October  universities  received  1,500  computers,  and 
)uth  Korea  is  helping  establish  Internet  centers. 

Teachers  now  earn  12  to  25  times  their  former  salaries.  The 
■onpmist  reported  that  before  the  war  a  Baghdad  primary 
hool  teacher  was  paid  the  equivalent  of  $6  a  month;  her  hus- 
ind,  a  factory  overseer,  earned  $13  a  month.  Today  their  com- 
ned  monthly  income  is  close  to  $450;  for  the  first  time  they 
e  able  to  buy  many  standard  consumer  goods. 

ubiic  Healtii 

240  hospitals  and  1,200  primary  health  clinics  are  open.  Spend- 
g  for  public  health  is  more  than  26  times  what  it  was  during  Sad- 
im's  regime,  and  doctors'  salaries  are  8  times  what  they  were, 
tore  than  22  million  vaccine  doses  have  been  given  to  children,  and 
ore  than  two-thirds  of  drinking  water  supplies  have  been  restored. 

ecurity 

Oct.  24  we  had  trained  some  85,500  Iraqis:  55,000  police;  6,400 
)rder  guards;  an  18,700-man  Facilities  Protection  Corps;  700  new 
iqiArmy  graduates,  with  the  goal  of  27  battalions  trained  in  a  year; 


a  4,700-man  Civil  Defense  Corps;  and  an  additional  10,000  Iraqis  in 
training  for  these  forces.  In  addition,  32  countries  have  more  than 
24,000  troops  on  the  ground  in  Iraq,  including  the  Polish-led  forces 
that  are  in  command  of  the  south-central  part  of  the  country. 

Our  training  and  recruiting  personnel  have  had  to  deal  with 
the  fact  that,  in  order  to  survive,  most  Iraqis  had  to  have  had 
some  association  with  or  given  some  support  to  Saddam  and  his 
Baathist  Party  regime.  It  is  therefore  slow  work  ensuring  that 
those  we  are  training  are  suitable  for  the  work  in  the  new  Iraq. 

Public  Services 

Years  of  neglect  wreaked  major  damage  on  Iraqi  water,  power  and 
sewerage  systems.  All  are  being  repaired  and  improved.  Oil  produc- 
tion, even  from  oilfields  urgently  in  need  of  modernization  follow- 
ing decades  of  calculated  neglect,  averaged  1.9  million  barrels  a  day 
in  October  and  is  moving  closer  to  the  prewar  level  of  3  million. 

Power  generation  reached  4,518  megawatts  of  electricity  in 
early  October,  compared  with  300  megawatts,  prewar.  Three- 
fourths  of  the  prewar  level  of  telephone  service  has  been  restored. 

The  courts  are  in  session,  and  some  50,000  claims  against 
the  old  government  have  been  filed  with  the  bar  association. 

A  new  currency  has  been  issued  and  the  independent  central 
bank  opened  two  months  after  the  war  ended.  It  took  three 
years  for  post-V/WII  occupied  Germany  to  do  this. 

Tlie  Future 

On  July  13  Coalition  Provisional  Authority  Administrator  Paul  Bre- 
mer appointed  die  all-Iraqi  Governing  Council.  On  Nov.  15  the 
CPA  and  the  Council  committed  to  a  political  timetable  for  Iraq.  As 
the  White  House  announced,  the  plan  "meets  a  key  mutual  objec- 
tive of  the  Coalition  and  the  Iraqi  people:  the  restoration  of  sover- 
eignty to  a  body  chosen  by  the  citizens  of  Iraq  and  based  in  a  legal 
framework.  It  also  commits  Iraq  to  a  process  for  drafting  a  perma- 
nent, democratic  constitution  that  protects  the  rights  of  all  citizens." 

On  Nov.  6  President  Bush  signed  the  Iraq  and  Afghanistan 
supplemental  appropriations  bill  into  law.  This  will  bring  $87  bil- 
lion to  our  global  war  on  terror.  It  will  help  support  our  service- 
men and  -women  with  weapons,  equipment  and  salaries;  build 
stable  democratic  societies  in  these  two  countries,  as  well  as  train 
and  equip  those  citizens  who  are  fighting  to  defend  and  secure 
their  rights;  upgrade  schools  and  hospitals;  and  repair  infrastruc- 
ture and  improve  services,  such  as  water,  electricity  and  sanitation. 

It  wasn't  until  last  month  that  papers  began  reporting  on  the 
progress  that's  been  made  in  Iraq.  We  must  keep  in  mind  that  it 
has  been  only  seven  months  since  our  military  brought  down 
Saddam  and  that  it  will  take  time  for  the  Iraqis  to  build  the 
foundation  for  a  free,  self-governing  country.  w 
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By  Rich  Karlgaard,  publisher 
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Your  Product's  a  Hit 


I  HA\T  A  RULE,  ONE  THAT  WAS  HONED  BY  MORE  THAN  30  YEARS 
in  high  tech,"  Intel's  chairman,  Andy  Grove,  once  e-mailed  me. 
"It's  simple:  'Wliat  can  be  done,  will  be  done.'  Like  a  natural  force, 
technology-  is  impossible  to  hold  back.  It  finds  its  way  no  matter 
the  obstacles  people  put  in  its  path.  The  beauty  of  this  rule," 
Grove  concluded,  "is  that  it  can  be  used  to  look  into  die  hiture." 

In  business  the  future  is  real-time  supply  chains.  This  devel- 
opment is  made  possible  by  a  new  wave  of  technology:  radio- 
frequency  ID  chips  the  size  of  pepper  grains,  broadband  wireless 
and  Web-based  "dashboards"  enabling  monitoring  and  manage- 
ment. Because  smart  supply  chains  can  be  done,  they  will  be 
done.  In  fact,  they  are  being  done.  Manufacturers  and  retailers 
now  deploying  smart  supply  chains  will  jump  the  learning  curve 
and  become  the  Wal-Marts  and  Dells  of  the  21st  century  Don't 
imagine  that  you  can  withdraw  from  this  arms  race.  Smart  sup- 
ply chains  are  becoming  the  sine  qua  non  of  modern  business. 

Yet  for  all  the  recent  progress  in  supply  chains,  a  weak  link 
remains — the  hnk  between  product  development  and  manufac- 
turing. You  see,  it's  not  enough  to  manufacture  quickly  and 
cheaply  and  get  your  products  into  the  stores  just  as  the  big  ad 
campaign  is  breaking.  Your  products  have  to  be  desired  by  buy- 
ers. You  want  hits,  not  dogs. 

How  can  your  company  raise  its  "hits"  percentage?  This  ques- 
tion is  crucial  in  an  era  of  affluent,  fickle  buyers.  One  executive  of 
a  large  household-appliance  manufacturer  in  the  Midwest  told 
me  that  customers  like  his  washing  machines  and  dryers!  In  fact, 
iurv-eys  consistendy  register  90%  customer  satisfaction  ratings. 
His  biggest  frustration  is  that  in  spite  of  these  high  ratings  only 


30%  of  his  customers  will  buy  their  next  appliance  from  him. 
What  on  earth  explains  such  a  gap?  The  vendor  was  mystified. 

Affluent,  informed  people  want  more  than  mere  adequacy  in 
the  products  they  buy  They  want  products  that  satisfy  deep  desires 
and  make  emotional  connections.  To  get  this  response  from  cus- 
tomers, you  must  generate  a  flow  of  hit  products. 

Back  to  Andy  Grove  for  a  second.  He's  right.  We  can  see  the 
future — it's  real-time  supply  chains.  Moreover,  we  know  that 
the  decisive  advantage  will  go  to  early  masters  of  this  powerfijl 
concept.  But  as  time  marches  on,  supply-chain  technology  is 
sure  to  get  cheaper,  as  technology  always  does.  Supply-chain 
technology  also  will  march  in  the  direction  of  standards  and 
ubiquity.  (Think  of  personal  computers.)  At  that  point,  decisive 
advantage  will  go  to  companies  that  use  their  supply  chains  to 
boost  their  rate  of  hit  products. 

Take  cars,  for  example.  Thanks  to  supply-chain  technology  and 
a  very  good  CIO,  Ralph  Szygenda,  General  Motors  was  able  to 
shrink  the  development  cycle  of  a  new  Chevy  car  or  truck  from  60 
months  to  24 — with  18  just  around  the  corner.  Time  being  money 
GM's  effort  has  resulted  in  tens  of  billions  in  saved  costs.  Yet,  in  the 
final  analysis,  GM  still  has  to  sell  cars  and  trucks  against  competitors 
who  have  done  much  die  same  diing  with  their  development  cycles. 
Which  means  GM  still  has  to  create  hits.  Only  now  more  often! 

Raising  your  product  hit  percentage  is  worth  die  attempt.  Not 
long  ago  I  came  across  a  white  paper  of  sorts — presented  as  a  wall 
chart — diat  describes  a  way  of  integrating  product  design  into  your 
supply  chain.  The  wall  chart  is  available  from  Parametric  Technol- 
ogy Corp.  Go  to  www.ptc.com/go/roadmap  for  more  information. 


Speaking  of  Hits 


;iRRUS  DESIGN'S  FUTURISTIC-LOOKING 
5R22  has  become  the  fastest-selling  air- 
jlane  in  die  world.  With  sales  exceeding 
30  planes  a  month,  the  SR22  now  sur- 
passes Cessna's  venerable  172  Skyhawk 
n  volume.  Hats  off  to  the  young 
Duluth,  Minn,  company  that  makes  the 
180-knot,  four-seat  SR22. 

What  Cirrus  has  accomplished  is 
sure  textbook  disruption.  The  company 
started  life  in  die  1980s  as  a  builder  of  kit  airplanes,  a  poor  and 
listant  cousin  to  the  industry  incumbents,  those  FAA-certified 
urplane  manufacturers  such  as  Cessna,  Raytheon  and  New  Piper. 
Zirrus  used  fiberglass  instead  of  aluminum  for  its  fuselages, 
)ffending  traditionalists.  Boldest  of  all  its  design  features  was  the 
Jarachute  embedded  in  die  plane's  ceiUng.  When  activated,  the 


chute  floats  the  Cirrus  airplane  and  its 
passengers  down  to  a  survivable  landing. 
Like  most  startups.  Cirrus  has  strug- 
gled with  undercapitalization  and  chaos. 
Early  on  it  stumbled  over  quality  con- 
trol; many  of  the  early  planes  had  to  go 
back  to  the  shop  repeatedly  to  have 
avionic  bugs  and  airframe  vibration 
fixed.  But  Cirrus  kept  plugging  away, 
listening  to  complaints  and  suggestions 
on  the  cirruspilots.org  users'  board,  going  back  to  the  drawing 
board  and  . . .  improving.  In  this  lOOth-anniversary-year  of  pow- 
ered manned  flight,  airplane  maker  Cirrus  Design  stands  as  one 
of  the  coolest  product  companies  in  the  world.  F 

TIVk|-Kpc  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/l(arlgaard 
^^^£^^?^om  I  ore-mailhiniatpublisher@forbes.com. 
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The  265-hp  Acura  MDX  with  electronic  4-wheel  drive.   Take  on  more  than  the  occasional  pothole.  It's  a  breeze 
you've  got  a  city-escaping,  adrenaline  pun^ping  V-6  VTEC*  engine.  As  well  as  the  smooth  response  of  an  electronically  contrc 


C2003  Acura  Division  of  American  Honda  Motor  Co.,  Inc.  Acura,  MOX,  VTEC  and  Drive-by-Wire  Tlirottle  System  are  trademarks  of 


Honda  Motor  Co ,  Ltd,  Make  an  intellig«nt  decision.  Fasten  your  beat  belt. 


m 


by-Wire  Throttle  System.'  Three  rows  of  seating  that  can  accommodate  up  to  seven  city  slickers.  And  side  curtain  airbags 
5re  prepared  for  almost  anything.  The  adventure  begins  at  acura.com  or  call  1-800-To-Acura.     ®/5VCZLJR^\ 


ON  MY  MIND 


By  David  Malpass,  chief  global  economist,  bear  stearns 


Trade  Deficit?  So  What? 

Stop  sweating  over  the  fact  that  we  import  capital  from  abroad.  It's  being  put  to  good  use. 


FROM  CORPORATE  CHIEFTAINS  TO  MEMBERS  OF  CONGRESS, 
many  people  are  wringing  their  hands  about  the  trade  deficit. 
They  shouldn't.  The  U.S.  is  growing  faster  than  Europe  and 
Japan  and  is  demographically  younger,  causing  logical  differ- 
ences in  trade,  investment  and  savings.  It  would  be  more  helpful 
to  focus  on  ways  to  speed  growth  abroad  and  improve  the  U.S. 
savings  climate. 

A  trade  deficit  is  not  a  prob- 
lem by  itself.  Trade  deficits  indi- 
cate an  "imbalance"  between 
investment  and  savings,  not  an 
excess  of  consumption.  Say  a 
German  manufacturer  ships  a 
machine  tool  to  a  U.S.  company, 
offering  a  favorable  lease.  That 
creates  a  U.S.  trade  deficit  and  a 
debt  to  Germany.  Both  the  com- 
pany and  the  U.S.  are  more 
leveraged.  But  that's  not  bad,  if 
the  tool  adds  enough  to  growth 
and  output  to  pay  its  way. 

There's  no  magic  limit  on  the 
size  of  the  trade  deficit.  However, 
just  as  with  corporate  borrowing, 
the  quality  of  the  new  investment 
and  the  cost  of  new  funds  matter 
a  lot.  If  the  U.S.  has  projects  that 
can  earn,  say,  10%,  then  it  is  prof- 
itable, pro  growth  and  sustainable 
for   the   U.S.   to   borrow   from 
abroad  when  the  cost  of  foreign 
capital   is   below    10%.   In   the 
example,  the  profitability  of  the 
machine  tool  and  the  cost  of  the 
lease  should  be  deciding  factors, 
not  the  trade  deficit. 

Thus  the  real  challenge  to  the 
U.S.  trade  deficit  is  the  same  as  the 
challenge  to  U.S.  leverage — prof- 
itability. Wliethcr  this  is  a  problem 
depends  more  on  small  U.S.  busi- 
nesses, not  economics.  To  date 

they  have  been  an  efficient  user  and  deployer  of  global  capital. 
As  a  result,  U.S.  growth  accclcr.Ued  as  the  trade  deficit  expanded 
in  the  1990s.  With  its  trade  deficit  the  U.S.  gets  new,  profit- 
oriented  investments  and  growth,  drawing  in  imports.  Foreign- 
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The  deficit  grew  along  with  a  strong  economy  in 
the  1980s,  shrinking  in  1988-91,  when  the  U.S.  fell 
into  recession,  and  growing  in  the  1990s. 

1% 


U.S.  trade  balance  (%  of  GDP) 


Source:  Haver  Analytics. 
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ers  get  better  investments  than  they  could  at  home,  often  buying 
low-yielding  U.S.  government  securities  to  meet  their  needs  foi 
safety,  long  maturity  and  yield. 

If  you  want  to  worry  about  something,  worry  about  the 
politics — not  the  economics — of  deficits.  First,  Washington 
misunderstanding  the  trade  deficit,  might  turn  even  more  pro- 
tectionist. We've  already  seen  < 
miniflood  of  protectionist  bill: 
coming  out  of  the  woodwork 
proposing  steep  new  tariffs  or^ 
products  from  China.  Ther 
there's  Warren  Buffett's  schemt 
to  ration  imports  by  auctioning 
licenses.  Fortunately  the  Grea 
Depression  discredited  protec-. 
tionism  so  thoroughly  that  thr 
world  has  an  intense,  justifiabh 
fear  of  it. 

The  second  risk  is  that  the  ris 

ing  trade  deficit  will  stampede 

Washington  into  a  sure-to-fai 

policy  of  weakening  the  doUar.  A 

currencies  weaken,  the  losses  out 

weigh  other  investment  consider 

ations,   forcing  capital   flight 

Rather  than  produce  an  "im' 

provement  in  competitiveness,"  a 

some  claim,  a  weak-dollar  trem 

would  more  likely  slow  U.S.  invest 

ment  and  economic  growth.  Th 

trade  deficit  might  improve  a 

imports  sag,  but  jobs  and  livin; 

standards  would  decline. 

Economics  should  put  les 
emphasis  on  trade  balances.  Th 
economic  focus  should  be  on  sus 
tainable  growth  and  rising  livin 
standards,  which  often  lead  to 
trade  deficit.  The  best  recipe  fo 
narrowing  the  global  imbalance 
in  a  constructive  way  is  faste 
growth  and  higher  living  stan 
dards  abroad — meaning  less  socialism  in  western  Europe, 
more  stable  yen  to  end  Japan's  deflation  and  sweeping  Interna 
tional  Monetary  Fund  reforms  aimed  at  truly  helping  develop 
ing  countries  grow.  I 
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on  the  wireless  service  America  trusts 


Business  moves  fast.  To  keep  up,  voice, 
data  and  text  messages  have  to  move 
faster.  Where  do  you  turn?  To  the  wireless 
service  trusted  by  more  of  the  Fortune  500? 
attwireless.com.  1-866-reachout 
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Rod  Johnson 


CRM  AT  THE  SPEED 
OF  BUSINESS 

The  Last  Mile  to  ROI 

The  "last  mile"  in  CRM  productivity,  significant  ROI,  remains  elusive  for  most  companies.  Are  those  la; 
mile  challenges  most  closely  tied  to  the  underlying  infrastructure  and  customer  experience  or  the  culture  ai 
dynamics  of  the  business  itself?  What  obstacles  stand  in  the  way  of  success?  In  this  point-counterpoint,  tv 
experts  trade  insightful  opinions  on  the  best  paths  to  ultimate  CRM  effectiveness. 
Sarika  Agrawal  is  senior  director  in  BEAs  enterprise  business 
solutions  group,  where  she  leads  strategy  and  execution  for 
customer  experience  management  (CEM)  solutions. 
Rod  Johnson  is  vice  president  of  customer  management 
strategies  at  AMR  Research,  and  is  recognized  as  a  leading  ana- 
lyst in  CRM,  sell-side  e-commerce,  ERP  and  system  integration. 

SA:  Rod,  businesses  invested  millions  of  dollars  in  CRM 
software  in  the  late  1990s  to  improve  customer  acquisition  and 
retention.  While  these  investments  automated  core  processes 
within  sales,  marketing  or  service  functions,  most  companies 
are  still  struggling  to  see  ROI  because  the  last  mile  in  these 
implementations  is  still  open. 

Companies  are  struggling  to  streamline 

cross-functional  business  processes,  create  a 

single,  real-time  view  of  the  customer  and 

deliver  a  user  experience  that  can  rapidly 

adapt  to  changing  needs.  —  Sanka  Agrawai 

RJ:  So  what  is  this  last  mile,  Sarika?  Many  organizations  have 
largely  ignored  process  and  organizational  alignment.  They  also 
have  failed  to  recognize  the  fragmentation  of  customer  data 
across  systems  and  departments.  Their  tools  to  manage  and 
access  this  data  are  inadequate,  as  is  the  investment  in  delivering 
role-based  user  experiences,  which  impacts  end-user  adoption. 

SA:  Indeed,  companies  are  struggling  to  streamline  cross- 
functional  business  processes,  create  a  single,  real-time  view  of 
the  customer  and  deliver  a  user  experience  that  can  rapidly 
adapt  to  changing  needs.  That's  why  the  underlying  software 
infrastructure  matters  when  it  comes  to  closing  the  "last  mile" 
in  CRM.  This  is  where  solutions  for  CEM  can  be  effective. These 
are  customer-centric,  adaptable  solutions  powered  by  a  unified, 
flexible  and  easy-to-use  business  integration  platform. 

RJ:  Yes,  through  solutions  for  CEM,  companies  can  dynamically 
adjust  the  data  access,  process  and  user  experience  in  order 
to  continually  innovate.  One  of  the  real  ironies  about  the  CRM 
market  is  that  it  has  done  very  little  to  improve  the  customer 
experience,  with  the  vast  majority  of  investments  focused 
on  automating  from ' 'ff'' ---  -"■^■■psses.  The  key  to  delivering  a 
superior  experience  lo 

SA:  In  many  cases  thi.        "irlvino  software  infrastructure  has 


not  been  flexible  enough  to  rapidly  adapt  to  changing  custor 
needs  and  requirements.  While  this  may  be  fine  for  HR 
finance,  where  the  value  is  in  the  control  and  rigidity  of 
process,  it's  very  limiting  for  customer-facing  solutions,  wh 
the  processes  need  to  be  dynamic  and  flexible  in  ordei 
respond  to  competitive  and  market  pressures. 
RJ:  The  classic  mistake  in  implementing  CRM  is  to  neglect 
business  strategy  on  how  you  as  a  company  want  to  inte 
with  your  customers  and  improve  your  sales  process.  You  n 
attack  the  issues  that  erode  the  customer  experience 
provide  lenses  into  these  issues  as  well  as  workflow  to 
parties  who  can  fix  the  problem  permanently. 
SA:  Everything  flows  from  the  customer  experience,  Rod. 
example,  one  of  the  leading  telecom  companies  found 
most  of  its  customers  were  using  the  call  center  since  they 
to  interact  with  three  different  portals  with  different  underl 
processes,    resulting   in   a   poor  experience   and   high   o 
to  serve.  We  helped  the  company  implement  a  solution 
delivered  a  seamless  experience  on  the  front  end,  and  stre 
lined  processes  across  its  Siebel,  CRM,  Oracle,  custom  bi 
and  order  management  applications.  This  reduced  the  nun 
of  customers  using  the  call  center  from  50%  to  20% 
payback  in  less  than  two  years. 

Many  of  the  vendors  and  consultants  ha^ 
created  a  lot  of  hype  around  their  solutic 
as  if  you  could  build  everything  you  nee( 

into  a  single  application.  —  Rod  Johnson 

RJ:  Unfortunately,  many  of  the  vendors  and  consultants 
there  have  created  a  lot  of  hype  around  their  solutions,  as  if 
could  build  everything  you  need  into  a  single  application.  Yoi. 
it  and  all  of  a  sudden  you're  delivenng  great  service, 
visibility  into  customer  information,  your  processes  are  fixec 
you  achieve  quick  ROI.  Well,  it  doesn't  quite  work  that  way 
SA:  Ultimately,  in  order  to  get  adoption,  productivity  and 
from  the  underlying  CRM  and  other  IT  assets,  you 
to  invest  in  CEM  solutions  powered  by  a  flexible,  easy-tc 
and  enterprise-class  business  integration  platform.  This 
accelerate  the  time-to-value  and  deliver  on  the  reason  th 
companies  are  in  business  in  the  first  place:  to  fulfill  custcj 
needs  and  improve  customer  experience. 
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Imagine  it.  Done. 


Michael  Roney 


For  the  full  debate,  go  to 
www.unisys.com/experts/savsrj  or 
www.forbes.com/specialsections/unisys-crmlastmile.pcl 
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Systems  Integration 


Outsourcing.        ? 


Infrastructure. 


Server  Technology. 


Consulting. 


Imagine  it:  ^ 

A  world-renowned  authority  extending  its 

coverage  by  pushing  its  deadlines. 

The  Wall  Street  Journal  envisioned  a  system 

that  integrated  the  news  gathering  process 

to  print  at  the  last  possible  moment. 

Done: 

Unisys  integrated  a  large-scale  system  for 
shorter  lead  times.  And  its  deployment  was  the 
fastest  in  history  for  a  newspaper  project  of 
this  scope.  Unisys  bought  the  Journal  valuable 
atra  time  before  close,  and  shortened  time 

print  at  17  plants  in  the  US,  even  letting 
them  print  an  extra  edition. 

Systems  Integration  with  precision  thinking, 
relentless  execution  to  drive  your  vision  forward. 

-Imagine  it-  Done.' 1 
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Except  in  China 

M 


aiyKay 
Corp. 
says  it 


Capitalism  versus 

other  freedoms: 

Mary  Kay  Cosmetics 

founder  Mary  Kay  Ash. 


now  has  stop- 
ped asking  its 
120,000  door- 
to-door  beauty 
consultants  in 
China  to  sign 
personal 
pledges  that 
they  don't  be- 
long to  groups 
like  Falun  Gong. 
That's  the  spir- 
itual movement  China  outlawed  in  1999 — 
and  the  only  group  mentioned  specifically 
in  the  written  pledge  document.  The  Dal- 
las-based direct  seller,  whose  founder,  Mary 
Kay  Ash,  died  in  2001,  denies  a  claim  by 
the  Falun  Data  Information  Center,  which 
tracks  human  rights  violations  of  its  faith- 
ful and  first  publicized  the  pledge,  that 
some  nonsigners  were  fired.  The  Web  site 
of  Mary  Kay  lists  among  its  corporate  prin- 
ciples: "God  first."  — Lynn  J.  Cook 

Leverage  Takes  Time 

Personal  finance  magazine  Worth  sus- 
pended publication  in  March  just  ahead 
of  bankruptcy  and  was  sold  for  $2.4  mil- 
lion to  Robb  Report  owner  CurtCo  Media 
of  Malibu,  Calif.  Subscribers  then  got  a 
mailing  saying  the  relaunched  Robb  Re- 
port Worth  "will  leverage  the  financial 
acumen  and  investment  expertise  of 


Worth's  editors,  contributors  and  colur 
nists."  But  of  the  49  names  on  the 
Worth  editorial  masthead,  just  one- 
writer  nowhere  near  the  top — graces  t 
first  Robb  Report  Worth  masthea 
CurtCo  Media  says  more  old-timers  m 
be  rehired  soon.      — William  P.  Barr 

Philadelphia  Lawyering 

Did  Morgan,  Lewis  &  Bockius,  the  lar; 
well- regarded  Philadelphia  law  firm,  h< 
accountancy  KPMG  peddle  questional 
tax  shelters?  In  an  unreported  lawsuit 
anonymous  company  calling  itself  Jo 
Doe  Corp.  has  asked  a  Philadelphia  ft 
eral  court  to  quash  an  Internal  Reven 
Service  summons  to  Morgan  Lewis  sei 
ing  details  on  "potentially  abusive  tra; 
actions"  concerning  the  firm's  clients  a 
KPMG.  A  Morgan  Lewis  flack  declined 
comment.  — Janet  Novi 


Rising  Costs 

For  some  reason  the  federal  Medican 
system  felt  compelled  on  its  Web  site  to  : 
justify  spending  a  reported  $600,000  I 
to  rent  a  blimp  to  fly  over  outdoor  sport 
events  displaying  a  toll-free  hotline  nunn 
ber  Medicare  users  "sometimes  do  noli 
know  where  to  go  for  help  or  informationi 
the  agency  writes,  a  tad  defensively,  i 
Grouses  the  watchdog  group  Citizens ! 
Against  Government  Waste:  "It's  likd 
advertising  the  air  that  we  breathe 
-Neil  Weinberg  and  W.P.[ 


Why  Don't  We  Ever  Seem  to  Have  Enough? 


Think  tank  DaVinci  Institute  made  this  list  of  "Top  10  Inventions  in  Money."      -D/rkS/rl 


DEVELOPMENT  YEAR 

electronic  cash  register  1906 

electronic  money  1918 

armored  car    ^^wb*  ^^^^ 

credit  bureau  1937 

automated  teller  machine  1939 

credit  card  1950 

barcode  1952 

smart  card  1974 

'     'rhsef  program  1978 

.:..:... ^iv/iiun  1E83 
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IMPACT 

pioneered  data  collection  and  analysis 
precursor  of  digital  economy 
reduced  bank  need  for  cash  on  hand 
lielped  dramatic  expansion  of  business 
now  wildly  outnumbers  bank  branches 
facilitated  vast  consumer  debt 
bolstered  inventory  controls 
biggest  effect  yet  to  come 
dramatic  increase  in  analytical  ability 
aided  vast  data  exchange  over  Internet 
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elevate 


"It  can't  be  done."  "You're  crazy: "^Never."  "No."  These  are  the 
words  that  come  in  the  beginning,  only  to  be  proven  wrong  in  the 
end.  At  ConocoPhillips,  we  realize  that  impossibilities  sometimes 
yield  the  best  opportunities.  So,  where  others  see  on  obstacle, 
we  see  a  chance  to  elevate.  ''**' 
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Out  of  the  Black 

FORBES  was  the  first  to  report  that  some  of  newspaper  magnate 
Conrad  Black's  largest  shareholders  were  not  pleased  with  his  per- 
formance at  HoUinger  International,  Black's  global  newspaper 
chain.  The  complaint:  Black  was  feathering  his  own  nest  at  pub- 
lic shareholders'  ex- 
pense.   After    six 
months  of  dragging 
his  feet,  Black  re- 
signed as  chief  ex- 
ecutive officer  and 
agreed  to  pay  back 
to  Hollinger  $7.2 
million  in  unautho- 
rized fees.  It  may 
not  be  over.  Ac- 
,^^^^^^       cording  to  a  source 
I  ^^^^^^1       close  to  the  com- 

^^.      ^^^^H       pany,   Black   may 

^^  ^^HF      ^^^^H  ^^^  pockets  to  pay 

^^^  ^^m         ^^^^^1  considerably  more 

^^^^.  ^V         ^^^^^^H  back.  The  endgame 

^^^H  wt^.^^              ^^^^^^H  could  be  the  sale 

^^Hf     I  J^^^^.  ^^^^^^^1       '^^  ^^^  newspaper 

^HH   mM^m      ^^V  ^^^^^^^^1       empire.  For  now 

Lord  Black  remains 
as  nonexecutive  chairman  of  Hollinger  as  well  as  chairman  of  the 
Telegraph  Group,  which  publishes  the  Daily  Telegraph  and  the 
Sunday  Telegraph  in  London.  Black  has  also  agreed  to  renegotiate 
fees  Hollinger  was  paying  Ravelston  Management,  a  private  com- 
pany controlled  by  Black. 

— Robert  Lenzner 

NOVEMBER  M,  2002 
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Fair  Thee  Well 


When  we  last  left  Fair  Isaac,  the  outfit  known  for  algorithms  used 
to  scorecard  borrowers,  the  company  was  having  a  hard  time 
convincing  Wall  Slreet  of  its  potential  value.  Despite  an  effort  to 
expand  into  helping  retailers  better  target  their  customers,  the 
company's  stock  had  dropped  25%  in  the  1 1  months  preceding 
our  story. 

What  a  difference  a  year  makes.  Before  recent  profit-taking, 
Fair  Isaac's  stock  almost  doubled  to  a  record  high  of  $64.  In- 
vestors have  cheered  the  rapid  growth,  with  earnings  for  fiscal 
2003  soaring  to  $107  million,  or  $2.12  a  share,  on  a  60%  in- 
crease in  sales  to  $629  million.  Much  of  that  growth,  however, 
has  come  from  acciuisitions  in  such  areas  as  collections,  medical 
billing  and  maikcting.  Whether  i'air  Isaac  continues  to  deserve 
its  lofty  valuaiion  depends  on  il>  abiKty  to  expand  beyond  its 
core  credit-scoi  iiig  expertise.  — Seth  Liibove 


s  Nonconsumption  Russen 

Sage  was  the  most  notorious,  the  most  conspicuous  sl<inflint  in 
American  annals.  He  married  in  middle  life,  as  his  second  wife, 
a  woman  of  great  nobility  of  character.  During  his  lifetime  she 
strove  to  induce  him  to  use  for  worthy  purposes  at  least  a  small 
part  of  his  inordinate  fortune.  But  all  in  vain.  Even  to  the  day  of 
his  death  he  could  not  throw  off  the 
spirit  of  the  miser  which  had  mastered  '^'^ 

him  from  youth  up.  Some  newspapers 
have  tried  to  portray  Russell  Sage  as  a 
philanthropist,  who  toiled  avariciously 
for  the  sake  of  enabling  his  wife  to  ac- 
complish great  good  after  he  passed 
on.  The  ugly  truth  is  that  Uncle  Russell 

would  have  taken  his  gold  with  him  if  

he  could.  "^'serly:  Russell  Sage. 

25  YEARS  AGO  IN  FORB 

Too  Many  Choices?  Mmual  funds  have  seg- 
mented the  market  like  cereal  companies.  They  have  developed 
products  to  suit  every  investment  temperament.  Boston's  Fi- 
delity Management  &  Research  Co.  has  initiated  five  new  fixed- 
income  funds  in  the  last  two  years— ranging  from  an  aggressive 
income  "junk  bond"  fund  to  a  high-quality  long-term  bond  fund. 
The  mutual  fund  industry  has  come  a  long  way  from  its  original 
concept  of  offering  investors  a  cross  section  of  American  in- 
dustry The  old  funds  decided  what  they  thought  was  best  for 
the  investor  and  tried  to  convince  him  to  buy  it.  Today's  funds 
start  by  determining  what  investors  want  and  then  creating 
funds.  It's  a  fundamental  change.  Possibly  unsound.  Probably 
unavoidable.  

10  YEARS  AGO  IN  FORB 

Burger  Blues  McDoiisnnmmimRfhgfamiiies  with 

pizza,  pasta  offerings  and  a  skinless  roast  chicken  entree.  The 
dinner  bell  never  rang.  This  spring  the  world's  largest  food 
server  admitted  defeat  and  canned  the  dinner  test.  Without  din- 
ner, McDonald's  looks  close  to  topped  out  in  the  U.S.  For  the 
last  five  years  McDonald's  Corp.'s  U.S.  revenues  have  stagnated 
at  about  $3.8  billion.  Domestic  operating  earnings  are  up  4%, 
to  $  1.04  billion,  but  that's  mostly  because  McDonald's  has  been 
cutting  costs  aggressively  through  such  tactics  as  opening 
smaller  outlets  that  cost  about  20%  less  to  build.  Cost-cutting 
can't  go  on  indefinitely  and  McjDonald's  is  getting  close  to  the 
bone.  It  must  continue  to  boost  domestic  earnings  to  keep  fund- 1 
ing  its  major  growth  engine,  foreign  expansion. 
McDonald's  recently  posted  its  best  monthly  sales  gains  in  more  | 
than  five  years  but  may  shed  nonburger  brands  like  Donates 
Pizza  and  Boston  Market 
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Ireguet.   La  passion   laisse  des  traces. 
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ff-centred  subdial  for  the  seconds.  Silvered  gold  dial  hand-engraved  on  a  rose  engine  Also 
.amiable   w,th  white   enamel   dial     Cambered   sapphire   crystal.   Water-resistant 
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Peppering  Porsche  with  sales: 
the  Cayenne. 

Porsche's  soccer-mom  sport  utility  vehi- 
cle, the  Cayenne,  has  kept  the  German 
automaker  from  spinning  out  during 
tough  times.  While  economic  gloom  has 
depressed  sales  of  sports  models  like  the 
Boxster  and  the  911  to  13,178  cars  in  the 
U.S.  this  year  through  October,  com- 
pared with  18,337  a  year  ago,  Cayenne 
sales  are  zooming  ahead.  With  9,899 
Cayennes  sold  since  its  U.S.  launch  on 
March  15,  Porsche's  unit  sales  this  year 
total  23,077,  up  26%  compared  with  last 
year's  18,337.  Despite  the  sports-car  sales 
slump,  Cayenne  sales  helped  Porsche 
record  profits  of  $1.1  billion  for  the  fiscal 
year  ended  in  July.  Porsche's  shares, 
traded  in  Germany,  are  up,  from  $382 
when  our  story  ran  to  a  recent  $503. 

— Robyn  Meredith 

NOVEMBER  II,  2002 

Honeywell  Stung 

A  federal  judge  in  Delaware  has  ruled 
against  aerospace  giant  Honeywell  in 
patent-infringement  suits  it  brought 
against  smaller  rivals.  Honeywell  had 
claimed  theses  companies  had  lifted  its 
new  air-safety  device,  which  couples 
global-positioning  technology  with  flight 
data  and  a  topographical  database  to 
help  planes  avoid  obstacles.  The  ruling 
removes  Honeywell's  stranglehold  on 
the  estimated  $1  billion  market  for  the 
device.  Most  planes  must  install  it  by 
2005.  Plus,  one  rival  is  awaiting  a  deci- 
sion on  antitrust  claims,  arguing  Honey- 
well sued  to  keep  competitors  at  bay  dur- 
ing a  crucial  .selling  period.  A  decision  on 
the  antitrust  claims  is  expected  in  the 
spring.  — Jonathan  Fahey 
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APRIL  15.  2002 

Low  Energy 

We  exposed  the  lackluster  performance 
Ridgewood  Energy,  a  Ridgewood,  N. 
based  private  partnership  that  invested 
power  plants.  Since  our  story,  the  pow 
trusts  have  picked  up,  but  not  enough 
make  up  for  their  lousy  past  perfc 
mance.  Ridgewood  once  advertised  tha 
$100,000  investment  in  one  of  its  tru 
would  pay  $263,000  in  dividends  by  t 
end  of  2001.  At  the  end  of  2003  payoi 
will  be  $200,000  short.  The  compan 
four  venture  funds  are  still  a  questi 
mark.  Though  it  has  $300  million  in  to 
assets  invested,  none  of  its  25  portfo 
companies  has  been  brought  to  marke 
Ridgewood  general  partner  Rob< 
Gold  insists  there  are  offerings  in  t 
works.  But  one  of  Ridgewood's  venti 
investors,  the  publicly  reporti 
FinancialContent,  wrote  down  $157,( 
of  its  $250,000  investment,  according 
its  recent  10-K.  — Michael  Mait 

SEPTEMBER  15,  2003 

Sour  Notes? 

It's  been  a  slow  several  months  for  inv 
tor  Woody  Norris  since  we  wrote  abi 
the  amazing  new  "sound-laser"  targe 
speaker  system  under  development  at 
San  Diego-based  American  Technoli 
Corp.  Despite  the  anticipation  of  a  s; 
surge  in  its  HyperSonic  Sound  prodi 
ATC  has  no  big  new  customer  annour 
ments  and  no  products  yet  in  m 
production. 

It's  a  bad  sign  that  in  late  Septem 
chief  executive  James  Irish,  who  1 
joined  the  company  eight  months  bef 
resigned  "to  pursue  other  opportuniti 
Then  ATC's  chief  accounting  officer 
closest  thing  to  a  chief  financial  offi 
quit  to  work  full  time  at  another  comp 
controlled  by  Norris.  ATC  has  even  rest; 
earnings  to  account  for  unaddressed 
gation  expenses,  boosting  its  nine-mc 
loss  to  $7.6  million  from  $6.6  million 

ATC  isn't  even  bullish  on  itself  In  i 

ing  $10  million  to  fund  its  survi 

ATC  recently  sold  shares  to  an  inves 

group  at  a  price  below  market  va 

— Christopher  Heh 


word,  "The"  is  singular.  And  definitive  and  apart  and  absolute  in  every  way.  Alt  of  which  makes  it  perfect.  The  Range  Ro'< 
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Woo-Hoo! 


Silicon  Valley  is  getting  frothy  again. 
Maybe  that's  not  such  a  bad  thing. 

BY  VICTORIA  MURPHY  AND  QUENTIN  HARF 


BILL  NGUYEN  WANTS  TO  PAR-TEE. 
After  taking  his  software  outfit, 
Seven,  through  three  of  the 
toughest  years  in  high- 
technology  history,  the  Silicon  Valley 
entrepreneur  recently  hired  a  weU-known 
band,  an  expensive  music  hall  and  a 
whole  lot  of  food  and  drink,  paying 
$40,000  of  his  own  money  for  the  plea- 
sure. "Six  months  ago  it  would  have  been 
paper  cups  and  trail  mix,"  says  Nguyen, 
32,  who  made  more  than  $100  million  in 
the  last  boom.  "I'm  just  not  going  to  hold 
back  anymore."  He  told  his  85  employees 
that  if  they  can  increase  Seven's  revenues 
by  40%  this  year,  he'll  fly  them  to 
Hawaii's  Ritz-Carlton  for  a  week. 

Bubbly  is  breaking  out  all  over  high 
tech's  heardand.  Buoyed  by  a  booming 
Nasdaq,  signs  of  increased  corporate 
spending  and  sheer  boredom  with  being 
gloomy,  Silicon  Valley  is  coming  back. 

Firms  that  a  few  months  ago  were  un- 
willing to  spend  the  marked-down  $45  per 
menu  at  San  Francisco  nightclub  Ruby 
Skye  are  now  paying  $70.  Two  dozen  com- 
panies, including  Cisco,  Hewlett-Packard 
and  Salesforce.com,  recently  hosted  their 
own  bashes  for  400-plus  guests.  "The  good 
times  are  back,"  vows  Skye  owner  George 
Karpaty.  He  is  opening  two  new  venues 
next  year. 

Workers  are  job-hopping  again,  an  un- 
fathomable move  during  the  bust,  when 
the  slightest  sign  of  disloyalty  could  lead  to 
a  pink  slip.  Mc-nio  Park  rcci'  litcr  Mel  Con- 
net  is  reveling  in  suddenly  being  popular. 
Nearly  half  of  his  requests  are  from  tech 
firms,  big  and  small,  wanting;  to  fill  sales 
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Dsitions.  The  hype  machines,  too,  might 
back.  Billings  at  high-tech  specialist 
jarkPR  are  45%  higher  since  June  than 
ley  were  in  the  first  five  months  of  the 
rar,  mostly  from  newly  signed  cUents. 

Deposits  at  Silicon  Valley  Bank  are 
gher  than  at  any  time  over  the  past  two 
•ars,  a  sign  that  money  is  moving  from 
nture  capitalists  to  entrepreneurs  to  sup- 
iers.  Marc  Verissimo,  who  heads  up  risk 
id  strategy  at  the  bank,  is  also  noticing 
!  uptick  in  capital  loans,  along  with  com- 
•tition  for  hotel  reservations  in  Napa. 
.ly  wife  and  I 
uldn't  get  a  room 
is   weekend.   That 


Now  Then 
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,  H^WWT^ 


V^^-backed  IPOs 


Morning^wait  for  breakfast  at  Buck's 


Resumes  sentper  day 


hasn't  happened  in  years." 

The  biggest  hope  is  for  the  return  of  the 
big  initial  public  offerings.  Jerry  H.  Weiss- 
man,  a  former  television  director  who 
charges  executives  $28,000  for  a  four-day 
course  in  selling  one's  company  to  private 
investors,  had  just  diree  inquiries  tor  that 
service  between  January  and  September, 
but  seven  calls  in  October  and  November. 
Like  hungover  partygoers  vowing 
never  again  to  do  Jell-O  shots,  most  play- 
ers in  the  Valley  swear  they  have  learned 
their  lesson.  Says  Kenneth  Denman,  chief 
executive  of  Ipass,  an  In- 
ternet software  vendor 
that  went  public  in  July, 
"We're  not  changing  our 
course;  no  parties  here." 
This,    despite    having 
raised  $112  million  and 
being  personally  worth 
$47  million. 

The  downside  to  the 
new  sobriety  is  risk  aver- 
sion. "Two  kids  in  their 
dorm  room  can't  raise 
$20  million  right  now," 
says  early-stage  investor 
Jonathan  Feiber  of  Mohr, 
Davidow  Ventures.  The  venture  capitalists 
hunt  in  packs  because  there  is  still  too 
much  money  chasing  too  few  prey.  "It's 
not  a  bubble  but  more  like  a  carbonated 
beverage  with  lots  of  little  bubbles,"  says 
Feiber.  "If  a  business  has  traction  in  an  at- 
tractive market,  it's  easy  to  raise  funds." 

So  effordess  was  it  for  Pavni  Diwanji 
that  she  dared  to  be  cocky  during  a  recent 
round  of  fundraising.  When  partners  from 
Menlo  Ventures  visited  the  Palo  Alto  of- 
fice of  her  company,  MailFrontier,  this 
summer,  the  35-year-old  Diwanji  told 
them:  "We  knocked  on  your  door  twice 
for  our  last  round  of  funding,  and  you 
didn't  answer.  This  time,  why  don't  you 
spend  some  time  convincing  us  why  we 
should  pick  you?" 

Seven's  Nguyen  says  the  Valley  needs  a 
little  bit  of  exuberance,  if  not  the  irrational 
kind,  to  be  born  again.  "If  you  just  fiind  ex- 
perienced teams  with  track  records,  there 
will  be  a  lot  of  great  companies  that  go  beg- 
ging. You  need  unknowns  with  passion," 
he  says.  "Having  things  a  litde  out  of  con- 
trol is  part  of  taking  risk. "  F 


Pincus,  Abrams, 

Hoffman  (clockwise, 

from  top). 


My  Friendster 


preneurs  Mark  Pincus  and  Reid  Hoffman 
invested  a  combined  $310,000  for  5%  of 
Friendster,  then  a  little-known  Web  site 
founded  by  former  Netscape  engineer 
Jonathan  Abrams.  Hoffman  had  a  simi- 
larly themed  company  in  the  works, 
Linkedin,  and  months  later  Pincus 
launched  Tribe,  which  also  is  a  lot  like 
Friendster. 
^;  The  three  figured  that  there  would  be 
room  for  all  in  the  hot  Web  trade  of  social 
networking,  in  which  users  link  with  their 
friends  and  friends  of  friends— to  date,  or 
to  find  jobs  or  apartments.  Friendster 
offers  online  dating;  Tribe,  online  classi- 
fieds; and  Linkedin,  business  leads. 

Naivete,  as  it  happened.  Friendster 
rocketed  to  3  million  registered  mem- 
bers, compared  with  85,000  for 
Linkedin  and  Tribe  combined.  Elite  ven- 
ture firms  like  Benchmark  and  Kleiner 
Perkins  Caufield  &  Byers  put  in  $13  mil- 
lion this  September,  making  Friendster 
worth  $53  million. 

The  good  vibes  vanished.  In  Septem- 
ber Hoffman  and  Pincus  spent  $700,000 
for  a  patent  that  they  claim— and  it's  a  long 
shot—could  take  down  Friendster,  along 
with  a  half-dozen  other  sites,  perhaps  even 
Yahoo's  instant  messaging  service.  They're 
considering  sending  out  cease  and  desist 
letters.  Both  insist  the  patent  is  defensive 
and  want  Abrams  on  their  side.  "I  don't 
want  to  hold  Friendster  for  ransom.  Friend- 
ster should  be  our  friend,"  says  Pincus,  who 
turned  down  a  $1  million  offer  for  his  Friend- 
ster stake.  Pincus'  board,  though,  isn't  so 
sure.  'They  think  Friendster  doesn't  see  a 
world  where  there's  anyone  but  Friendster," 
says  Pincus. 

Abrams  refuses  to  talk  about  the  patent 
and  emphatically  says  Tribe  and  Linkedin 
aren't  really  competitors.— Victoria  Murphy 
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The  SEC  somehow  missed  the  fact  that  bad 
things  have  been  going  on  in  the  mutual  fund 
industry.  Could  that  be  because  of  its  cozy  ties? 

BY  NEIL  WEINBERG 

THE  FUND  INDUSTRY  CAN  BE  PROUD  OF  ITS  HISTORY  OF 
promoting  a  culture  of  honesty,  integrity,  transparenq^ 
and  accountability,  and  also  should  be  proud  of  its 
commitment  to  strong  fund  governance  and  compli- 
ance practices." 
These  are  the  words  of  Paul  Roye,  director  of  the  Securities  & 
Exchange  Commission's  Division  of  Investment  Manage- 
ment— the  guy  who  writes  the  rules  for  the  $7  trillion  industry. 
He  uttered  them  in  March,  six  months  before  it  came  out  that 


■ 


certain  funds  had  been  allowing  unethical,  possibly  criminal, 
trading  [o  t  •'-  place  in  their  shares. 

Roye  s  uion  for  the  industry  he  regulates  is  recipro- 

cated. At  til--      ■ .     .  nference  Matthew  Fink,  president  of  the 
Investment  ( Oi  Mtute,  the  fund  management  lobby, 

said:  "Strong  d...    -  '  ■;i;      -  -ht-  si-x:  has  protected  the 

nation's  95  mill.n,  ,  ,  loaolders  and  kept  the 

industry  free  of  systemic  scindal  u.  inon-  than  60  years." 


The  coziness  says  a  lot  about  how  trading  rip-ofifs  manago 
to  stay  under  the  radar  for  so  long.  The  industry's  lobbying  arr 
is  immensely  powerful  and  is  aided  by  a  revolving  door  con 
necting  the  regulated  to  the  regulators.  Indeed,  Roye  and  his  col 
leagues  at  the  SEC  have  known  about  many  of  the  problems  fc 
years — like  lax  governance,  weak  fee  disclosure  and  under-the 
table  payments  between  fund  firms  and  brokerages — but  have 
long  history  of  making  rules  that  don't  solve  the  underlyin 
problems  (see  table,  p.  62). 

It  would  be  unfair  to  blame  Roye  for  the  recent  scandali 
Even  after  recent  budget  hikes,  he'U  be  lucky  to  add  50  staffers  t 
the  150  now  on  hand  to  oversee  8,000  investment  managemer 
companies,  draft  rules,  churn  out  reams  of  Sarbanes-Oxle) 
related  documents  and  so  forth.  Roye's  unit  does  not  do  the  or 
site  exams  of  fund  firms'  books.  And  it's  the  SEC's  five  commis 
sioners,  not  its  bureaucrats,  who  set  the  agenda.  Chairma 
William  Donaldson  came  to  office  in  February  more  focused  o 
hedge  funds  than  mutual  funds. 

"My  client  is  not  the  investment  management  companie 
but  the  investing  public,"  Roye  says.  "I'm  perfectly  willing  t 
stand  on  my  record  of  rulemaking."  Roye  says  he's  worked  u 
16  new  fund-related  rules  this  year,  a  pace  he  claims  no  pred( 
cessor  has  achieved.  Problem  is,  even  rules  adopted  years  ag 

haven't  made  much  difference. 

Take  the  market-timing  issm 

Barry  P.  Barbash,  Roye's  predecesso 

warned  in  1997  that  funds'  pricin 

policies  opened  them  up  to  manipi 

lation  by  market-timers.  If  a  Nc 

^    York  fund  that  owns  Japanese  stod 

j    uses  Tokyo  closing  prices  in  setting  i 

V      i    net  asset  value,  those  prices  are  a  hal 

^Bg    day  stale  by  the  time  the  fund  closi 

^^M    its  books  on  purchase  and  redemp 

^^^1    tion  orders.  Sharp  traders,  it  seem 

'^^^1    were  exploiting  the  situation. 

^^Hl  In  2001  Roye  attempted  to  sto 

"The  real  problem  is  senior  peopii 
get  outside  and  have  access  to 
schmooze  or  drop  in  at  the  SEC 
unofficially  ahout  a  case." 

die  timers  by  requiring  funds  to  implement  so-called  fair  vali 
pricing,  in  which  trading  elsewhere  in  the  world  is  sometimi 
used  to  update  stale  prices.  Still,  market-timing  remained  i 
prevalent  that  last  summer  four  New  York  University  professo 
published  an  article  titled  "Stale  Prices  and  Strategies  for  Trac 
ing  Mutual  Funds." 

Another  problem:  feeble  understanding  by  ordinary  invesi 
of  the  effect  of  fund  fees  on  their  account  values.  Seven  years  aj 
an  SEC  survey  revealed  that  four  out  of  five  investors  had  no  idi 


i 
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Danaos 

I8kt  white  gold. 
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A  private  affair. 


ROLEX 


Rolex  Danaos  in  18kt  white  gold.  Ftolex,*,  Cellini  and  Danaos  are  trademarks.  ,'■ 

FOR  THE  MAME  AND  LOCATION  OF  AN  OFFICIAL  ROLEX  CELLINIJEWELER  NEAR  YOU,  PLEASE  CALL  1-800-367-6539. 
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How  Not  to  Fix  Mutual  Funds 

The  SEC  is  well  aware  of  many  of  the  problems  in  the  mutual  fund  industry.  Doing  something  about  them  is  another  matter. 

SEC  Action  Status 


Fund  Problem 

Poor  disclosure  of  fees 
to  investors. 


SEC,  General  Accounting  Office  offer  competing 
disclosure  plans  in  2000.  Gets  bogged  down  in  debate. 


Compromise  proposal 
awaits  SEC  vote. 


Trading  costs  inadequately 
disclosed. 


SEC  in  June  acknowledges  that  shareholders  poorly  understand 
costs.  But  describes  resolving  the  issue  as  "problematic." 


SEC  calls  for  further  study 


Fund  boards 

lack  independence. 


in  2001  SEC  rules  that  majority  of  board  members  must 
be  independent;  this  year  concedes  loopholes  exist. 


Seeks  congressional 
authority  to  fill  loopholes. 


12b-l  marketing 
fees  misused. 


SEC  staff  recommends  in  2000  that  Commission  consider 
amending  12b-l  rules;  recognizes  problem  again  in  2003. 


Commission  has  taken 
no  action. 


Fund  advertisements 
misleading. 


SEC  staff  urges  revision  in  way  funds  advertise  performance 
in  May  2002;  bemoans  quality  of  ad  disclosures  again  this  year. 


Staff  working  on  new 
ad  regulations. 


how  much  they  were  paying  in  fund  fees. 
In  a  2000  study  the  General  Accounting 
Office  proposed  tough  disclosure  rules. 
The  ICI  vehemently  objected  to  them.  The 
SEC  then  came  out  with  a  proposal  more 
to  the  ICl's  liking  later  that  year.  Last 
December  Roye  finally  submitted  to  the 
commissioners  watered-down  disclosure 
rules.  The  commission  has  yet  to  act. 

Roye's  career  path,  swinging  between 
the  SEC  and  the  industry,  is  fairly  typical 
in  the  close-knit  community  of  fund 
lawyers.  Roye  went  to  the  SEC  in  1979 
after  earning  a  law  degree.  In 
1982  he  moved  to  the  Washing- 
ton office  of  what  is  now 
Dechert  LLP,  a  law  firm  that 
does  a  lot  of  work  for  the  fund 
business.  Roye  even  joked  at  the 
industry's  spring  gathering  that 
at  Dechert  he  had  legal  drafts 
kicked  back  at  him  by  Paul 
Haaga,  another  former  SEC 
funds  staffer  who  now  chairs 
the  ICl.  Says  Haaga,  "Paul  Roye 
does  a  really  good  job,  is  consci- 
entious and  only  listens  to  mc 
when  he  thinks  I'm  right.  That  "* 
people  have  relationships  is  good." 

Roye  returned  to  the  SEC  as  its  funds 
chief  in  1998,  replacing  Barbash,  who  is 
now  an  attorney  at  Shearman  &  Sterling 
representing  money  management  firms 
including  mutual  funds.  Barbash's  two 
predecessors,  Marianne  Smythc  and 
Kathryn  McCi .  >'  inw  firms  and 

occasionally  do  11 .  ,    1  work. 

Mercer  Bullard,  .       i .  alam  of  th 
SEC's  fund  regulatory  si.itf  to  work  for 


shareholders  (he  founded  Fund  Democ- 
racy LLC,  a  nonprofit  investor  advocacy 
group),  says  he  doesn't  believe  SEC 
lawyers  pull  their  punches.  "The  real 
problem,"  he  says,  "is  senior  people  get 


outside  and  have  access  to  schmooze 
or  drop  in  at  the  SEC  unofficially  about 
a  case." 

It's  a  problem  Bill  Donaldson  can't 
cure  in  a  day.  Fl 
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In  Washington  the  latest  battleground  in  the  continuing  fight  over  federalism  Is 
...  the  lawnmower.  Who  should  regulate  the  emissions  it  produces:  states  or  tN 
feds?  This  is  not  a  policy  wonk  question:  Running  a  lawnmower  or  chain  saw 
for  one  hour  produces  the  same  amount  of  smog  as  running  a  car  for  13  hours 

Last  summer  California  drafted  new  rules  to 
cut  emissions  from  nonroad  outdoor  equipment 
The  industry  wasn't  happy  with  them  but  fash- 
ioned a  compromise.  At  least  seven  other 
states,  including  Illinois  and  Tennessee,  are 
considering  following  California's  lead. 

But  Briggs  &  Stratton,  the  $1.7  billion  (sales) 
Milwaukee-based  firm  that's  the  world's  largest 
producer  of  these  engines,  screamed.  It  said  thi 
new  rules  would  force  it  to  shutter  two  plants  ir 
Missouri  and  move  22,000  manufacturing  jobs 
overseas. 

The  job  threat  sent  Senate  Appropriations 
subcommittee  chairman  Christopher  (Kit)  Bond 
(R-Mo.)  into  overdrive.  In  November  he  offered 
an  amendment  to  a  must-pass  spending  bill  that  would  preempt  all  state  regula- 
tion of  nonroad  engines  with  less  than  50hp.  Bond's  provision  passed  by  voice 
vote,  over  protests  by  Senator  Dianne  Feinstein  (D-Calif.)  that  it  could  block  ex- 
isting and  planned  restrictions  in  a  half-dozen  states. 

Bond  is  sympathetic  to  states'  rights;  he  resisted,  for  example,  a  proposal  to 
have  the  federal  government  dictate  voting  methods.  How  does  that  philosoph 
square  with  forbidding  California  to  crack  down  on  smog?  Because  the 
California  rules  would  end  up  killing  jobs  in  other  states,  he  says.  "States' 
rights  doesn't  mean  the  right  to  hurt  other  states." 

The  spending  bill  is  set  to  go  to  a  House-Senate  conference  committee.  Hap- 
pily fot  Briggs  &  Stratton,  none  other  than  Bond  will  pres\de.-Matthew Swibel 


They  both  took  care  of 


Took  care  of  their 

families. 


So  why  will  one 


leave  his  family  with  every 

advantage, 


while  the  other  leaves 

everything  to  chance? 


The  difference  is  an  estate  plan  that  wilt  leave 
more  of  your  assets  where  you  want  them  to  go. 
A  Northwestern  Mutual  Financial  Network 
Representative  offers  expert  guidance  in  estate 
planning,  as  well  as  a  network  of  specialists  to 
help  get  you  closer  to  all  your  financial  goals. 

W  Northwestern  Mutual 
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Come  Out  Swinging 


CHARLES  ERGEN  AND  RUPERT  MURDOCH  HAVE  BEEN 
going  at  it  for  five  years  now.  They  first  faced  off  in 
1998  when  Murdoch  tried  to  buy  EchoStar.  Ergen  out- 
foxed Murdoch's  News  Corp.  and  built  his  Dish  Net- 
work into  the  second-largest 
satellite  company  in  the  nation.  Three 
years  later  it  looked  like  Ergen  had  Mur- 
doch beat  again  when  DirecTV  accepted 
EchoStar's  merger  deal  over  a  similar 
offer  from  News  Corp. 

But  now  it's  Murdoch  who  has  Ergen 
on  the  ropes.  The  Federal  Communica- 
tions Commission  is  expected  to  approve 
his  $6.6  billion  purchase  of  DirecTV  this 
month,  putting  the  rivals  in  head-to-head 
competition  for  the  first  time.  Even  with- 
out Murdoch's  resources,  DirecTV  is  a 
formidable  opponent.  With  2002  sales 
almost  double  EchoStar's  $5  billion, 
DirecTV  boasts  12  million  customers  to 
EchoStar's  9  million  and  revenues  i 
customer  of  $64  to  Ech>>'.'    '  ■'^■'>" 

In  recent  months  Li 
secluded  at  his  Englewood,  Ceil 
quarters,  launching  a  series  of  ni  ii ,     ins, 
counterpunchcs.  In  luly  EchoStar  li.ik..d 
up  with  SBC  to  give  the  telephone  com- 
pany rights  to  bundle  Dish  Network  with 
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Charles  Ergen  is  beefing  up  EchoStar  to  compete 
against  a  Rupert  Murdoch-owned  DirecTV.  Good  luck. 

BY  DOROTHY  POMERANTZ 

its  phone,  Internet  and  wireless  ser-' 
vices.  In  return  EchoStar  gets  a  mar-; 
keter  with  direct  access  to  roughly 
30  million  residential  customers  and  a, 
$500  million  investment  from  SBC. 

Ergen  is  also  adding  more  local 
stations  to  his  service  to  draw  sub- 
scribers. Potential  customers  are  much 
more  likely  to  buy  satellite  if  it  gives 
them  their  local  news  and  prime-time 
network  shows.  EchoStar  expects  to  be 
local  in  100  cities,  versus  DirecTV's  64 
by  year's  end. 

And  Ergen  is  challenging  Murdoch 
on  retail  shelves,  where  he  can  luni 
customers  with  cheap  prices.  EchoStai, 
is  giving  away  satellite  receivers  with 
embedded  digital  video  recorders  tha 
can  hold  100  hours  of  televisioni 
DirecTV's  comparable  receiver  selli 
for  $500. 

But  so  far  the  trends  aren't  looking 
good  for  Ergen.  In  November  his  company  announced  it  hac 
added  only  285,000  new  subscribers  in  the  third  quarter 
compared  with  DirecTV's  326,000  additions,  prompting  a  B"/ 
stock  drop  in  one  day. 

And  Murdoch  is  determined  to  mak( 
DirecTV  even  stronger,  promising  $1  bil 
lion  in  new  satellites  by  2008.  He  cai 
exploit  News  Corp.'s  global  string  o 
satellite  companies  to  cut  costs  by  elimi 
nating  redundancies  (like  duplicati 
antipiracy  software)  and  promot 
DirecTV  on  Fox's  35  broadcast  station 
and  6  cable  networks. 

Ergen's  best  move  might  be  to  pu 
EchoStar  up  for  sale,  even  if  he  has  beei 
loath  to  cede  control.  EchoStar  is  th 
fourth-largest  television  provider  in  th 
country  and  the  only  possible  buy  for 
telco  like  SBC  looking  to  expand  int( 
video.  SBC  once  kicked  the  tires  a 
DirecTV. 

Until  then  EchoStar,  with  its  free  hard 
ware  and  low-price  service,  will  b 
scrounging  for  bargain-hunting  cus 
tomers.  "I  don't  think  Charlie  is  dead  i 
the  water,"  says  Aditya  Kishore,  medi 
analyst  at  the  Yankee  Group.  "But  I  thin 
it  will  be  tough  going."  I 
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Average  revenue  per  subscriber 


3Q  net  income 


Average  subscriber  turnover 


r  a  100-hour  digital  video  recorder 
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Sprint 


The  path  to  IP  can  be  strewn  with  obstacles.  Or  not. 


Protect  your  investment  with  Sprint. 
Smoother  migration,  fewer  headaches  with 
one  company. 

•  SprintLink^"  IP  services  utilize  a  common  IP  platform  for  easy  migration 
from  existing  legacy  technologies  to  IP  AT&T  doesn't,  which  can  introduce 
integration  concerns. 

•  Sprint  has  a  broader  portfolio  of  IP  VPN  services,  so  we  can  tailor 
migration  solutions  that  extend  the  life  of  your  existing  network  assets 
and  save  money. 

•With  our  integrated  wireless  and  wireline  services,  managed  as 
one  seamless  network,  you  can  run  IP  applications  to  more  people 
in  more  places. 

Get  the  facts  at  sprint.com/facts  or  call  866-700-0029 
for  a  Business  Representative. 


Sprint. 


One  Sprint.  Many  Solutions.^'' 


Voice/Data      PCS  Wireless     Internet  Services     E-Business  Solutions     Managed  Services 


^SiTr!  I'n'^  °"  ^'  ^^""^  Nationwide  PCS  Network  (reaching  240  million  people),  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included  with 
e  service  plans  excluding  roaming  areas.  Copyright  ©Spnnt  2003.  All  riqhts  reserved,  Sonnt  and  thR  diamnnri  Innn  .rp  trsriorr,.r^c  nf  <;;nnnt  ro,.,.„n;.,.;.i  r™!"  ,  n 
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THE  GRINCH  STARS  IN  LATEST  VIDEOGAME 

10 


Have  the  videogame  makers  no  decency?  Would  they  really  steal 
Christmas?  All  year  game  devotees  have  awaited  the  hojiday 
release  of  such  sure-to-be-breathtaking  games  as  Half-Life  2 
(by  Vivendi  Universal),  Halo  2  (Microsoft)  and  Doom  3  (Activi- 
sion).  Now  they're  told  the  games  aren't  ready— too  complicated, 
somebody  stole  the  code,  whatever— and  won't  be  released 
until  2004. 

As  devastated  as  the  players  are,  the  videogame  industry 
could  be  left  holding  coal  in  its  hands.  The  holiday  season  is 
as  important  to  the  industry  as  the  summer  season  is  to  the 
film  business,  accounting  for  up  to  50%  of  the  $7  billion  in 
software  revenue  for  the  year.  Vivendi  Universal,  the  pub- 
lisher of  Half-Life  2,  is  already  reeling  from  a  54%  drop  in  third-quarter 
gaming  revenue,  from  $196  million  in  2002  to  $91  million  this  year. 
The  delays  could  also  hit  the  videogame  hardware  makers.  About  half  of  the  year's 
hardware  sales  occur  during  the  holiday  season,  driven  as  they  often  are  by  the  appeal  of 
new  games.  Sony,  whose  PlayStation  2  controls  64%  of  the  market,  will  likely  be  less 
affected.  But  Microsoft  and  Nintendo  are  vulnerable,  although  Nintendo  has  slashed  the 
price  of  its  GameCube  console  to  $99  and  its  biggest  game  of  the  year,  Mario  Kart: 
Double  Dash!!,  just  hit  the  store  shelves.  Yes,  Virginia,  there  are  some  games  out  there. 

—Kemp  Powers 


I  want  my 
videogames! 
Scenes  from 
Mario  Kart 
and  Halo  2 


Number  of  videogame 
expected  to  sell  I  million  uni' 
this  year. 


I  Number  of  million-sellin 

titles  released  in 

fourth  quarter  (holiday) 

2002. 


$460  million 

Total  revenue  generated  b) 

last  year's  big  holiday 

videogame  console  releasei 

Grand  Theft  Auto:  Vice  C\P 

(PS2),  Metroid  Prime  (Gam 

Cube),  Super  Mario  Sunshii 

(GameCube)  and  Tom 
Clancy's  Splinter  Cell  (Xbox 


Sources:  NPD  Group;  Nintendo  o 
America. 


Protecting  the  Family  Jewels  Lexmark  and  the  primer  industry 
struggle  to  defend  their  multibillion-dollar  ink  and  toner  business  1  by  tomas  kellner 


THE  PRINTER  CARTRIDGE  Busi- 
ness makes  up  in  cash  what  it 
lacks  in  glamour.  Every  year 
people  buy  $40  billion  worth  of 
ink  and  toner,  that  sooty  mix  of 
pigment  and  magnesium  powder  used  in 
laser  printers.  At  Lexmark,  the  nation's 
second-largest  printermaker,  ink  and 
such  made  up  half  of  the  company's  $4 
billion  revenue  last  year  and  fetched  the 
bulk  of  its  $370  million  profit. 

Good  luck  keeping  the  cash  box.  The 
billion-dollar  fiefdoms  dominated  by 
Lexmark,  Hewlett-Packard,  Epson, 
Canon  and  other  large  printer  maiiufac- 
turers  are  under  attack  from  thousands  of 
small  aftermail.c'  outfits  that  collect 
empty  cartridges  and  repair  and  refill 
them  at  a  deep  discount  'M'  ''  -'i  '■  -  ^f 
the  ink  market  is  sonr.  i.l 

19%,  says  Lyra  Research,  v  . 
their  captured  territory  flilling  •,;  ;,.-,  ...u- 
poratc  market,  where  orders  :  in  i     • 
for  thousands  of  refills  at  a  time. 

Lexmark  has  been  trying  for  sever  . I 


years  with  little  luck  to  staunch  the  trade 
in  empty  cartridges.  In  2001  it  came  up 
with  a  high-tech  strategy.  It  developed  a 
cartridge  containing  a  microchip  with  a 
"secret  handshake,"  an  authentication 
sequence  designed  to  prevent  unautho- 
rized refills  and  disrupt  communication 
between  the  cartridge  and  the  rest  of  the 
printer. 

.rhat  protection  didn't  last  long.  Static 

Control  Components,  a  $250  million 

'  ''"''''    lit?)  Sanford,  N.C.-based  supplier 

•  aiid  toner  to  5,000  U.S.  remanu- 

iH-Riief,  re\erse  engineered  the  Lexmark 


chip  and  showed  it  last  fall  at  an  annu; 
industry  conference.  "Lexmark  wa 
livid,"  says  Edwin  Swartz,  Static's  chi< 
executive. 

Lexmark  filed  a  federal  lawsuit  i 
Kentucky,  charging  copyright  infringe 
ment  and  violation  of  a  1998  law  aime 
at  stopping  digital  piracy.  Static  turne 
for  help  to  the  U.S.  Copyright  Office. 

Patent  law  generally  allows  consume) 
to  repair  a  patented  device,  even  if  thi 
means  doing  a  little  reverse  engineerin, 
The  1998  law,  however,  is  much  stricti 
and  prohibits  "circumvention  of  techn( 
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logical  measures  employed  by  or  on 
behalf  of  copyright  owners  to  protect 
their  works."  Its  original  aim  was  to  stop 
online  music  piracy.  If  the  law  were  to 
apply  to  the  cartridge  aftermarket,  it 
could  halt  reverse  engineering  of  all  chips 
embedded  in  the  dozens  of  different  car- 
tridges available  on  the  market,  not  just 
the  Lexmark  chip. 

In  October  the  copyright  office  ruled 
that  Static  was  in  a  safe  zone,  provided  it 
didn't  steal  any  code. 

"It's  a  huge  deal,"  says  Gary  Pendl, 
whose  $12  million  Waukesha,  Wis.-based 
Pendl  Cos.  is  one  of  the  5,000  businesses 
that  remake  cartridges  from  Lexmark,  HP 
and  others.  "Before  the  ruling,  we  were 
locked  out."  Lexmark  sells  its  T520/T522,  a 
high-yield  cartridge,  for  $373  on  its  Web 
site.  Pendl,  who  claims  his  wares  are 
equally  good,  sells  a  refill  for  $129. 

Static  stiU  has  to  prove  in  court  that  it 
didn't  violate  any  copyrights.  It's  going  to 
be  a  tough  call.  Lexmark  says  Static  lifted 
its  code.  Static  claims  in  part  that  the  chip 
executes  the  handshake  through  the  result 
of  an  algebraic  equation,  and  equations 
cannot  be  copyrighted.  Meanwhile,  Static 
sued  Lexmark  in  federal  court  in  North 
Carolina  for  "anticompetitive  conduct," 
asking  for  $100  million  in  damages. 

Overall,  things  aren't  looking  good 
for  the  big  guys.  The  European  Parlia- 
ment ruled  last  year  that  as  of  mid-2006 
all  printers  must  come  without  disabling 
chips,  to  allow  for  recycling. 

Lexmark,  which  gets  50%  of  revenue 
from  foreign  sales,  says  that  customers 
will  buy  Lexmark  toner  because  its  print- 
ers work  best  with  its  own  brand. 
Hewlett-Packard  echoes  that  and  also 
notes  that  it  trots  out  new  printers  and 
cartridges  every  12  months,  foiling  the 
aftermarket. 

Connoisseurs  of  computer  history  see 
a  familiar  theme  here.  There  was  a  time 
when  IBM  underpriced  its  pur 
equipment,  then  made  up  the  reve 
charging  a  handsome  price  lor  the 
and  insisting  that  discount  cards  viol 
its  leases.  It  was  a  clever  way  to  extriu , 
extra  revenue  from  heavy  u.sers.  But  t! 
U.S.  Supreme  Court  put  the  kibosh  oi 
the  arrangement  in  a  1936  antitrust 
decision.  F 
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Sales  and  market  share  are  down,  inventories  high— so  what  do  you  do? 

If  you  are  General  Molors,  you  build  more  vehicles.  "It  seems  strange,  doesn't  i1 
admits  Paul  Ballew,  GM's  executive  director  of  marketing  and  industry  analysis. 

GM's  sales  dropped  7.2%  in  October,  the  biggest  sales  drop  of  any  major  at. 
manufacturer.  Its  inventories  sit  at  89  days'  supply,  34%  above  their  historic 
average.  GM's  2003  year-to-date  market  share  is  down  0.6%,  to  27.7%, 
according  to  Autodata,  a  drop  that  equates  to  95,000  cars  a  year. 

Surprise!  GM  announced  an  increase  in  production  by  10,000  vehicles 
last  month. 

Crazy?  Not  if  your  aim  is  bragging  rights  for  a  stable  market  share.  Last 
December,  in  an  attempt  to  log  consecutive  annual  market  share  gains  for  th 
first  time  in  30  years,  GM  slashed  prices  with  huge  dealer  handouts  and  cash 
back  deals.  It  worked.  Its  share  rose  to  32.3%  in  December  from  25.1%  in 
November. 

Should  buyers  get  ready  for  another  year-end  supersaver?  Ballew  tamps 
down  hopes  that  GM  will  make  it  a  market-share  three-peat,  but  he  does  sa 
GM  will  try  its  best  to  hold  steady  for  the  year. 

Half  the  month's  sales  happen  in  the  six  days  between  Christmas  and  Ne< 
Year's,  according  to  Jeremy  Anwyl,  president  of  industry-watcher 
Edmunds.com.  Here  are  some  plausible  candidates 
for  bargain  offers:  ^  A^.A^^  ^ 

—Jonathan  Fahey 


Chevrolet  Cavalier 

(four-door) 
Sticker:  $17,525 
Selling  price:  $12, 


Our  supply  chain  was  buit  tor  the 

company  we  were  5  years  ago.  Build  me  one  for  the  company 

I  see  5  years  from  now.' 
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If  you're  leading  your  company  in  a  new  direction, 
we  suggest  a  first  stop  at  BrownrOur  supply 
chain  people  fiave  years  of  experience  designing, 
implementing  and  managing  synchronized  transpor- 
tation and  distribution  networks.  Combine  that  with 
i 

our  expertise  in  customs  and  cross-border  services 
and,  perhaps,  it's  time  to  sit  down  and  talk.  Not  five 
years  from  now,  but  today.  To  learn  more  about 
UPS  Supply  Chain  Solutions '  visit  UPS-SCS.com 
YOUR  SUPPLY  CHAIN.  SYNCHRONIZED. 


WHAT  CAN  BROWN  DO  FOR  YOU?" 
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Don't  Blame  Canada 


Free  marketeers  make  a  case  for  allowing  reimportation  of  prescription  drugs  |  by  ira  carnahan 


IT'S  NOT  JUST  DRUG  COM- 
pany  bashers  and  politi- 
cians pandering  to  the 
elderly  who  want  to  let 
U.S.  residents  buy  cheap- 
er prescription  drugs  abroad. 
So  do  some  renegade  free- 
marketeers,  who  argue  that 
their  usual  allies  have  got  the 
issue  all  wrong. 

The  Bush  Administra- 
tion, most  conservatives  in 
Congress  and   scholars   at 
nearly  all  the  big  think  tanks 
on  the  right — including  the 
American  Enterprise  Insti- 
tute and  the  Heritage  Foun- 
dation— oppose  drug  reim- 
portation. They  say  it  could 
lead  to  a  flood  of  dangerous 
counterfeit  drugs;  what's  more,  it  will 
slash    incentives   to    invest   in   costly 
research.  The  House-passed  bill  is  "dan- 
gerous legislation,"  the  Bushies  warn. 

But  experts  at  the  Cato  Institute,  a 
Washington,  D.C.  think  tank  with  impec- 
cable free-market  bona  fides,  beg  to  differ. 
Says  Cato's  Roger  Pilon:  "There  is  some- 
thing intuitively  wrong  with  the  current 
situation,  and  the  average  American 
understands  it.  When  he  or 
she  has  to  pay  three,  four 
times  as  much  for  pharma- 
ceutical drugs  as  Europeans 
and  Canadians,  this  cannot 

last  long."  The  solution  is    

simple,  Pilon  adds.  "Let's 
open  the  market  up." 

Pilon  dismisses  safety  concerns  as  "a 
red  herring."  If  reimportation  is  flowed, 
there  won't  actually  be  much  movement 
of  drugs  across  borders,  he  predicts. 
That's  because  druginakers  will  raise 


i;-,, 


prices  enough  abroad  (c 

enough  here)  to  reduce  ihi        ,  ;-ii- 

bring  drugs  back.  Druginak. 

a  strong  incentive  to  make  suk  ili  o, 

sold  under  their  name — includi 

portcti  ones — arc  safe,  because  a  k 

dents  of  counterfeiting  could  d<, 
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their  reputation  and  sales. 

Representative  Patrick  Toomey  (R-Pa.) 
sets  out  a  similar  case  for  openness  in  a  let- 
ter to  House  colleagues.  "We  must  use  the 
power  and  size  of  the  U.S.  marketplace  to 
force  free-market  reforms  around  the 
world,"  he  writes.  If  U.S.  consumers  are  al- 
lowed to  buy  drugs  abroad,  drugmakers 
who  until  now  have  buckled  under  to  for- 
eign price  controls  "would  be  forced  to  pre- 

"We  must  use  the  power  and  size  of  the 

U.S.  marketplace  to  force  free-market 

reforms  around  the  world." 


sent  the  price-setting  countries  with  an  ul- 
timatum: Either  liberalize  your  market  or 
we  will  leave."  Acids  Toomey:  "It's  hard  to 
imagine  that  countries  in  this  situation  will 
deny  their  citizens  access  to  lifesaving 
drugs.  Instead,  they  will  most  likely  ease 
their  controls  and  increase  the  price  they 
are  willing  to  pay  for  their  drugs." 

\re  Pilon  and  Toomey  onto  some- 
'Jiii;-''  Hard  to  say  AEl's  John  Calfee  agrees 
1  '."imj^^^  :  ration  could  lead  drug  companies 
I  )  rais'  p:  ices  abroad — and  so  foster  more 
equal  ■liarii-.g  of  the  cost  of  research.  But 


r  them 

•\\-:c  to 


he  doubts  it  would  mak- 
much  of  a  dent  in  prices  in  th 
much  bigger  U.S.  market 
Drugmakers  themselves  hav 
ways  to  block  reimportatior 
including  enforcing  contract 
that  prohibit  resale.  And  a 
least  some  foreign  govern 
ments  are  likely  to  help  be 
cause  they  realize  their  citizen 
will  lose  out  if  drugmaker 
can't  stop  the  flow  and  cu 
supply  or  raise  prices  insteac 
What  do  the  drug  comps 
nies  say?  They  pooh-pooh  th 
notion  that  they'd  drive 
harder  bargain  under  reimpoi 
tation.  "We  don't  need  any  fui 
ther  incentive,"  insists  la 
Spatz  of  Merck.  They  also  wari 
that  if  they  push  too  hard  to  raise  pria 
abroad,  some  countries  might  produc 
the  drugs  themselves,  despite  America 
patents.  That  seems  a  bit  alarmist;  if  viola 
ing  U.S.  patents  and  world  trade  rules  wei 
so  appealing,  most  countries  would  b 
doing  it  now,  saving  themselves  billions.  1 
any  event,  says  Cato,  we  shouldn't  succum 
to  threats  from  "international  thieves." 
What  if  the  U.S.  allows  reimportatio 
and  drugmakers'  profits  tal 
a  hit,  leaving  them  less  t 
invest  in  research?  Bad  nev 
for  drug  stocks.  But  would 
be  bad  for  society?  No  or 

knows,    answers    Whartc 

School  health  economi 
Mark  Pauly.  That's  because  there 
already  so  much  government  distortic 
of  the  market  that  it's  unclear  if  dn 
companies  invest  too  much  or  too  litt 
now.  They  may  invest  too  little,  because 
government  price  pressure  (especial 
abroad),  or  too  much,  because  goveri 
ment-subsidized  health  insurance  lea' 
consumers  to  overspend.  Add  in  the  go 
ernment-granted  monopolies  known 
patents,  says  Pauly,  and  there's  no  real  fr 
market  now — and  "no  such  thing  as 
free-market  solution." 
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Life  is  too  short  to  worry  about  your  insurance. 
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:  CHUBB  COMMERCIAL  INSURANCE 


;  CHU6B  SPECIALTY  INSURANCE 


<  CHUBB  PERSONAL  INSURANCE 


th  magazine  called  Chubb  "the  gold  standard  for  property-casualty' 
ranee....  Chubb's  best  feature  is  a  three-decade  history  of  swiftly 
.ng  claims  that  other  companies  might  balk  at." 

"Iris  10  rllc  insuicts  ot  the  Chubb  Croup  nl  Insur.irao  Cranpsiiii-5.  '     '  ■    '■ 

."vrrjqr  n  sulirpcl  10  Ihp  Ijngwgc  of  Ihi-  iiohtics  ,is  issin-d  Chubl).  Boii  1615.  W.iri™.  NJ  07061  Ifil 
.  Cimt.  s  Son,  .1  d.«i!.ron  or  Frtli-r  jl  InMir.mcc  Coinp.in»  All  rlijhls  ii-sav.nl. 


For  more  Information,  consult  your  Independent 
agent,  or  visit  us  at  www.chubb.com  and  click  on 


Find  an  agent." 
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The  Home  Depot  sees  the  possibilities  in  Samsung 


LI 


-bright,  razor-sharp  19"  analog/digital  TFT/PVA  display    

.  dual-hinge  base  allows  up  to  90"  tilt  for  optimal  ergonomics 

1024,  Xtrawide"  1707170°  viewing  angle,  VESA"  wall-mountable  base 

'eading  manufacturer  of  TFT-LCD  displays 


•Visit  www.samsungusa.com 

O2003  Siimsung  Electronics  America,  Inc.  Screen  i 
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That's  DigitAII  vision. 


How  do  you  become  the  fastest  growing  50  billion-dollar  retailer  in  history  with  over  200  new  stores 
opening  this  year  alone?  With  unparalleled  vision  and  absolute  clarity.  That's  why  The  Home  Depot'" 
chooses  Samsung—  the  world's  leading  manufacturer  of  TFT-LCD  displays.  And  now  Samsung's 
commitment  to  the  big  picture  continues  with  the  innovative  display  technology  found  in  the  nev 
SyncMaster  192T,  allowing  your  future  to  appear  just  as  bright. 

Add  vision.  Add  possibility.  Add  Samsung. 
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AFTER  13  HOURS  OF  SITE  VISITS  AND  MEETINGS  IN  FOUR  DIFFERENT  STATES,  YOU 
might  think  Thomas  G.  Sternberg  would  be  peaked.  Indeed,  the  54-year-old 
founder  of  the  Staples  office  supply  chain  lets  out  a  quiet  grunt  as  he  carries 
his  suitcase  up  a  flight  of  stairs  to  a  Gaithersburg,  Md.  hotel  suite.  But  tuck- 
ered out?  Stemberg,  his  shirt  only  half  tucked  in,  is  just  getting  started.  He 
apologizes  for  his  tardiness  to  two  executives  from  OOy  Shoes,  a  children's 
shoe  chain  Stemberg  cofounded  in  2001. 
In  his  next  breath  Stemberg  jumps  into  a  list  of  72  items  on  his  agenda.  First,  designing  an 
incentive  plan  for  Oily  store  managers  ("You  want  a  schedule  of  sequential  golden  handcuffs"); 
then  the  benefits  of  a  liberal  dress  code  for  underlings.  Katherine  Chapman  O'Gara,  Olly's  chief 
executive,  and  Paul  Bundonis,  chief  operating  officer,  sit  stiffly  on  a  couch,  listening  and  nod- 
ding. At  one  point  they  interject  something  about  customer  feedback  reports.  "I  want  you  to 
put  this  on  your  list,"  Stemberg  interrupts  unapologetically  If  a  customer  walks  out  without 
shoes,  "you  really  want  to  find  out  why.  'It  didn't  fit'  is  not  good  enough." 

The  father  of  four  boys,  ages  1 2  to  24,  Stemberg  has  been  obsessing  over  the  kids'  shoe  biz 
since  1991.  As  a  parent  he  always  dreaded  trying  to  find  footwear  that  fit;  he  couldn't  believe 
that  no  one  had  modernized  the  clunky  metal  Brannock  scale,  introduced  in  1927  to  mea- 
sure feet.  So  he  started  a  shoe  file.  For  the  next  nine  years  he  clipped  stories  about  children's 
shoes  from  newspapers  and  trade  magazines.  Then  he  spent  $250,000  of  his  own  to  study  the 
market  for  a  better  way  to  match  feet  with  inventory.  The  result:  a  chainlet  of  five  stores. 

The  shoe  chain  is  struggling,  but  that's  okay  because  Stemberg  takes  the  long  view.  He  has 
built  an  estimated  $150  million  fortune  by  alleviating  universally  annoying  shopping  experi- 
ences— after  studying  them  to  death.  He  launched  Staples  after  one  too  many  tunes  that  he 
couldn't  buy  printer  ribbons  or  notepads  on  a  holiday  weekend.  A  lost  Brooks  Brothers  dress 
shirt  is  responsible  for  his  starting  up  Zoots,  a  54-store  dry-cleaning  chain  that  was  ten  years 
in  the  making.  He  has  ideas  for  an  assortment  of  other  businesses — along  wdth  meticulous 
studies  of  related  everyday  torments — in  a  file  cabinet  behind  his  desk  in  his  Framingham, 
Mass.  headquarters.  (See  some  of  the  ideas  he  continues  to  work  on,  in  the  orange  folders,  p.  77.) 
"Forget  'branding'  and  'positioning,'"  he  says.  "Once  you  understand  customer  behavior, 
everything  else  falls  into  place." 

Well,  perhaps  not  so  neatly.  Still  chairman  of  Staples  (2002  revenues:  $11. 6  billion),  Stem- 
berg cut  his  workweek  there  in  half,  to  50  hours,  after  finally  anointing  a  chief  executive  in  Feb- 
ruary 2002.  But  he's  still  making  good  on  his  vow  to  visit  every  store  around  the  world  (1,200 
down,  300  to  go).  In  September  he  walked  into  one  in  Phillipsburg,  N.J.  looking  for  a  type  of 
car-stereo  charger  and  cell  phone  earpiece  he  knew  Staples  didn't  carry.  The  sales  associate 
didn't  flinch,  suggesting  Stemberg  try  a  generic  earpiece  and  visit  Staples.com  for  a  Ust  of 
chargers  in  stuck.  At  which  point  Stemberg  revealed  himself  and  gushed,  "I  wish  every  asso- 
ciate was  like  you." 

Tenacious  and  brilliant,  Stemberg  is  also  the  master  of  minutiae.  He's  on  the  road  for  a 
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Do  you  ever  get  irked  at  your  dry  cleaner,  your 
stationer  or  your  shoe  store?  Tom  Sternberg 
does,  too,  and  then  makes  a  fortune  solving 

the  problem  J  by  matthew  swibel 


Tnm  .Stfimherg 


minimum  two  days  a  week.  "Typically  you 
see  the  home  office  think  up  some  great 
program  but  doesn't  think  through  imple- 
mentation at  tlie  store  level,"  he  says. 

"He  can  be  out  of  control,  fanatical 
about  the  details  of  the  business,"  says 
Todd  Krasnow,  Zoot's  cofounder  and  for- 
mer chief  executive,  who  also  spent  12 
years  at  Staples.  "Combative  and  pushy — 
that's  how  he  knows  you're  not  leaving 
anything  on  the  table."  Like  grilling  Oll/s 
O'Gara  and  Bundonis  during  the  dinner 
hour  (but  without  sitting  down  to  a  meal) 
on  why  more  customers  don't  buy  socks 
with  their  shoes. 

No  detail  is  too  small  to  vet.  Stemberg 
weighs  in  on  choosing  health  insurance 
brokers,  analyzing  store  layouts  and  main- 
taining current  customer  address  lists.  "You 
have  to  clean  up  the  addresses,"  he  barks  at 
Bundonis  and  O'Gara,  a  former  Staples 
supplier,  during  the  meeting.  "Send  a  first- 
class  mailer.  All  the  ones  that  come  back, 
you  know  you  have  a  problem."  He  chairs 
monthly  board  meetings  and  interviews 
top  executives.  He  was  so  worried  that  a 
threatened  strike  at  Verizon  could  delay 
phone  service  at  a  new  Oily  store  in  Fairfax, 
Va.  that  he  called  in  a  favor  from  a  pal  at  the 
Baby  Bell  to  switch  on  the  phones  pronto. 

Five  hours  of  sleep  a  night  may  not  take 
a  physical  toll  on  Stemberg.  But  his  worka- 
holism  may  have  contributed  to  a  second 
divorce  and  worn  out  who  knows  how 
many  employees.  Krasnow  tells  of  taking 
50  trips  to  Europe  in  half  as  many  months. 
On  one  of  them,  to  England,  he  decided  to 
take  his  wife  and  extend  his  stay  for  two 
days  to  take  his  first  vacation  in  two  years. 
"I  had  intentionally  not  given  Tom  my  con- 
tact info,"  he  recalls.  "On  the  first  night, 
outside  London  at  a  chateau,  having  after- 
dinner  drinks  at  midnight,  this  little  guy  in 
a  tuxedo  comes  with  a  telephone  on  a  pil- 
low and  says,  'Mr.  Stemberg  is  on  the 
phone  for  you.'  1  was  thinking,  'How  the 
hell  did  he  tracl-  i  ■  down?' " 
Stemberg's  Wv  ■  hain't'- 
early.  After  getting  hi.s  M.o  , 
vard  he  served  as  a  grocir^  ,  •  ; 
Jewel  Companies'  Star  Marke! 
a  dozen  years.  He  spent  long  hours 
out  little-known  I 'rands  f- 
marketing  low-margin  fare  i^ 

tuna  fish  and  absorbing  ■  iiat 
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passed  then  for  supply-chain  management 
and  customer  service. 

Where  others  get  mad,  Stemberg  gets 
a  business  plan.  For  1 1  years  he  clipped 
stories  about  the  dry-cleaning  business, 
dreaming  of  a  way  to  sew  a  bar-coded  tag 
inside  clothes  in  order  to  track  them  the 
way  FedEx  monitors  boxes.  He  spent 
$250,000  of  his  own  to  study  the  market 
for  a  round-the-clock  cleaning  operation 
with  home  delivery.  In  1999  Stemberg 
helped  amass  $50  million  in  private 
equity,  including  $10  million  of  his  own. 

Today  Zoots  operates  54  stores  in 
seven  states.  Each  is  open  seven  days  a 
week  from  7  a.m.  to  8  p.m.,  most  with  a 
drive-through  window.  Night  owls  can 
enter  a  store's  vestibule  with  a  credit  card 
swipe  and  retrieve  clean  garments  from 
lockers  by  using  a  password.  You  can  use 
the  same  number  on  Zoots.com  to  check 
the  status  of  your  order.  It  took  three  years 
for  the  chain  to  develop  a  high-tech  solu- 
tion to  Stemberg's  major  complaint  about 
dry  cleaning:  lost  clothes.  At  first  his  idea 
of  a  permanent  ID  tag  was  shot  down  by 


Zoots  managers.  Women,  they  arguec 
would  have  "a  serious  problem  with  any) 
one  sticking  tags  in  a  fine  blouse,"  say 
Stemberg  in  a  quavering  falsetto,  flutterin 
his  eyelashes  and  waving  his  hand  fo 
emphasis.  Stemberg  persuaded  them  thai 
a  lost  blouse  would  be  worse.  The  tag 
were  finally  introduced  this  year. 

Wrinkles  in  the  business  appeare-; 
early.  Long  an  unprofessional  backwater  c 
some  35,000  loosely  organized  mom-anc 
pops,  the  $14  billion  market  for  profej 
sional  dry  cleaning  is  one-twelfth  the  siz 
of  office  supplies;  expansion  requfres  a  Id 
of  upfront  capital.  Goaded  by  growth-aiJ 
any-cost  back  in  1998,  Stemberg  hurried!' 
added  41  retail  stores  in  20  months  ' 
the  notion  that  we  could  be  national  an 
go  public  right  away."  Quality  problen 
hit  hard.  Zoots  was  paying  out  4%  of  sale 
in  claims  for  lost  garments.  An  expensiA 
plan  to  ship  dry  cleaning  from  a  32,00( 
square-foot  plant  in  Norfolk,  Va.  to  homt 
delivery  customers  in  Washington,  D.( 
blew  up:  Heat  inside  the  trucks  damage 
the  clothes.  Zoots  has  burned  throug 


The  Science  of  Shoe  Sizes 


unting  down  children's  shoes  is  no  joy  of  motherhood.  "My  Jimmy  walks  on  i 
of  his  feet— finding  the  right  shoes  takes  a  lot  of  patience,"  gripes  Rachel  ^ 
Manassas  Park,  Va.  as  she  strolls  her  two-year-old  through  Fair  Oaks  shd|| 
in  the  Washington,  D.C.  suburbs.  This  after  visiting  Oily  Shoes  which,  like  at  leasi 
shoe  chains  before  it,  has  doled  out  big  bucks  on  the  science  of  the  perfect  fit.  Kirk 
impressed,  but  no  sale. 

Oily  uses  scanning  software  and  a  customized  database  system  to  match  a  k 
with  stocked  inventory.  Dubbed  OliyFit,  it  relies  on  off-the-shelf  scanners  insta| 
floor  of  a  toy  train.  When  a  child  steps  onto  a  glass  plate  covering  the  unit,  it  cr 
image  of  the  foot  to  pixels  in  256  shades  of  gray  (lighter  where  the  ball  of  the  fou  > 
hard  against  the  glass  plate,  darker  near  outer  curves  of  toes)  and  passes  th 
image-processing  software  developed  by  Toronto-based  Philix  Technologies.  The 
image  is  normalized  using  vector  calculations.  Tracing  the  length  of  the  foot  and  tl  | 
across  the  heel  and  from  the  base  of  the  big  toe  to  the  little  toe,  the  software  trar 
data  to  a  printable  bar  code. 

Oily  also  keeps  measurements  for  all  footwear  items  in  inventory  That  way 
people  can  scan  the  bar  code  and  match  the  profile  of  the  foot  from  a  central  serve  ; 
by  Atlanta-based  InterLand)  with  inventory  in  stock.  , 

"  ~  ieai,  says  the  competition.  Stride  Rite  kicked  aside  its  own  scanning  gimmi( 
the  gizmo  miscalculated  by  more  than  one  shoe  size.  Another  flaw:  "Nc 
sure  a  high  instep,"  notes  Jay  Nannicelli,  senior  vice  president  of  open 
Stride  Rite's  children's  group. 

Philix  owner  Philip  Nguyen,  who  also  does  work  for  BMW  Can 
GlaxoSmithKline,. points  out  that  OliyFit  is  unique  in  that  it  links  foot  measureme 
shoes  in  stock— and  is  therefore  superior.  Tom  Stemberg  hopes  so,  too.  [ 
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Jeas  on  File 

■n  Sternberg  is  aJways 
ng  witti  possible  new 
ures.  Some  samples, 
iown  words. 


PEEVE:  Once  the  economy 
recovers,  ttie  nation's  urban 
centers  will  be  gridlocked 
for  hours  every  day. 
SOLUTION:  A  safe,  afford- 
aMe  helicopter  taxi  service. 


PEEVE: 


aoney — a  cumulative  $100 
iiillion.  "We  had  our  struggles," 
temberg  concedes. 

But  the  mistakes  persuaded 
im  to  curb  growth  and  get  the 
letails  right.  "We  were  looking  to 
world  where  Webvan  was  saying  they 
-ere  going  to  change  the  grocery  industry," 
lys  Krasnow,  who  recendy  stepped  down 
5  chief  executive  to  start  a  venture  capital 
ind.  "But  then  we  slowed  it  way  down." 

WTiich  is  a  large  reason  the  company's 
forfolk  plant  now  processes  14  garments 


per  labor-hour,  up  from  8.  At  the  same 
time  the  claim  rate  for  lost  garments  has 
fallen  by  70%  to  .08%.  Responding  to  his 
own  frustrations  as  a  customer,  Sternberg 
pushed  the  Zoots  Web  site  to  offer 
e-mail  notification  when  orders  are 
ready.  It  proved  to  be  another  way  to 
distinguish  the  company  from  competi- 
tors: An  estimated  20%  of  the  industry 
uses  computers,  according  to  die  Interna- 
tional Fabricare 
Institute.    Stem- 
berg  is  replacing 
overcrowded  store 
lockers  with  a  sys- 
tem that  reads  your 


Home  appliances 
that  fail;  electrical,  heating 
and  plumbing  emergencies 
in  need  of  quick  attention. 
SOLUTION:  A  chain  of  rea- 
sonable, reliable  fix-it  men. 


u 


PEEVE:  Your  car  breaks 
down  after  6  p.m.  or  on  a 
weekend,  AAA  will  tow  you, 
but  can't  fix  the  problem. 
SOLUTION:  "I'm  working  on 
—as  are  other  tinkerers." 


last  name  from  your  credit 
card,  picks  out  your  clothes 
and  delivers  them  to  you  in  a 
vending-machine-like  format. 
Companywide  planning  has 
become  more  deliberate;  since  2002  just 
eight  retail  stores  have  opened.  This  year 
the  business  js  what  Stemberg  calls  "cash- 
flow breakeven"  on  revenue  of  $50  mil- 
lion; 50  cents  of  every  dollar,  he  says,  flows 
to  the  bottom  line. 

One  reason  for  improved  results  is  that 
he  picks  good  deputies.  James  McManus 
became  chief  executive  in  May  following  a 
nine-year  stint  as  president  of  the  $2  bil- 
lion business  services  group  at  Aramark. 
He's  helped  secure  an  account  with  the 
Navy  worth  $700,000  and  another  with 
Marriott  and  Hilton  hotels  in  Boston 
worth  $1  million.  Corporate  accounts 
now  make  up  5%  of  Zoots  revenue. 

"One  of  my  strengths,"  says  Stemberg, 
"is  to  hire  people  who  are  as  good  as — or 
better  than — me."  But  that  doesn't  mean 
he  gives  them  a  long  leash.  On  a  recent 
road  tour  of  Norfolk's  commercial  real 
estate,  he  quizzed  McManus  on  various 
subjects — lease  agreements,  putting  stores 
in  retirement  communities,  winning  more 
government  business.  McManus,  who  was 


offered  the  job  at  Boston's  Logan  airport 
at  6  a.m.,  just  before  Stemberg  headed  to  a 
7:30  meeting,  held  up  well.  As  he  must,  he 
treats  the  boss'  overbearing  style  with 
grace:  "As  far  as  unit  growth  and  real 
estate  pricing  and  retail  in  particular,  that 
is  where  Tom  is  invaluable." 

Stemberg's  executives  must  put  some 
of  their  own  skin  in  the  game.  McManus 
has  put  up  $500,000;  OUy's  chief  executive, 
O'Gara,  has  kicked  in  $300,000  out  of  a 
capitalization  of  $4.5  million.  Some  of  it 
went  toward  software  engineers  who  spent 
a  year  developing  a  machine  that  reads  the 
dimensions  of  a  child's  foot  (see  box,  p.  76) 
and  feeds  that  info  into  a  database  of  in- 
ventory. A  shoe  salesman  could  instandy 
retrieve  a  list  of  all  the  casual,  dress  or  ath- 
letic shoes — even  ballet  slippers — in  a  cer- 
tain price  range  in  the  right  size. 

"Oily  provides  a  fundamental  process 
change  by  scanning  feet  and  shoes  for 

the  perfect  fit," 

Stemberg     says. 

"That  said,  putting 

scanners  in  trains 

to  get  2-year-olds  to 


PEEVE:  Why  can't  you  find 
a  place  that  offers  a  broad 
selection  of  high-quality, 
well-priced  luggage? 
SOLUTION:  A  Web  site 
with  great  inventory, 


PEEVE:  Telling  reckless 
drivers  to  cool  it  without 
resorting  to  road  rage  or 
endangering  myself. 
SOLUTION: 'Most  of  my 
Ide^  are,  alas,  illegal." 

do  it  is  a  gimmick,  for  sure."  But  a  gim- 
mick that  is  in  tune  with  the  times.  The 
Walking  Company  stores  have  sensors 
connected  to  computers  to  detect  pres- 
sure points.  At  its  Madison  Avenue  store 
in  Manhattan,  Brooks  Brothers  offers  dig- 
ital tailoring  with  body  scanners.  And  a 
few  Red  Wing  Shoe  Co.  stores  now  use 
3-D  digital  imaging. 

Will  Zoots  and  Oily  become  category 
killers  like  Staples?  Almost  certainly  not  as 
quickly — if  at  all.  Sales  in  the  dry-cleaning 
industry  were  down  15%  last  year  (but  up 
13%  at  Zoots).  Oily  will  need  to  grapple 
with  fashions,  which  are  much  more  fickle 
than  office  supplies.  But  Stemberg  predicts 
a  profit  next  year  for  Zoots  and  most  Oily 
stores.  And  his  file  cabinet  is  far  from 
emptied.  p 


Hyundai  can  see  it.  it's  under  the  hood.  New  cars  from  Hyundai  do  more  than 
drive  —  they  talk  back.  IBM  and  Hyundai  Motors  teamed  up  to  put  "telematics"  in 
Hyundai  vehicles.  Performance  data  streams  from  car  to  carmaker.  So  maintenance 
■^cy  goes  up.  After-sales  service  improves.  Warranty  costs  come  down.  And 
gets  fed  back  into  Hyundai's  new  car  designs,  shortening  production 
>s  .inc  cuitiing  costs.  Voila.  Cash  money.  Found. 
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A  guide  to  the  on  demand  world:  Hidden  value 


Where  to  find  a  million 
dollars  you  never  knew 
you  had. 

Chances  are  you're  sitting  on  some  cash.  Problem  is,  it  could 
be  anywhere.  Behind  your  servers.  Stuck  in  a  silo.  Buried  in 
your  processes.  Or  underneath  Mike  in  marketing.  You  may 
not  have  it  in  your  sights,  but  one  thing  is  for  sure,  it's  there. 
So  how  do  you  find  it? 


IBM  business  consultants  help  you  root  out  bottlenecks,  turf  wars  and 
cultural  ruts  and  turn  them  into  new  revenue  streams  or  avoided  costs.  By 
running  at  a  state  of  uber-efficiency  everything  falls  into  place.  Nothing  can 
hide.  Nothing  gets  mired  down.  And  savings  get  tilled  back  in. 

In  a  time  when  IT  money  is  limited  to  v»/hat  you  can  shake  out  of  the 
corporate  couch  cushions,  on  demand  options  are  plentiful.  Like 
outsourcing.  Grid  computing.  Pay-as-you-go  resources.  And  Linux.® 
All  efficiency  boosters.  All  without  a  complete  overhaul. 


an  you  see  it?  it's  an  on  demand  world.  And  IBM  Business 
msulting  Services  can  look  at  your  business  holistically  (at  the 
icro  level)  and  then  jump  in  (at  the  micro  level)  to  bring  hidden 
portunities  to  the  surface.  So  you  can  squeeze  every  dollar,  euro  and 
lar  out  of  them.  You  show  us  the  couch,  we'll  help  show  you  the 
3h.  On  demand  business.  Get  there  with  {©business  on  demand™ 


lbm.com/ondemancl 
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Where's  That 
Deposit  Insurance 

HomeGold  Financial  propped  up  a  failing  mortgage  business  with  cash  from  a  subs 


FOR  THE  PEOPLE  OF  EASLEY, 
a  bucolic  burg  of  18,000  in 
northwest  South  CaroHna, 
the  big  yellow-and-black 
sign  for  Carolina  Investors 
on  East  Main  Street  repre- 
sented a  familiar  brand  for 
40  years.  It  was  a  consumer  lender, 
specializing  in  loans  for  homes,  cars 
and  cemetery  plots  for  senior  citizens, 
blue-collar  workers  and  the  wealthy 
alike.  But  its  focus  shifted  in  the  1990s, 
as  it  began  heavily  promoting  an 
investment  account  offering  a  hand- 
some annual  return,  most  recently 
7.5%,  for  anyone  depositing  $10,000 
for  three  years. 

Carolina  branches  looked  an  awful 
lot  like  banks.  The  investments  looked 
like  savings  accounts — why,  the  bal- 
ances were  posted  in  passbooks.  But 
this  wasn't  any  bank,  and  the  accounts 
were  not  federally  insured.  The  invest- 
ments were  junk  bonds,  unsecured 
and  not  registered  with  the  Securities 
&  Exchange  Commission. 

Rumors  of  trouble  at  Carolina 
began  swirling  a  year  ago,  but  when 
some  depositors  sought  to  get  money 
out,  a  soothing  executive,  often  a 
neighbor,  would  surface  to  intone  that 
all  was  fine.  Last  ^J  r . 
tomers  were  greetcJ. 
to    the   doors   of 
branches:  "Carolina   h, 
[bankruptcy]  protection.  > 
to  be  able  to  return  the  m. 
possible  percentage  of  your  lui 

HomeCold,  which  bought  >. 
olina  in  1991,  was  a  publicly  tr.i 
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mortgage  lender  in  Greenville,  S.C.  For  five  years,  unbe- 
knownst to  many  of  Carolina's  investors,  their  money  had 
)€en  financing  subprime  loans  by  HomeGold — loans,  that  is, 
:o  people  with  spotty  credit.  The  only  reference  to  HomeGold 
-vas  a  quick  mention  deep  in  the  fine  print  of  the  Carolina 
unk-bond  prospectus.  Now  both  Carolina  and  HomeGold 
ire  bankrupt,  and  8,300  Carolina  customers  are  out  $275  mil- 
ion.  Even  Donald  Bobo,  a  Carolina  director,  didn't  get  out  in 
(ime,  losing  more  than  $900,000,  according  to  one  estimate. 
HomeGold  shareholders  and  creditors  are  out  millions  more, 
-iquidation  of  the  remaining  assets  could  bring  in  a  measly  10 
ents  on  the  dollar. 


Its  financial  adviser  and  two  former  employees,  charging  that 
HomeGold  destroyed  the  finance  company  he  founded,  Home- 
Sense,  when  it  overstated  its  profits  before  buying  HomeSense 
m  2000.  "I  sympathize  with  the  investors  who  have  lost  money 
in  HomeGold  because  I,  too,  put  my  hfe's  work  into  this  com- 
pany. I  believed  that  I  could  turn  the  company  around,"  states 
Sheppard  in  an  e-mail. 

Court  documents  and  SEC  filings  lay  out  a  complex  operat- 
ing structure.  Cash  from  Carolina  was  used  to  fund  Home- 
Gold's  high-interest-rate  mortgages.  HomeGold  either  securi- 
tized  pools  of  loans  in  the  secondary  market  or  sold  them 
outright.  Proceeds  were  used  to  pay  off  lines  of  credit  and  cover 


ed  investors  didn't  spot  the  trouble  until  $275  million  went  missing.  By  Rob  Wherry 


Every  day 

residents  of 

Easley,  S.C. 

drive  by  this 

tawdry  sign— 

a  reminder  of 

their  broken 

dreams. 


How  did  so  much  money 
get  lost  without  anyone's  notic- 
ing? John  Hagins,  a  lawyer  rep- 
resenting some  of  the  duped 
investors,  describes  Carolina 
this  way:  "[It]  depended  on 
continued  deposits  to  pay  a 
return  to  earlier  [ones]."  The 
state  attorney  general's  office 
suspected  trouble  at  Home- 
Gold  as  early  as  1999  but  was 
prevented  from  stepping  in  by 
state  law  that  allows  investiga- 
tions only  in  cases  of  clear 
fraud,  not  mere  bad  business 
sense.  Because  the  bonds  were 
sold  only  to  South  Carolina  res- 
idents, the  bonds  escaped  the 
need  for  Securities  &  Exchange 
Commission  registration. 

Now  a  criminal  investiga- 
tion has  begun.  Larry  Owen, 
Carolina  president  since  1989 
and  a  prominent  figure  in  the 
area  for  decades,  declared 
before  2,000  people  at  a  public 
creditors'  hearing  that  he  hadn't 
read  a  HomeGold  SEC  filing 
since  2000,  relying  only  on  rosy 
written  reports  from  Home- 
Gold  executives.  He  also  admit- 
ted he  had  convinced  employ- 
ees to  talk  weary  investors  out 
of  pulling  their  money  from 
Carolina.  Owen's-lawyer  says  he 
didn't  do  anything  wrong. 

Ronald  Sheppard,  Home- 
Gold's  chief  executive,  considers 
himself  a  victim.  He  is  suing  the 
company's  outside  accountants, 


expenses.  Any  cash  left  over  was  funneled  back  to  Carolina  to 
service  the  7.5%  bonds. 

HomeGold's  problems  trace  back  to  1995.  That  year  the 
company  turned  a  $657,000  profit  on  $26  million  in  revenue 
from  auto,  home  and  small-business  loans.  Then  its  chief  execu- 
tive, John  Sterling,  bought  into  the  subprime  industry  fad  and 
morphed  HomeGold  into  an  easy-credit  juggernaut.  He  ceased 
Carolina's  own  lending  program  to  devote  the  operation  almost 
exclusively  to  the  sale  of  debt  instruments  to  raise  ftinds  for  use 
by  HomeGold.  In  November  of  that  year  he  raised  $45  million  in 
a  public  offering  at  $13  per  share. 

Sterling  grew  addicted  to  securitization.  In  1995  HomeGold 
got  one- third  of  its  revenue  from  the  gain  on  sale  of  its  subprime 
loans.  Two  years  later  gain  on  sale  accounted  for  42%  of  its  $127 
million  revenue.  The  shares  hit  $20  in  the  fourth  quarter  of  1997. 
The  stampede  into  subprime  lending  in  the  mid-1990s  had 
to  end  badly  Of  the  top  25  subprime  companies  in  1998, 17  had 
disappeared  from  that  upper  echelon  four  years  later.  Home- 
Gold's  lending  premiums  shrank.  Loan  originations  plum- 
meted, and  gain-on-sale  revenue  fell  82%  to  $9.5  million  in 
1998.  HomeGold  finished  that  year  with  its  first  deficit  since 
1991.  Sterling  laid  off  hundreds  of  workers  and  closed  locations 
he  had  opened  just  a  year  before.  In  1999  the  company  had  an 
operating  loss  of  $35  million  on  $29  million  of  revenue. 

By  2000  Sterling  decided  to  buy  a  smaller  competitor  called 
HomeSense,  founded  and  run  by  Ronnie  Sheppard.  Sterling 
stepped  up  to  chairman,  naming  Sheppard  as  his  chief  execu- 
tive. Under  Sheppard,  HomeGold  threw  good  money  after 
bad.  By  the  end  of  2002  it  owed  Carolina  $275  milhon.  Shep- 
pard resigned  on  Nov.  19,  but  he  wasn't  gone  for  good.  A 
month  later  he  set  up  two  companies  that  borrowed  $3  million 
from  HomeGold  to  buy  back  some  of  his  original  HomeSense 
assets.  "I  am  working  day  and  night  to  make  [my  new  com- 
pany] successful,  which  hopefully  over  time  will  provide  a  sub- 
stantial return  to  all  investors  who  lost  money  in  HomeGold," 
says  Sheppard. 

So  far  no  payments  have  been  made.  Inspired  by  the  collapse 
of  Carolina,  the  state  legislature  rammed  through  a  law  this 
summer  giving  prosecutors  more  teeth  to  indict  securities 
fraudsters.  Cold  comfort  for  Carolina's  investors.  r 
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The  Little  Car 
That  Could 

GM's  next-generation  small  car  is  finally  coming. 

But  after  a  difficult  birth,  can  it  make  money?  |  by  joann  muller 


GENERAL  MOTORS'  NEW  CHEV- 
rolet  Cobalt  will  no  doubt 
make  a  splashy  entrance  when 
it  debuts  in  late  December  at 
the  Los  Angeles  auto  show.  It's 
just  a  modest,  entry-level  compact,  but 
if  all  goes  right  it  will  have  a  feature  *hat 
hasn't  come  with  GM's  small  cars  for 
years,  namely,  profits.  The  under- 
lying message:  GM  is  back- in  the  car 
business. 

While  Detroit  automakers  were  feast- 
ing on  truck  profits  over  the  past  decade, 
foreign  competitors  waltzed  away  with 
55%  of  the  U.S.  passenger  car  market. 
(They  had  34%  in  1993.)  Embarrassed  by 
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their  loss  of  leadership,  GM,  Ford  and 
Chrysler  are  now  spending  billions  to 
develop  a  slew  of  new  sedans  and  sports 
wagons,  including  many  big,  rear-wheel- 
drive  models. 

But  the  Cobalt,  as  a  small  car,  will  be 
an  especially  tough  test  for  GM.  It's  hard 
enough  for  a  Korean  or  Japanese  com- 
pany to  make  money  on  a  small  car;  for 
Detroit,  it's  next  to  impossible.  GM  was 
losing  about  $1,000  per  vehicle  on  the 
Chevy  Cavalier,  the  outdated  compact 
that  Cobalt  will  replace.  And 
that  was  in  the  mid-1990s, 
■    "ore  incentives  kicked  into 
1.  ;h  gear.  Today  the  Cava- 


lier, which  ranges  in  sticker  price  fro 
$11,000  to  $18,000,  comes  with  a  di 
count  of  as  much  as  $3,500. 

With  the  Cobalt,  GM  is  hoping  it  h  ] 
finally  cracked  the  code  that  will  ke< 
costs  down.  It  developed  a  car  with  few 
parts  to  make  it  easier  to  assemble,  wra' 
gled  union  cooperation  and  got  suppli 
help.  GM  is  spending  $300  million — abo 
half  of  the  total  investment  for  Cobalt — 
replace  outdated  machinery  at  its  Lor 
stown,  Ohio  plant  with  its  most  efficie 

_.    ^  .   .       .  and  flexible  manufacturi) 

The  Cobalt  took  „,.,  ,      ,      ,, 

$1  billion  to  develop,  and  ^y^^ems.    We  re  deadly  se. 

union  cooperation  to  ous  about  this  being  a  crec 

cut  costs.  ble    product,"    says    Lc 
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Four  ways  the  right 

insurance  protection  can 

complete  your  retirement  plan 


You're  working  hard  to  grow  wealth  for  a  comfortable  retirement.  But  if  you 
haven't  protected  your  assets  against  some  very  real  risks,  your  plan  isn't 
complete.  That's  where  Prudential  Financial  can  help.  We'll  explore  a  variety 
of  ways  life  insurance  can  help  protect  your  retirement  plan.  And  show 
you  how,  in  addition  to  a  death  benefit,  life  msurance  can  provide  potential 
cash  accumulation  to  supplement  your  retirement  income!  It's  the  knowledge 
you  need  to  retire  with  confidence— and  you'll  fmd  it  at  Prudential. 


Retirement 

Protection 

Solutions 


Prudential's  asset 
protection  solutions 
are  available  through 
licensed  Prudential 
professionals,  as  well 
as  many  independent 
financial  professionals. 
Ask  your  financial 
professional  about 
our  wide  selection 
of  products. 

•  Variable  life  insurance 

•  Universal  life  insurance 

■  Term  life  insurance 

■  Income  protection 

■  Estate  protection 

■  Business  protection 


Situation  1: 

Premature  deatli  of  a  spouse 

Life  insurance  can  help  you  realize 
the  retirement  you  have  planned,  even 
if  your  spouse  can't  be  there  with  you. 
A  Prudential  professional  can  review 
your  life  insurance  needs  and  make 
sure  you're  adequately  covered.  So  you 
won't  have  to  worry  about  obligations 
like  mortgage  and  college  payments 
diverting  funds  from  your  retirement. 

Situation  2: 
Business  planning 

If  you  own  a  business,  a  smart  business 
continuation  strategy  should  be  part  of 
your  retirement  plan.  Life  insurance 
can  serve  a  variety  of  critical  business 
continuation  needs,  from  protecting 
against  financial  losses  caused  by  the 
death  of  a  key  employee,  to  helping  ensure 
a  smooth  transition  when  you  retire. 


Situation  3: 
Needing  long  term  care 


At  some  point  in  your  life,  there's  a  chance 
you'll  need  care  for  a  long  term  illness  or 
ir\jury— care  that  can  have  a  high  price 
tag.  Long  term  care  insurance  can  help  you 
meet  these  rising  costs,  while  protecting  the 
wealth  you've  allocated  for  retirement. 
Talk  to  a  financial  professional  to  see  if 
this  coverage  is  right  for  you. 


Situation  4: 
Suffering  a  disability 


A  disabling  illness  or  iiyury  can  have 
devastating  financial  implications— the 
absence  of  cashflow  from  missed  time  at 
work  could  take  its  toll  on  your  overall 
assets.  We'll  show  you  how  disability  income 
insurance  and  other  income  protection 
strategies  can  help  keep  your  retirement 
funds  out  of  harm's  way. 


Start  witli  a  compreiiensive  needs  analysis.  A  thorough  insurance  needs  analysis 
provides  an  in-depth  look  at  the  areas  where  you  might  need  financial  protection,  'mke 
the  first  step  toward  a  more  confident  retirement.  Contact  an  independent  agent  in  your 
area,  or  schedule  an  appointment  with  a  Prudential  financial  professional  near  you. 

1-800-THE-ROCK  ext.3133       www.prudentiai.com 

Prudential  (^  Financial 

•  Growing  and  Protecting  Your  Wealth® 

110/2003  Policies  contain  exclusions,  limitations,  reductions  of  benefits  and  terms  for  keeping  them  in  force.  Your  financiol  professional  can  provide  you  with  costs  and 

ipiete  details.  For  more  complete  Information  about  variable  life  insurance,  including  charges  and  expenses,  call  for  a  prospectus.  Read  it 

etully  before  you  mvest  or  send  money.  Life  insurance  is  issued  by  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates  Securities  products 

5«™«5  ore  offered  through  Pruco  Securifies  Corporation  (member  SIPC).  All  are  Prudential  Financial  companies.  Each  is  solely  responsible  for  its  own  financial  condition 

;'  contractual  obligations.  Withdrawals  and  loons  will  reduce  cosh  values  and  death  benefits,  and  may  have  tax  consequences.  Availability  of  disability  income  and  lona-term 
^insurance  vanes  by  carrier  and  state.  lfS-A084839 
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Kept  alive  by  incentives,  the  Cavalier  is  still  GM's  bestselling  car, 
with  217,000  units  sold  so  far  this  year.  The  Cobalt  will  replace  it. 


The  Chevy  Aveo,  built  in  Korea  by  GM's  Daewoo  subsidiary,  will  start  ai 
$9,995— and  is  aimed  at  fighting  off  low-priced  Korean  brands. 


Queen,  vehicle  line  executive  for  Cobalt. 

Walking  away  from  the  low-margin 
small-car  business  isn't  an  option.  GM 
needs  to  sell  a  high-volume,  fuel-efficient 
car  so  it  can  can  meet  the  government's 
corporate  average  fuel  economy  (CAFE) 
standards  for  its  passenger  car  fleet.  And, 
without  an  appealing  entry-level  car,  GM 
would  forfeit  a  chance  to  hook  young 
buyers  early. 

Developing  the  Cobalt  was  a  night- 
mare. It  originated  in  the  late  1990s  as 
part  of  GM's  ambitious  effort  to  develop  a 
new  chassis  for  small  cars,  called  Delta, 
that  could  be  used  for  cars  made  and  sold 
around  the  world  and  under  different 
brands.  Beset  by  high  costs,  complicated 
labor  issues  and  bickering  among  engi- 
neers, however,  the  project  veered  off 
track  several  times. 

Then,  in  September  2001,  with  its 
market  share  falling  to  new  lows,  GM  got 
serious.  It  plucked  Queen  away  from  a 
small-truck  project  and  gave  her  author- 
ity to  do  what  was  needed  to  build  a  small 
car  that  would  match  the  best  the  Japan- 
ese had  to  offer,  and  still  make  a  profit. 
Her  first  move  was  to  round  up  execu- 
tives from  across  GM  to  clear  bureaucratic 
roadblocks  that  had  hampered  its  efforts 
in  the  past.  The  group  looked  for  money- 
saving  ideas.  One  obvious  answer:  use 
more  off-the-shelf  components  from 
other  GM  models — such  as  the  power- 
window  regulator  from  SatCirn  Ion- 
rather  than  designing  r.<.-w  ones  froi 
scratch. 

To  build  the  car  efficiciui)  GM  ii.iu  to 
change  entrenched  workplace  customs. 
UAW  Local  1112  had  a  reputation  as  one 
of  the  most  militant  locals  in  tlie  nation. 


But  as  foreign  sales  rose  in  the  early 
1990s,  says  Jim  N.  Graham,  UAW  local 
president  for  the  past  seven  years,  worker 
attitudes  changed.  "At  some  point  we 
realized — along  with  Detroit  manage- 
ment— that  we  are  not  the  enemy.  Man- 
agement is  not  the  enemy.  The  enemy  is 
Japan.  They  were  killing  us." 

So  in  an  unprecedented  move,  GM 
opened  its  financial  books  to  UAW  lead- 


weren't  intending  to  attack  the  small- 
car  market  on  two  fronts.  Instead  of  try- 
ing to  stretch  Cobalt  across  a  wide  swatl 
of  price  levels,  as  it  had  done  with  Cav 
alier,  GM  will  position  Cobalt  as  a  pre 
mium  small  car,  where  it  will  competi 
with  versions  of  the  Toyota  Corolla  anc 
Honda  Civic  that  sell  for  $15,000  t( 
$18,000.  In  the  $10,000  to  $15,00( 
range,  where  Korean  automakers  havi 


"At  some  point  we  realized— along  with 
Detroit  management— that  we  are  not  the 
enemy.  The  enemy  is  Japan." 


ers,  laying  out  the  business  case  for 
Cobalt.  In  return  Graham  helped  lobby 
the  state  of  Ohio  for  tax  incentives 
worth  $24  million. 

Workers  agreed  to  toss  out  rigid  work 
rules  and  union  job  classifications  that 
often  resulted  in  waste;  so  now  some 
workers  perform  multiple  jobs.  One  of 
the  biggest  issues  was  GM's  need  to  keep 
production  of  Cavalier  going  even  as  it 
installed  a  new  body  shop  and  assembly 
process  for  the  Cobalt.  The  UAW  agreed  to 
shift  some  work  to  outside  suppliers,  at 
least  temporarily. 

Graham  says  the  more  efficient  plant 
will  mean  about  600  fewer  jobs,  down 
from  3,600  today.  But  the  jobs  that 
'emain  could  well  have  moved  to  Mexico. 

'".M  won't  disclose  financial  detaOs  for 
.  but  insists  the  car's  costs  will  be 
lu         )ugh  to  make  it  profitable,  thanks 
to  '■  •   '    \\v. 

i   o.  the  business  case  for  Cobalt 
pr^'        y  wouldn't  have  worked  if  GM 


made  inroads,  GM  will  offer  the  Chev 
Aveo,  built  in  Korea  by  its  new  sub 
sidiary,  GM-Daewoo  Automotive  Tech 
nologies.  And  to  spread  costs  more,  GN 
will  build  spinoffs  of  Cobalt,  includin 
the  Pontiac  Pursuit  for  Canada  and  th 
retro-looking  Chevy  HHR  for  the  U..' 
These  will  keep  the  Lordstown  plan 
running  at  full  capacity  of  nearl 
345,000  vehicles  per  year. 

By  the  time  the  Cobalt  is  ready,  th 
Cavalier  will  be  ten  years  old.  That' 
ancient  in  a  business  where  car  design 
are  typically  refreshed  every  four  or  fiv 
years.  Yet  thanks  to  generous  incentive 
Cavalier  sales  have  remained  relativel 
strong.  Though  it  has  fallen  well  behin 
the  Corolla  and  Civic  in  the  past  fe' 
years,  the  Cavalier  is  still  GM's  besl 
selling  passenger  car,  with  217,000  uni' 
sold  so  far  this  year,  up  4%  from  a  yes 
ago.  If  the  Cobalt  can  deliver  a  Cavali< 
volume  without  a  Cavalier  discount, 
will  be  a  winner.  I 
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If  we  are  what  we  eat, 
the  future  is  looking  beautiful. 


iW.W' 


i 


■'■^r  ^^^ 


For  100  years,  ADM  has  worked  with  innovative  food  companies  and  the  American  farmer 

>  find  natural  ingredients  that  boost  taste  and  improve  health.  Right  now,  ADM  is  providing  heart-healthy 

Faltemativeswith  foods  from  soy.  And  on  the  horizon  are  vegetable  oils  that  help  you  curb  fat  and  lose  weight. 

Soon,  a  sensible  diet  will  be  something  we  can  all  Uve  with,  in  more  ways  than  one. 

Nature  has  answers.  Is  anyone  listening? 

Yes. 


ADM 

THE  NATURE  OF  WHAT'S  TO  COME" 


Siemens  spends  millions  on  user  manuals, 
with  dociimf^nt  management  software  that  sa 


Learn  more:  www.xerox.coin/learn  For  a  sales  rep:  1-800-ASK-XEROX  ext.  L 

©  2003  XEROX  CORPORATION  All  rights  reserved  XEROX.'  The  Document  Comp.v..  •  r.uj  Thsre's  a  now  way  to  look  at  it  are  Trademarks  of  XEROX  CORPORATION 
Siemens  SX]  available  as  limned  release  in  selected  markets 


ox  is  re-engineering  their  global  process 
e  and  money.  There's  a  new  way  to  look  at  it. 
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Vniight  Airnraft 


BY  PHYLLIS  BERMAN 

^'  TEP  INSIDE  THE  GRIM  HEADQUARTERS  OF  VOUGHT 

Aircraft  in  Dallas  and  you  think  of  neutron  bombs.  A 

golf  cart  takes  you  from  one  half-empty  buOding  to 

another  on  the  314-acre  campus.  Offices  have 

fresh  coats  of  paint  but  little  to  remind  you  of  TJlTling  IS  EVSrVthing 
the  glory  days  of  America's  second-oldest  maker  of  air- 
frames, founded  in  191 7  by  Chance  Milton  Vought,  the 
Wright  Brothers'  chief  engineer.  Once  part  of  the  pre- 
decessor companies  to  both  United  Technologies  and 
LTV  Corp.,  Vought  (rhymes  with  "bought")  made  the 
Corsair,  the  first  V  ?.  ';.',hter  plane  to  hit  400mph  (1940) 
and  the  Scout  mc!-      --  NASA  (1971). 

That  was  then.  -v,  pummeled  by  headwinds  in 
the  commercial  airline  bus,iiiess,  privately  held  Vought 
is  getting  by  making  ass  'cd  pieces  of  planes — from 
the  fuselage  to  the  tail  scl,  ,  —  for  prime  contractors, 
mainly  Boeing,  which  is  itself  sti  .:jz'-;ling.  Over  the  last 
three  years  revenues  have  shrunK    .    u  to  $1.2  billion. 


So  why  is  a  classy  merchant  bank  like  Carl} 
Group  keeping  company  with  Vought?  This  ultr 
weU-connected  private  equity  group  (its  princip; 
include  alums  from  the  Reagan  and  first  Bu 
Administrations,  such  as  Frank  Carlucd,  James  Bal<; 
and  Richard  Darman)  paid  $1.2  billion  in  cash  ai 
assumed  liabilities  in  2000  for  the  ailing  subcontra 
tor.  On  the  face  of  it,  an  odd  move.  By  virtue  of 
holdings  in  companies  like  U.S.  Marine  Repair  ai 
United  Defense  Industries,  Carlyle  is  the  equivale 
of  the  eleventh-largest  defense  contractor  in  t 
nation.  It  has  $16.2  billion  under  management  ai' 
claims  an  average  annual  return  of  35%. 

Maybe  it's  banking  on  being  lucky  twice.  In  19' 
Carlyle  snapped  up  Vought,  then  part  of  the  ban 
rupt  aerospace  unit  of  LTV,  putting  up  $38  million  i 
51%.  By  laying  off  one-fourth  of  its  9,000-emplo)' 
work  force,  Vought  turned  a  profit  almost  overnig 
Two  years  later  Carlyle's  partner  in  the  deal  paid  $1 
million  for  that  51%.  Great  timing  (see  chart). 

Question  is,  can  Carlyle  do  it  again?  The  odds ; 
longer  this  time.  "From  the  moment  the  compa 
became  independent  again,  in  2000,"  says  Ch' 
Executive  Tom  Risley,  a  34-year  veteran  of  Voug 
"we  wanted  to  diversify  and  have  a  50-50  mix 
commercial  and  military."  That  hasn't  happem' 
Sixty-six  cents  of  every  revenue  dollar  still  con' 
from  commercial  business — and  39%  of  total  sa' 
from  Boeing.  On  the  plus  side  Vought  has  garnei' 
$930  million  in  new  defense  contracts,  to  be  boo!' 
over  the  next  six  years.  They  include  such  promisi 
work  as  making  the  carbon-fiber  wings  for  Northi 
Grumman's  Global  Hawk,  the  unmanned  aircE 
that  has  seen  action  in  Afghanistan  and  Iraq;  the ! 
bilizing  device  for  Boeing's  F/A-22  Raptor,  the  worl 
first  supersonic  stealth  fighter;  and  the  wdng  skins 
Lockheed  Martin's  F-35,  better  known  as  the  Joint  Strike  Figh 
You  can't  rule  out  Vought  just  yet.  Since  2000  defense  procu 
ment  has  climbed  an  average  annual  7.1%,  to  a  projected  $68 1 
lion  next  year.  Vought  is  bound  to  get  a  piece  of  the  action. 


Carlyle  Group  invested  in  Vought  during  a  time  of  shrinking  Pentagon 
spending  and  sold  before  it  bottomed  out.  Can  it  now  ride  an  updraft? 
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National  Defense  procurement 
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1992 

Carlyle  buys 
51%  of  Vought 
Aircraft  for 
$38  million. 


1994 

Carlyle  sells  Vought 

shares  for  $130  million. 


Sources:  Vought:  U.S.  Office  of  Management  and  Budget. 


2000 

Carlyle  buys  Vought 

for  $1.2  billion. 
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Anger  M^nagPinPnT 


It's  All  the  Rage 

Anger  management  is  thriving,  despite  the  American  Psychiatric  Association 
and  an  awful  Adam  Sandler  movie.  But  is  it  ready  for  the  big  leagues? 


BY  DAN  SELIGMAN 


ANGER  MANAGEMENT  IS  ALL  OVER 
the  place.  News  stories  mentioning 
this  therapy  enter  the  Nexis  data- 
ase  at  a  rate  of  10,000  per  year,  versus  a 
altry  40  for  periodontal  surgery.  Type  in 
anger  management  treatment"  in 
ioogle,  and  you  get  over  300,000  entries, 
ivided  mainly  into  (a)  research  articles 
nd  (b)  self-promotion  by  practitioners 
aiming  they  can  cure  your  road  rage, 
esk  rage,  even  golf  rage.  Sony  Pictures 
jmehow  got  a  hit  out  of  a  mediocre 
dam  Sandier/Jack  Nicholson  comedy  on 
le  subject. 

Assisting  in  the  growth  of  the  ther- 
jy:  There  are  absolutely  no  barriers  to 
itry.  Anybody,  even  Mike  Tyson,  can 
wfully  proclaim  himself  an  anger- 
[lanagement  counselor,  and  if  the  tyro 
Dcsn't  exactly  know  what  to  do  when 
le  "patient"  comes  through  the  door, 
;  or  she  can  buy  (for  $28)  Anger  Man- 
lement:  The  Complete  Treatment  Guide- 
)ok  for  Practitioners,  by  two  lofty 
h.D.s,  Howard  Kassinove  and  Ray- 
ond  (Chip)  Tafrate.  The  book  includes 
sohd  chapter  counseling  practitioners 
ho  develop  anger  problems  of  their 
vn — not  exactly  surprising  when  one 
•ends  the  whole  day  with  people  who 
■  off  the  handle. 

Some  of  the  anger-management 
^ategies  lean  hard  on  cognitive  behavior 
erapy,  a  procedure  in  which  you  aim  to 
ink  differently  about  situations  that  trig- 
r  extreme  rage — to  see  that  it's  not  the 
id  of  the  world  when,  say,  another  driver 
-ts  in  front  of  you.  Another  therapy  cen- 
rs  on  relaxation  techniques.  A  third  ap- 
oach  emphasizes  the  development  of 
Dcial  skills"  that  will  presumably  enable 
e  hothead  to  disagree  calmly  with  oth- 
>.  It  is  unclear  which  therapy  works  best 
which  situations,  or  whether  any  of 
;m  really  work  at  all. 
And  yet  this  is  a  booming  market,  in 


part  because  it  has  fantastic  cost  advan- 
tages over  prison.  Putting  a  wife-beater  in 
prison  runs  several  hundred  dollars  a 
day — far  more  than  it  costs  to  put  the  guy 
on  probation  while  requiring  that  he  ac- 
cept counseling.  So  just  about  all  the  coun- 
try's probation  departments  have  lists  of 
known  counselors.  It's  a  good  deal  for  the 
state,  also  for  the  spousal  abuser,  who  pays 
less  than  $100  for  a  weekly  one-on-one 
session,  still  less  for  a  group  session.  There 
also  appears  to  be  demand  for  Internet 
and  telephone  counseling.  Jennings  Anger 
Management  CounseUing  Practice  Corp. 
of  Toronto  gets  $125  (Canadian)  plus  any 
long-distance  charges  for  a  prepaid  hour 
on  the  phone,  perhaps  with  Kathryn  Jen- 
nings, Ph.D.,  whose  cheerful  blonde  vis- 
age adorns  the  Web  site.  Visa,  debit  cards 
and  checks  accepted. 

Despite  being  a  huge  growth  situa- 
tion, the  field  appears  to  suffer  from  a 
kind  of  existential  angst.  Or  at  least  this  is 
the  impression  one  gets  in  talking  to  its 
more  serious  clinicians  and  researchers. 
They  have  a  dispirited  sense  that  patho- 


logical anger  has  not  yet  made  it  into  the 
big  leagues.  It  is  not  mentioned  in  the 
bible:  the  American  Psychiatric  Associa- 
tion's Diagnostic  and  Statistical  Manual  of 
Mental  Disorders.  Says  Kassinove:  "The 
mental  health  field  has  focused  for  the  last 
hundred  years  on  anxiety  and  depression 
and  simply  ignored  anger." 

So  the  anger-management  researchers 
yearn  to  get  pathological  anger  into  the 
DSM,  and  not  only  for  the  prestige  it 
would  bestow  on  their  work.  Jerry  L. 
Deffenbacher  of  Colorado  State  Univer- 
sity makes  the  point  that  research  fund- 
ing tends  to  be  based  on  established  diag- 
nostic categories;  in  their  absence,  the 
money  vanishes.  It  is  enough  to  make  an 
anger  specialist  quite  upset.  According  to 
Deffenbacher's  estimates,  somewhere 
between  2%  and  6%  of  Americans  would 
benefit  from  anger  treatment,  and  the 
mental  health  bible  is  simply  not 
acknowledging  the  problem. 

Lurking  here  is  a  certain  hostility 
between  the  two  APAs.  The  American  Psy- 
chological Association  takes  anger  man- 
agement seriously,  frequently  publishes 
articles  telling  us  it's  important  and  effec- 
tive and  is  also  prepared  to  serve  up 
numerous  experts  to  anyone  who  wants 
to  learn  more  about  it.  The  American 
Psychiatric  Association,  in  contrast,  seems 
profoundly  uninterested.  Responding  to  a 
request  for  interviews  on  the  subject,  it 
states:  "We  don't  think  we  can  comment 
on  treatments  offered  by  the  'anger  man- 
agement firms,'  since  we  don't  know 
what  specific  treatments  they  provide, 
nor  do  we  know  the  diagnostic  character- 
istics of  their  target  groups." 

So  which  APA  is  right?  The  inclination 
in  this  corner  is  to  go  with  the  psychia- 
trists over  the  psychologists.  And  to  agree 
with  the  crisp  judgment  rendered  by 
Chip  Tafrate:  "There's  just  not  a  whole  lot 
of  science  at  this  point. "  F 
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Art  Ally  says  he 
doesn't  control 
the  Timothy  Plan. 
"Christ  does." 
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Influence 


Born-again  Christian  Art  Ally  lobbied 
hard  for  Wal-Mart  to  cover  up  Cosmo. 

He's  just  getting  started. 


HE  MAGAZINE  PUB- 
lishing  world  was 
rocked  to  its  bindings 
earlier  this  summer 
when  Wal-Mart  an- 
nounced in  July  it 
would  begin  inserting 
astic,  U-shape  bHnders  to  cover  up 
leckout-lane  copies  of  women's  staples 
:e  Cosmopolitan,  Redbook  and  Glamour. 
le  cover  lines  were  simply  too  racy  for 
e  wandering  eyes  of  small  children. 

Champions  of  free  speech  (and  free 
terprise),  be  warned.  Wal-Mart,  respon- 
)le  for  15%  of  magazine  newsstand 
les  in  the  U.S.,  insists  the  decision 
is  purely  its  own.  It  came  two  months 
ter  the  company  stopped  carrying 
e  saucy  lad  magazines  FHM,  Maxim 
d  Stuff. 

Yet  it  is  hard  not  to  attribute  some 
iluence  on  the  Cosmo  cover-up  to  a  61- 
ar-old  former  certified  public  accoun- 
it  and  born-again  Christian  named 
thur  Ally.  His  letter-writing  campaign 
d  publicized  sale  of  10,000  Wal-Mart 
ares  preceded  the  move. 
Ally  declines  to  take  credit.  In  fact, 
's  unhappy  with  Wal-Mart's  solution. 
le  blinders,  he  says,  don't  cover  up 
ntgh  of  the  magazines.  "It's  a  bad  joke." 
Ally  believes  that  anyone  not  accept- 
Christ  won't  get  into  heaven,  that  ho- 
)sexuality  led  to  the  fall  of  the  Roman 
ipire  and  that  pornography,  abortion 
i  the  "homosexual  agenda"  are  going 


to  lead  to  the  fall  of  America.  "No  nation 
in  the  history  of  the  world  has  ever  sur- 
vived moral  collapse,"  he  states  solemnly, 
in  the  spartan  offices  in  Winter  Park,  Fla. 
from  which  he  runs  the  Timothy  Plan,  a 
$200  million  mutual  hmd  family  that  in- 
vests according  to  moral  principles. 

That  Ally  can  have  even  the  slightest 
impact  on  the  largest  company  in  the 
world  says  a  lot  about  the  intersection  of 
free  enterprise  and  restricted  special 
interests.  Wal-Mart,  with  4.4  billion 
shares  outstanding,  couldn't  care  less 
about  the  Timothy  Plan's  shares.  But  it 
probably  do'es  care  about  the  shoppers 
Ally  influences  (he  claims  to  have  lobbied 
on  behalf  of  8  million  followers)  and  the 
attendant  bad  publicity. 

So,  too,  do  other  companies.  In  Janu- 
ary 2000  Kroger  installed  blinders  over 
Cosmopolitan  in  all  its  checkout  lanes. 
This  October  Federated,  Kaufmann's  and 
Marshall  Field's  stopped  carrying  parts  of 
French  Connection's  line  of  clothing  and 
perfume  sold  under  the  puckish  brand 
FCUK  after  campaigns  mounted  by  the 
American  Family  Association  in  Tupelo, 
Miss,  and  the  Christian  Coalition  in 
Washington,  D.C.  The  retailers  say  they 
made  these  decisions  independently. 

Wal-Mart,  too,  is  adamant  that  it 
makes  all  of  its  merchandising  decisions 
independently.  But  it  is  an  open  secret 
that  many  of  the  arbiters  of  taste  in  Ben- 
tonville,  Ark.  share  the  same  religious 
convictions  as  some  of  the  Christian  lob- 


BY  LEIGH  GALLAGHER 


bying  groups.  Randall  Sharp,  director  of 
special  projects  for  American  Family  says 
he  has  developed  a  personal  relationship 
with  a  senior  executive  he  met  with  in 
1999.   Sharp   says   the   executive   has 
become  his  contact  and  they  have  prayed 
together  over  the  phone.  Ally  says  that 
during  a  phone  conversation  with  an 
executive  assistant  at  Wal-Mart  she  intro- 
duced herself  as  a  Christian  and  told  him 
she  personally  agreed  with  his  complaint. 
Swelled  with  success.  Ally  now  wants 
to  lobby  Target,  Albertsons,  convenience 
stores  and  drugstores,  with  the  goal  of 
ultimately     having     racy     magazines 
shielded  in  checkout  aisles  everywhere.  "I 
don't  quit,"  says  the  silver-haired  Ally, 
who  bears  a  strong  resemblance  to  come- 
dian Steve  Martin  and  drives  around  in  a 
white  Cadillac. 

Ally  never  went  to  church  as  a  child. 
His  father,  whose  birth  name  was  Ali 
Rashid,  was  a  Palestinian-born,  Muslim- 
raised  maitre  d'  who  immigrated  to  the 
U.S.  at  age  14.  His  mother  was  a  Protes- 
tant homemaker  from  Cleveland.  "I  was 
raised  in  a  very  pagan  way,"  he  explains. 
He  became  religious  after  high  school, 
when  he  met  his  wife,  Bonnie,  now  office 
manager  of  the  Timothy  Plan. 

Ally  spent  16  years  as  a  financial 
planner  for  Shearson  Lehman  Brothers, 
Prudential  Securities  and  on  his  own 
before  he  decided,  in  1993,  to  serve  the 
Christian  community.  The  Timothy  Plan 
started  as  a  single,  no-load,  small-cap 
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value  fund  but  drew  scant  assets  until 
Ally  switched  it  to  a  load  fund. 

Today  the  Timothy  Plan  (so  named 
for  a  verse  in  the  book  of  Timothy  that 
deals  with  avoiding  evil  and  providing  for 
family)  is  a  family  of  eight  funds  with 
15,000  investors.  Timothy  contracts  out 
the  stock  picking  to  various  money  man- 
agement firms,  who  are  given  free  rein  to 
pick  stocks  so  long  as  they  avoid  400 
blacklisted  companies  Ally  and  his  team 
of  ten  employees  deem  supportive  of 
"moral  decadence." 

For  the  12  months  ended 
Sept.  30  the  Timothy  Plan 
Aggressive  Growth  Fund  was 
up  25.9%  and  the  Small-Cap 
Value  Fund  was  up  24%.  Dur- 
ing the  same  time,  the  S&P  500 
was  up  24.4%,  and  the  Russell 
2000  Small  Cap  Index  was  up 
36.5%.  Timothy's  expense 
ratios  are  capped  at  1.35%  for 
fixed-income  funds  and 
1.75%  for  equity  funds. 

Entertainment  companies 
are  big  offenders.  Timothy 
takes  particular  offense  at  Via- 
com's  Comedy  Central  TV 
movie  Porn  'n  Chicken,  which 
follows  a  band  of  undergrad- 
uates as  they  throw  together 
an  X-rated  film.  "Evidently 
Viacom  and  Comedy  Central 
think  that  what  men  love 
most  are  pornography  and 
chicken,"  sniffs  the  Timothy 
Web  site.  It  serves  up  ready- 
for-mailing  "letters  to  the 
chairman,"  blasting  Johnson  &  Johnson 
for  marketing  the  morning-after  pill  Pre- 
ven  ("This  blatantly  antilife  product 
speaks  for  itself)  and  Motorola  for  "sup- 
porting the  Gay,  Lesbian  and  Bisexual 
groups  since  1993."  It  shuns  Disney  and 
American  Express  for  the  same  reason.  "I 
used  to  work  at  [American  Express  divi- 
sion] Shearson,"  Ally  says  bitterly.  "I  saw 
some  stuff."  Yet  he  insistshc  isn't  a 
homophobe.  "I'll  share  Christ  with  any 
homosexual.  But  the  pra, 
homosexual  is  pretty  gross   , 

So  too,  apparently,  art  ■ 
lines.  In  March  2002  Ally  and  ■. 
were  waiting  in  the  checkout  line  at 
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Mart  when  his  eyes  fell  on  the  magazine, 
which  touted  a  story  about  oral  sex. 
Offended,  he  brought  the  copy  to  a  super- 
visor and  asked  her  to  read  it  to  him. 
According  to  Ally  the  supervisor  stam- 
mered, said  she  couldn't  and  suggested  he 
write  a  letter  to  Vv^al-Mart  Chief  Executive 
Lee  Scott  to  complain.  He  did,  and  five 
rounds  of  letters  later  Wal-Mart's  final 
word  came  down:  It  wouldn't  make  any 
changes.  AUy  called  his  fund  advisers  and 
ordered  them  to  sell  the  Timothy  Plan's 


such  as  Morality  in  Media,  the  America) 
Decency  Association  and  Concernci 
Women  for  America,  bundled  letter 
from  all  of  them  and  sent  them  in  a  pack 
age  to  Wal-Mart  in  January. 

AUy  didn't  hear  back  after  that,  but  ii 
May  Wal-Mart  said  it  would  stop  carry 
ing  Maxim,  FHM  and  Stujf.  Two  month 
later  it  announced  it  would  shield  th 
women's  books.  "Several  internal  peopl 
made  that  decision  after  reviewing  sever; 
recent  editions  of  those  magazines,"  say 


The  Timothy  Plan  blackballs  companies  that  support  abortion,  pornography, 
gay  rights,  alcohol,  tobacco  or  gambling.  Here  are  a  few  It  vilifies  on  its  Web  site. 


1    COMPANY 

VIOLATION 

DESCRIPTION 

Viacom 

Entertainment 

"Permeates  airwaves  with  a  multitude 
of  offensive  shows." 

Motorola 

Gay  rights 

"Engaged  in  and  supporting  some  very  question- 
able activities,"  e.g.,  domestic  partner  benefits. 

Johnson  &  Johnson 

Morning-after  pill 

"This  blatantly  antilife  product  speaks  for  itself." 

Host  Marriott 

Pay-per-view  porn 

"[Those]  who  understand  the  destruction             1 
pornography  causes  would  probably 
prefer  to  avoid  investing." 

Harrah's 
Entertainment 

Gambling 

"Also  promotes  pornography  with 
topless  dance  troupe." 

)f 


10,000  Wal-Mart  shares;  he  sent  a  press 
release  over  PR  Newswire  announcing  the 
reason  for  the  sale. 

Ally  was  following  in  the  footsteps  of 
the  American  Family  Association.  The  AFA's 
Randy  Sharp  flew  to  Bentonville  in  1999  to 
discuss  similar  concerns  with  a  senior  ex- 
ecutive, while  the  American  Decency  Asso- 
ciation took  out  a  fiill-page  ad  in  the  New 
York  Times  in  2000  and  regularly  sends  out 
letters  to  515  grocery  store  chains. 

But  when  Ally's  public  stock  sale  drew 
the  attention  of  other  Christian  groups, 
he  realized  the  groups  could  have  more 
impact  if  they  banded  together.  He  called 
the  heads  of  several  Christian  groups. 


a  spokesperson  in  an  e-mail. 

Ally  has  big  plans  for  the  future.  I 
wants  to  launch  a  private  equity  fur 
that  invests  in  companies  with  Chris 
ian  values.  He  is  developing  a  ten-ho 
seminar  on  biblical  stewardship  that  1 
will  teach  to  Christian  financial  plannc 
so  that  they  can  deliver  it  to  the 
churches. 

And  as  soon  as  he  clears  his  plate,  A 
says  he  will  return  to  lobbying.  I 
recently  got  his  local  Publix  to  inst 
blinders  over  Cosmopolitan  after  he  coi 
plained.  "Our  moral  foundafion  is  crui 
bling,"  he  says.  "We  are  in  a  war  for  t 
soul  of  America." 
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itroducing 

igh  performance  technology  that's  also 
ood 

Jt       LIIW      wIIVIIV/IIiIIwIILb     Now  you  can  burn  more  rubber  and  less  gas.  Toyota's  revolutionary  new 
irid  Synergy  Drive'  combines  a  gasoline  engine  with  a  powerful  electric  motor  that  never  needs  to  be  plugged  in. 

result?  Super-efficient,  super-charged  performance. 

example,  Hybrid  Synergy  Drive  will  inject  a  V6  SUV  with  the  power  and  torque  of  a  V8.  Remarkably,  the  SUV  will  also  achieve 

average  fuel  efficiency  of  a  compact  car  with  a  fraction  of  conventional  emissions. 

groundbreaking  yet  affordable  technology  has  already  hit  the  roads  in  the  all-new  Prius.  And  soon,  Hybird  Synergy  Drive  will  be 
lable  in  more  and  more  Toyota  products  -  including  SUVs. 
!  day,  all  cars  may  be  quicker  off  the  mark.  And  slower  to  leave  a  mark. 
3ta.com/tomorrow 
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Wild  goaltcnders  ' 
Dwayne  Roloson  ai  . 
Manny  Fernandez  do  i 
not  earn  much  but  are ' 
solid  puck-stoppers. 
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Hockey  Team  Values 
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The  cheapskate  business 
Rlan  of  some  St.  Pauli 
executives  shows  how  a 
small-market  hockey  team  ■ 
can  maki  money  and  still  be  I 
competitive  I  by  mary  ellen  egan 
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IT'S  HARD  TO  MAKE  A  PROFIT  WITH  A  SMALL-MARKET 
National  Hockey  League  team.  Last  season  the  St.  Louis  Blues 
lost  $29  million,  the  Mighty  Ducks  of  Anaheim  dropped 
$11  million,  and  the  Carolina  Hurricanes  were  $13  million 
in  the  red.  One  reason:  Hockey  owners  don't  get  bailed  out  by 
their  rivals  the  way  football  owners  do.  Only  12%  of  the  hockey 
league's  $2.1  billion  revenue  is  shared  among  its  30  teams,  com- 
pared with  the  62%  teams  spht  in  the  National  Football  League. 
So  the  premium  in  the  NHL  is  on  cost  control  and  smart 
management.  Which  is  why  the  expansion  Minnesota  Wild, 
only  in  its  fourth  season,  had  an  operating  profit  (earnings 
before  interest,  taxes  and  depreciation)  of  $20  million  last  sea- 
son, the  highest  in  the  league.  They're  not  too  bad  on  the  ice, 
either.  The  Wild  reached  the  Stanley  Cup  semifinals  last  season 
and  has  sold  out  every  home  game  since  inception.  FORBES  esti- 
mates the  team's  value  has  increased  20%,  the  second-most  in 
the  league,  to  $166  million — number  1 1  on  our  list — since  last 
season,  ahead  of  big-market  teams  like  the  New  York  Islanders 
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Hnnkfiy  Team  Values 


GAME  MISCONDUCT  Hockey  team  values  are  down" over  the  past  year  over  concerns  that  players 
going  to  brawl  during  negotiations  for  the  next  collective-bargaining  agreement,  leading  to  game  cancelations 


TEAM/PRINCIPAL  OWNER  (YEAR  ACQUIRED) 


and  owners  are 


'N 


New  York  Rangers/Cablevision  Systems  ('97) 


Dallas  Stars/Thomas  Hicks  ('95) 


Toronto  Maple  Leafs/Larry  Tanenbaum  ('94) 


Philadelphia  Flyers/Comcast-Spectacor  ('96) 
Detroit  Red  Wings/Michael  Mitch  ('82)     


Colorado  Avalanche/Stanley  Kroenke  ('00) 


Boston  Bruins/Jeremy  Jacobs  ('75) 


Chicago  Blackhawks/William  Wirtz  ('54) 


Los  Angeles  Kings/Philip  Anschutz,  Edward  Roski  Jr  ('95) 


Montreal  Canadiens/George  Gillett  Jr  ('01) 


Minnesota  Wild/Robert  Naegele  Jr  ('97) 


New  York  Islanders/Charles  Wang,  Sanjay  Kumar  ('00) 


St  Louis  Blues/William  Laurie,  Nancy  Laurie  ('99) 

New  Jersey  Devils/Raymond  Chambers,  Lewis  Katz  ('00) 


Columbus  Blue  Jackets/John  H  McConnell  ('97) 
San  Jose  Sharks/Kevin  Compton.  Gregory  Reyes  ('02) 

Tampa  Bay  Lightning/William  Davidson  ('99) 

Washington  Capitals/Theodore  Leonsis  ('99) 

Vancouver  Canucks/John  McCaw  Jr  ('95) 

Phoenix  CoyotesVSteve  Ellman  ('01) 

Ottawa  Senators/Eugene  Melnyk  ('03) 
Pittsburgh  Penguins/Mario  Lemieux  ('99) 
Florida  Panthers/Alan  Cohen  ('01) 

Mighty  Ducks  of  Anaheim/Walt  Disney  Co  ('92) 

Atlanta  Thrashers'^/Time  Warner  ('97) 
Carolina  Hurricanes/Peter  Karmanos  Jr  ('94) 
Nashville  Predators/Craig  Leipold  ('97) 


Calgary  Flames/Calgary  Flames  Limited  Partnership  ('80) 
Buffalo  Sabres/Thomas  Golisano  ('03) 
Edmonton  Oilers/Edmonton  Investors  Group  ('98) 
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REVENUES 
($MIL) 

Operating 

INCOME' 
($MIL) 

$113 
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5.6 
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89 
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1.0 
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1.6 

71 

-5.4 

79 

20.1 
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67 
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73 

-9.4 

)6 
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^1 
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I 
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59 
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59 
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46 
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50 
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48 
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70 
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Revenues  and  operating  Income  are  for  2002-03  season.  NM:  Not  meaningful  (last  transaction  within  past  3  years).  'Value  of  team  based  on  current  arena  deal  (unless  new  arena  is  pending), 
without  deduction  for  debt  (other  than  arena  debt).  'Current  team  value  compared  with  most  recent  transaction.  ^Includes  arena  debt.  "Earnings  before  interest,  taxes  and  depreciation. 
'Value  adjusted  for  new  arena,  "Sale  pending  to  Atlanta  Spirit.  STATISTICS  EDITOR:  KURT  BADENHAUSEN.  RESEARCHERS:  CECILY  FLUKE,  LESLEY  KUMP  AND  MICHAEL  K.  OZANIAN. 


and  the  Stanley  Cup  champion  New  Jer 
sey  Devils. 

"People  are  looking  at  them  a<a 
model  franchise — not  oversperfding, 
playing  well,  selling  out  tickets  anq  selling ^ 
out  their  suites,"  says  Gordon  \^aint- 
Denis,  president  of  Triton  Sports  A^ci- 
ates,  a  professional  sports  valuation  com=~ 
pany.  Saint-Denis  uses  this  trie  for 
hockey  team  efficiency:  At  the  euv  the 
sca.son  each  team's  point  total  (froni  r- 
and  tics  on  the  ice)  is  divided  by  the  gro.s . 
payroll.  By  that  measure  the  Wild  has 


been  the  most  efficient  team  in  the  league 
for  the  past  three  years:  In  the  2002-03 
"season  each  point  cost  the  Wild  $218,000, 
compared  with  the  New  York  Rangers' 
$1.02  million  per  point. 

Wnat  a  change  from  ten  years  ago, 
wh^n  the  moneylosing,  goal-challenged 
North  Stars  left  the  Twin  Cities  for  Dallas 
after  then-owner  Norman  Green,  a  na- 
tive Canadian,  couldn't  get  the  politicians 
'  ""ort  the  remodeling  of  the  arena. 
■  -ck  and  gloom  among  the  citizenry 
.■     •  .  ioUowod.  In  hockey-crazed  Min- 


nesota, where  high  school  and  coUej 
teams  are  followed  with  evangelical  fe 
vor,  what  could  be  more  shameful  th< 
the  state's  only  pro  hockey  team  defectii 
to  Texas?  It  was  unthinkable. 

No  surprise  then  that  pro  hock 
mania  resurfaced  four  years  later  when  t 
NHL  said  it  would  expand  the  league 
four  teams.  Faster  than  a  slap  shot,  a  groi 
of  Twin  City  businessmen  led  by  Rob( 
Naegele  Jr.,  who'd  owned  a  billboard  oi 
fit  and  the  highly  successful  Rollerbla 
firm,  skated  right  to  center  ice. 
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Ours  isn't  the  only  name  on  the  box. 

^arl  believes  that  a  man  is  only  as  good  as  his  word,  Each  week,  hundreds^ 
of  packages  leave  his  watchful  eye  and  head  a^nto:  the  highways." 
Carl's  not  worried.  He  relies  on  FedEx  Groulcf; to  deliver  his  businessl 
shipments  on  time  with  a  money-back  guarantee.  Carl's  nevv  at  Smith 
Bicycle,  and  already  trusted  in  fifty  states 


el  ax,  it's  FedB 


Sf6rieV'ba:ck  guarantee. 


Ground 


Hnnkfiy  Team  Values 


CRACKS  IN  THE  ICE 


Despite  a  $30  million  increase  in  revenues,  National  Hockey  League  team  values  fell  3% 
from  2002  levels,  to  an  average  of  $159  million.  It's  a  buyer's  market:  Players  and  owners 
are  haggling  over  a  new  collective-bargaining  agreement  to  replace  the  one  that  expires 
after  this  season.  Rinks  could  be  dark  for  weeks  if  not  months  next  season.  Plus  the 
next  national  TV  deal  likely  won't  be  as  lucrative  as  the  current  one,  which  provides  only 
$6.8  million  per  team. 

According  to  bankers,  at  least  7  of  the  league's  30  teams  are  on  the  block,  including 
California's  Mighty  Ducks  of  Anaheim.  Says  Gordon  Saint-Denis,  president  of  the  sports 
advisory  firm  Triton  Sports  Associates,  "Uncertainty  over  the  league's  economic  model 
has  lowered  the  multiple  of  sales  teams  are  selling  for." 

Another  problem:  Due  to  the  NHL's  rapid  expansion  (four  teams  were  added  between 
1998  and  2000),  the  league  has  too  many  franchises  in  cities  that  don't  support  hockey, 
such  as  Atlanta,  Miami,  Nashville  and  Washington,  D.C.  No,  the  Washington  Capitals  are 
not  an  expansion  team,  but  they  should  have  been  moved  to  a  supportive  city  that  was 
given  an  expansion  team,  such  as  Columbus,  Ohio.  As  a  result  the  league  lost  $123  million 
on  revenue  of  $2.1  billion  last  year.  Any  good  news?  New  owners  recently  rescued  the 
Ottawa  Senators  and  Buffalo  Sabres  from  bankruptcy  protection. 

—Michael  K.  Ozanian 


With  individual  equity  stakes  and 
about  $70  million  in  borrowed  money, 
native  Minnesotan  Naegele  and  a  hand- 
ful of  partners,  including  broadcaster 
Stanley  Hubbard  and  heirs  of  the  Ord- 
way  family,  who  made  their  fortune 
through  3M,  bought  the  franchise  for 
$80  million  in  1997. 

More  important,  with  close  political 
ties  to  then-governor  Arne  Carlson  and 
St.  Paul  mayor  Norm  Coleman  (now  the 
state's  lone  Republican  senator),  Naegele 
got  the  city  to  put  up  $130  million  (of 
which  the  state  loaned  half)  for  the  new 
arena  in  St.  Paul.  Naegele's  80%  owned 
Minnesota   Sports   &   Entertainment 
chipped  in  another  $45  million.  The  deal 
calls  for  the  city  to  be  paid  back  iv 
through  rent,  but  Naegele  gets  a  $ 
lion  discount  if  he  allows  amateur 
games  in  the  arena. 

From  the  beginning  Naegele  ha 
optimistic  "^^  --  •• -'^  looked  at  the  m^ 
ket,  which  I  that's  absolutely 

passionate  abc  ne,  if  you  could 

manage  your  i 
could  make  a  proh.  ,i-  . 


1U 


Naegele's  firm  aii    .•  ^  ye^tr-round 
management  rights  to  the  arena,  an  agrce- 
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Hard  hits 

on  the  ice 

helped  the 

Wild  generate 

$10  million  in 

playoff  revenue. 

nient  Ahat  could  bring  in  an  additional 
lillion  or  so  a  year  from  the  100 
'nongame  events,  like  concerts  and  the  cir- 
cus. MSE  also  operates  the  connecting  con- 
vention center  and  auditorium. 

No  sports  franchise  today  can  maxi- 
mize its  value  without  a  naming  rights 
de.'.i.  N'aegele's  fnm  is  getting  a  reported 
$75  millic.ii  over  25  years  from  Xcel  En- 


ergy to  have  its  name  on  the  arena,  whicl 
has  74  suites  stocked  with  computers,  rci 
frigerators,  bars  and  televisions.  Compa 
nies  like  General  Mills  and  the  St.  Pau 
Cos.  pay  between  $90,000  and  $150,00( 
per  season  (this  includes  tickets  to  th^ 
games).  For  the  2003-04  season,  64  of  th' 
suites  are  booked  and  another  8  are  bein;! 
rented  on  a  per-game  basis. 

For  a  general  manager,  Naegele  hirei 
Doug  J.  Risebrough,  who'd  won  four  con 
secutive  Stanley  Cup  championships  as 
great  defensive  center  with  the  Montrec 
Canadiens  (1976-79)  and  served  as  th 
Edmonton  Oilers  vice  president  c 
hockey  operations  from  1996  to  1999. 

Risebrough  knows  Hockey  Econom 
ics  101:  You  can  win  without  overspenci 
ing  for  talent — at  least  for  a  while.  Aft« 
the  Wild  made  it  all  the  way  to  the  senr 
finals  last  year  on  one  of  the  league's  lov 
est  payrolls — $23  million — the  team' 
two  top  scorers,  wingers  Marion  Gaborn 
and  Pascal  Dupuis,  demanded  big  salai 
hikes.  Risebrough  responded  with  a  har 
body  check. 

Dupuis,  whose  base  salary  w; 
$350,000  last  season,  ended  up  with 
three-year  $2.5  million  deal  with  incei 
tives.  Gaborik,  who  originally  wantt 
close  to  $6.6  million  a  year,  came  aw; 
with  $3.2  million  (plus  incentives)  ov 
three  years.  With  the  star  players  back  c 
the  ice,  the  Wild  is  back  to  business 
usual.  Through  mid-November  tl 
team's  record  was  7-7-2,  good  enough  f 
third  place  in  the  Northwest  division. 

But  Naegele's  early  success  may  n 
last.  Next  September  the  league's  coUe 
tive-bargaining  agreement  ends.  Tl 
owners  want  to  fix  player  salaries  to 
percentage  of  league  revenues.  Players  a 
willing  to  cut  their  salaries  by  5%  acre 
the  board,  but  want  the  marketplace 
determine  salaries  thereafter.  The  1: 
time  the  two  sides  brawled  over  a  n( 
collective-bargaining  agreement,  in  19* 
the  owners  locked  the  players  out  for  h 
of  the  season. 

Owners  are  fearful  that  another  lo< 
out  could  ruin  the  season  and  possil 
even  put  some  of  the  financially  weal 
teams  out  of  business.  Says  Naege 
"Even  we  can't  survive  long  term  un< 
the  current  economic  system." 


For  more  statistics  and  stories  on  the  NHL,  please  visit  www.forbes.com/liockey2C 
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rounded  by  native  chaconia  flowers  and  a  panoramic  view  of  the  bay 
>w.  Tobago's  Fort  King  George  is  a  scenic  relic  of  colonial-era  battles 
>ng  European  colonial  powers.  Inside  the  forts  history  museunn,  lovingly 
led  diagrams  illustrate  the  31  times  that  Tobago  changed  hands. 

jy,  of  course,  the  Caribbean  nation  made  up  of  the  twin  islands  of 
dad  &  Tobago  is  a  politically  stable  republic.  Only  one  thing  has  stayed 
same  since  the  bygone  days  of  pirates  and  kings:  Trinidad  &  Tobago  is 
prized  for  its  strategic  location  and  rich  natural  resources. 


'th  plentiful  oil  and  gas  reserves,  a 
ig  local  private  sector,  a  highly  liter- 
)opulation,  rich  agricultural  lands, 
'Oiled  beaches  and  rainforests, 
a  government  committed  to  sus- 


tainable development,  Trinidad  &  Tobago 
is  reviving  its  role  as  a  crossroads  of  the 
Americas. 

Thanks  to  high  global  oil  pnces  and  the 
dramatic  growth  of  Trinidad  &  Tobago's 


Written  by  Michele  Wucker 
Produced  by  Nuala  Byrne 

liquefied  natural  gas  (LNG)  production, 
the  economy  is  expected  to  grow 
around  5%  this  year  and  5%  in  2004, 
well  above  the  global  average.  Oil  and 
gas  contributes  three-quarters  of  foreign 
exchange  earnings  and  more  than  a 
quarter  of  GDP  and  government  rev- 
enues. Yet  the  country's  business  and 
government  leaders  are  aware  that  this 
key  sector  is  not  enough  to  guarantee 
sustainable  growth,  and  so  are  partner- 
ing to  develop  other  segments  of  the 
economy. 

"Trinidad  &  Tobago  has  become  a 
world  player  in  the  petrochemical  and 
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gas  industries,  the  major  drivers  of  eco- 
nomic activity,  making  tlie  nation  a 
regional  oasis  of  macroeconomic  stabil- 
ity and  growth,"  analysts  at  Canada's 
Scotiabank  Group  wrote  in  a  recent 
report.  "Thus,  wealth  management,  not 
wealth  creation,  has  become  the  single 
most  relevant  challenge  for  the  country's 
public  and  corporate  sector  leadership." 

Luckily,  great  potential  abounds  apart 
from  oil  and  natural  gas.  Trinidad  & 
Tobago's  strategy  for  creating  new  jobs 
and  diversifying  the  economy  targets 
several  key  areas;  tourism,  leisure 
marine,  information  technology  and  call 
centers,  printing  and  packaging,  food 
and  beverages,  downstream  metal  pro- 
cessing, film  and  entertainment,  and 
petrochemicals  and  plastics. 

"Any  product  in  Trinidad  &  Tobago 
must  have  the  stamp  of  world-class 
quality,  from  manufacturing  to  financial 
services  to  tourism  and  calypso,"  says 
Dr.  Aleem  Mohammed,  chairman  of 
Trinidad  &  Tobago's  Tourism  and  Industri- 
al Development  Company  (TIDCO). 
"We're  not  going  to  compete  in  interna- 
tional markets  with  'me  too'  ideas." 

TOURISM 

Trinidad  &  Tobago  boasts  beautiful 
beaches,  flora  and  fauna,  and  a  wealth 
of  culture  including  resplendent  Carnival 
celebrations,  yet  tourism  has  played  a 
surprisingly  small  part  in  the  country's 
economy.  In  2002,  the  business  gener- 
ated by  384,000  tourist  arrivals  con- 
tributed only  2.8%  of  GDR 

This  has  turned  out  to  be  surprisingly 
fortunate,  because  it  has  meant  that 
Trinidad  &  Tobago  has  avoided  the  kind 
of  mass  tou  wreaked  social 

and   environr,.  oc   on   other 

Caribbt.in  destind.  'w  that  the 

country  na,-  ^.el  its  siy  -.jh  increasing 
tourism's  role  -o  5%  c;  ■'•''^^  '■  r--,  . 
charge  a  premium  'or  *b~  ,,i  j 

nature  that  it  has  t 


Trinidad  &Tobago  hosts  400  species 
of  birds,  600  species  of  butterflies  and 
2,300  species  of  flowering  plants.  Many 
of  these  can  be  seen  at  the  Asa  Wright 
Nature  Center  in  Trinidad,  "Land-of 
the  Hummingbird."  Leatherback  turtles 
come  to  nest  in  Trinidad  &  Tobago  from 
April  through  June. 

Tobago  hosts  the  hemisphere's  oldest 
rainforest  preserve,  more  than  10,000 
acres  that  have  been  protected  since 
1765.  It  also  maintains  seabird  sanctuar- 
ies on  LittleTobago  and  St.  Giles  islands. 
Buccoo  Reef,  with  its  abundance  of 
parrot  fish,  angelfish,  brittle  starfish, 
manta  rays,  rare  triggerfish  and  the 
world's  largest  brain  coral,  is  among  the 
world's  top  10  scuba  diving  sites.  Con- 
servation of  these  natural  riches  has  a 
practical  as  well  as  environmental  advan- 
tage: Statistics  show  ecotourism  guests 
stay  longer  and  spend  more. 

"We  have  a  commitment  not  to 
make  the  mistakes  that  other  destina- 
tions have  —  to  destroy  the  very  envi- 
ronment that  visitors  come  for,"  says 
Orville  London,  chief  secretary  of  the 
Tobago  House  of  Assembly.  "We  are 
fortunate  to  live  on  one  of  the  more 
attractive  pieces  of  real  estate  in  the 
world.  We  want  to  say,  'Come  and 
share  it  with  us.'" 

An  important  new  development  that 
reflects  this  strategy  is  Tobago  Planta- 
tions, a  750-acre  community 
spearheaded  by  local  investors. 
The  estate's  flagship  property  is 
theTobago  Hilton,  with  its  ginger- 
bread-inspired architecture  and 
stunning  outlook  onto  the  Atlantic 
Ocean.  Condominiums  and  villas 
are  under  way  to  cater  to  upscale 
visitors.  A  proposed  marina  would 
boost  the  island's  budding  leisure 
marine  industry  and  support  the 
annual  May  Angostura  Yachting 
World  Regatta,  which  already 
attracts    yachts    from    as    far 


away  as  Australia.  Under  discuss 
are  a  development  at  a  350-ai 
wooded  area  in  Speyside,  a  large  he 
at  Pigeon  Point  and  a  number  of  snr 
er  properties. 

According  to  the  latest  figures  fr 
the  Central  Statistical  Office,  Trinida^ 
Tobago  has  approximately  5,100  he 
rooms,  50%  of  which  are  registe 
with  TIDCO's  Certification  Progr; 
Tobago  alone  has  about  2,660  rooi 
and  plans  to  add  between  2,500 
3,000  new  high-quality  rooms,  wf 
should  enable  the  island  to  handle  sn 
to  medium-size  conventions.  To  mak 
easier  for  cruise  ships  to  dock,  Tobt 
authorities  will  extend  the  southern  j 
by  late  2004.  Over  the  next  three  ye 
aTT$30  million  beautification  plan 
add  greenery  to  the  esplanade  in  do 
town  Scarborough  near  the  cruise  : 
dock.  New  "Slice  of  Tobago"  dis 
units  nearby  will  showcase  arts,  cul 
and  cuisine. 

One  special  kind  of  tourist Trinidii 
Tobago  hopes  to  attract  is  the  film  sc 
to  revive  the  country's  1950s  heyda 
a  movie  site.  "We  have  been  and  co 
ue  to  be  visited  by  location  sc' 
because  we  offer  so  many  diffe 
locales,  a  variety  of  exotic  and  sc 
locations  in  such  a  small  country 
cost-effective  services,"  says  Dr.  E 
Harry,  president  of  TIDCO.  "In  fact 


Rl  N  I  DAD 


I 


I 


rco 


Tourism  and  Industrial  Development  Company 
of  Trinidad  &  Tobago  Limited 


ich  in  natural  resources  including  oil  and  gas, 
Trinidad  &  Tobago  is  the  most  industrialised  and 
economically  dynamic  country  in  the  Caribbean. 


Famous  for  its  Carnival,  Calypso  and  Steel  Pan,  the  country  is 
also  highly  developed  and  offers  sound  infrastructure,  cutting- 
edge  communications  technology,  and  a  well-educated,  multi- 
talented  and  resourceful  population. 

Apart  from  world  class  resorts,  beaudfui  beaches  and  lush  rain 
forests  teeming  with  exotic  flora  and  fauna,  visitors  to  the  twin 
island  nation  discover  a  society  that  displays  extraordinary 
diversity  and  creativity. 

These  are  just  some  of  the  reasons  Trinidad  &  Tobago  is  second 
only  to  Canada  for  the  highest  per  capita  level  of  US  direct 
investment  in  the  Western  Hemisphere. 

Call  us  at:  USA:  I-888-595-4TNT  CANADA:  1-888-535-5617 

UK  0-800-960-057  CERMANY  (49)  06131-73337 

ITALY:  1-678-77530  SOUTH  AMERICA:  (01158-212)  266-2449 

TRINIDAD:  (868)  623-1932  TOBAGO:  (868)  639-4333 

E  mail  us  a:  tourism-info@tidco.co.tt  or  invest-info@tidco.co.tt 

or  visit  our  websites  at  http://wvvw.VisitTNT.com 

or  http://wAvw.investtnt.com 


r.  Brian  Harry 
resident 

burism  and  Industrial  Development 
Company  of  Trinidad  &  Tobago 

The  Tourism  and  Industrial  Development 
:ompany  (TIDCO)  dedicates  itself  to  proac- 
ve  promotion  and  facilitation  of  inward 
ivestment. 

As  part  of  its  mission  to  provide  Xhe  would- 
e  investor  with  all  the  information  for  doing 
usiness  inTrinidad  &Tobago, TIDCO  recent- 
/  completed  sector  profiles  of  areas  identified 
s  having  the  greatest  potential  for  growth, 
hese  include  tourism,  leisure  marine,  infor- 
nation  technology  and  call  centers,  pnnting 
nd  packaging,  food  and  beverages,  down- 
tream  metal  processing,  film  and  entertain- 
nent,  and  petrochemicals  and  plastics. 

Affording  unparalleled  reach  throughout 
he  business  community,  TIDCO's  key  stake- 
lolders  are  the  Government,  Central  Bank 
ind  Central  Statistical  Office  of  Thnidad  and 
bbago;  the  Trinidad  and  Tobago  I\/lanufactur- 
!rs'  Association;  the  Trinidad  Hotels,  Restau- 
ants  and  Tourism  Association;  theTrinidad 
stock  Exchange;  Chaguaramas  Development 
\uthority;  and  theTnnidad  and  Tobago  Cham- 
)er  of  Commerce. 

TIDCO's  professionals  gladly  guide 
nvestors  through  services  including  trade 
ind  investment  missions,  meet-and-greet 
)pportunities  including  conferences  and  indi- 
vidual meetings,  market  research,  extensive 
databases,  follow-up,  general  advice  and 
iccreditation  services.  They  arrange  itiner- 
iries  and  introductions  to  key  government 
igencies,  service  providers  and  business 
eaders.  Above  all,  TIDCO  is  dedicated  to 
Duilding  and  promoting  "  Brand  T&T" 
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TRINIDAD  &  TOBAGO  AT  A  GLANCE 


KEY  ECONOMIC  INDICATOR  AVG. 
REAL  GDP  GROWTH  % 
INFLATION  RATE  % 
EXCHANGE  RATE  TT$/US$ 
PRIME  LENDING  RATE  (BASIC)  % 
FDI  FLOWS  (US$M) 
FDI/GDP  % 

GDP  PER  CAPITA  (US$) 
DEBT  SERVICE  RATIO  % 
TOTAL  EXPORTS/GDP  % 
TOTAL  IMPORTS/GDP  % 


1996*1999 

2000 

2001 

2002 

3.6 

5.7 

3.8 

2.7 

-.    40 

3.6 

5.5 

42 

6.4 

6.3 

6.2 

6.2 

16.3 

16.5 

15.0 

12.0 

683.0 

453.0 

656.0 

384.0 

5.5' 

8.0 

7.6 

6.4 

4.662.0 

6.360.0 

6.921.0 

7.345.0 

8.0* 

6.9 

3.7 

4.3 

40.8* 

52.0 

54.0 

42.0 

39.9* 

41.0 

45.0 

40.0 
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Capital  City:  Port  of  Spain 

Official  Language:  English 

Currency:  Trinidad  &  Tobago  dollar 

Population:  1.3  nnillion 

Area:  Trinidad  (1 .864  sq.  mi.): 
Tobago  (116  sq.  mi.) 

Real  Estate  Costs:  US$1. 35-1. 70  per 
sq.  ft./month  for  Class  A  buildings. 
Additional  service,  maintenance  and 
security  charges  =  US$0.25-0.30 
per  sq.  ft./month. 

Industrial  Property  Rates:  An  average 
factory  shell  from  3,000-8.000  sq.  ft.  = 
US$0.25-0.40  per  sq.  ft./month.  and 
average  land  site  size:  10,000  sq.  ft. — 
1/2  acre  =  US$2.00-3.00  per  sq.  ft./year. 

Corporate  Taxes:  30%  on  chargeable  profits 
for  most  industries  and  35%  on  chargeable 
profits  of  petrochemical.  LNG  and  petro- 
leum marketing  companies.  30%  is  the 
highest  income  tax  bracket.  There  is  no 


tax  on  dividends  or  branch  profits. 
1 5%  withholding  tax  on  interest.  royalti6|3 
and  management  fees.  There  is  a  15% 
value-added  tax  on  eligible  items. 

Telephone:  All-digital  telephone  lines. 
License  rules  still  pending  for  w/ireles 
Internet  access.  Once  they  are  approvi 
Caribbean  Interactive  Multimedia  planj 
offer  Wi-Fi  access  at  major  hotels 

Natural  Gas  Rates:  For  small  commer 
users,  US$2.48  per  million  BTU:  rates' 
negotiable  for  larger  users. 

Commercial  Electricity  Rates:  Under 
US$0.03  per  kilowatt-hour,  a  fraction  ( 
the  cost  in  neighboring  countries. 

Labor:  Minimum  wage  is  US$1.26  per 


•1999  figures  only 
Source:  TIDCO 
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have  established  relationships  with  some 
key  players  in  the  U.S.  industry  to  help  us 
develop  this  sector."  Over  the  last  four 
years,  more  than  50  commercials  and 
documentaries  filmed  in  Trinidad  & 
Tobago  have  contributed  US$T5  million 
to  the  economy.  Building  on  this  suc- 
cess, the  country  has  just  completed  a 
master  plan  to  attract  more  film  crews  to 
its  scenic  locations  and  launched  a  Web 
site,  \     'w.FilmTNT.com. 

The  c'ler  arm  of  Trinidad  &  Tobago's 
tourism  1,  itiative  is  to  provide  facilities 
t'    i:ccmmodate  increasing  trade  that 


I 
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will  come  with  the  Free  Trade  Area 
the  Americas  (FTAA).  A  conventi 
center  is  being  planned  in  downto\ 
Port  of  Spam  to  accommodate  FT/ 
meetings.  The  Marriott  Courtyard  unc 
construction  m  West  Port  of  Spain 
rapidly  developing  business  locati( 
marks  the  arrival  of  a  new  internatio  ^; 
brand  alongside  the  existing  Trinid 
Hilton  and  Trinidad  Crowne  Plaza.  Tlj 
FTAA  and  other  free  trade  agreemei 
will  certainly  increase  the  volumelj 
business  traffic,  which  has  aires  jj, 
begun  to  happen.  p 


UND  ECONOMIC  MANAGEMENT 
Vith  a  steady  currency,  political  stability, 
limal  bureaucracy,  no  foreign  exchange 
trols  and  a   melting-pot  ethnic  mix. 
lidad  &  Tobago  has  a  lot  going  for  it. 
ition  is  under  k%.  foreign  reserves  of 
il.k  billion  cover  nearly  nine  months  of 
lorts  and  economic  growth  is  expected 
)e  in  the  5%  to  6%  range  in  2003.  The 
ntrys    2002    per    capita    income    of 
57.345  is  significantly  above  those  of  its 
ibbean  and  Central  American  neighbors, 
nnidad  &  Tobago's  investment-grade 
ngs  from  Standard  &  Poors  (upgraded 
April   2003    to    "BBB")    and    Moody's 
!Stor  Services  ("Baaa")  testify  to  the  gov- 
Tienfs  sound  financial  management 
steady    foreign-exchange    income. 
:e  1999.  for  example,  it  has  set  aside 
m-time  oil  and  gas  revenues  in  a  spe- 
[y  created  stabilization  fund  so  that  the 
ntry  does  not  squander  this  windfall. 


new    development    paradigm    that    my 
government  is  in  the  process  of  institut- 
ing." says  Prime  Minister  Manning.  The 
government  has  a  vision  of  transforming 
the  society  of  Trinidad  &  Tobago  into  a 
developed  nation  by  the  year  2020.  We 
envision  that  by  2020.  Trinidad  &  Tobago 
will  be  a  fully  developed  nation  in  every 
sense,   inclusive   of  the  strength,   size, 
tenacity  and  diversity  of  the  economy:  the 
level  of  human  development  and  the  stan- 
dard of  living  enjoyed  by  the  population: 
the  social,  legal  and  institutional  struc- 
tures in  place;  the  quality  of  governance  at 
both  the  national  and  subnational  levels; 
as  well  as  the  state  of  the  natural  environ- 
ment. Today  Vision  2020  may  be  a  govern- 
ments  dream,  but  by  2020.  it  would  be  our 
country  s  reality." 

To  realize  this  vision,  the  government 
has  convened  a  group  of  public  and 
private-sector  leaders  who  are  developing 
policies  to  boost  economic  growth,  improve 
social    infrastructure    and    strengthen 
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hauls,  the  reduction  of  government  debt 
servicing  costs,  a  national  communica- 
tions plan  to  improve  Internet  connectivity 
and  a  US$2  billion  upgrade  of  port  and 
highway  infrastructure. 

Human  capital  is  another  focus  of  Vision 
2020.  With  a  98%  literacy  level,  Trinidad  & 
Tobago  boasts  an  educated  population 
with  an  appetite  for  learning.  To  help 
increase  the  number  of  students  who  go 
on  to  a   postsecondary  education,   the 
government  plans  to  build  the  University 
of  Trinidad  &  Tobago,  a  science  and  tech- 
nical  institution,    near   the   Wallerfield 
Industrial  Park,  which  is  under  construc- 
tion. To  open  in  2004.  the  university  would 
supplement  the  University  of  West  Indies, 
which  also  has  campuses  in  Barbados 
and  Jamaica,  with  an  English  faculty  and  a 
major  medical  teaching  facility  based  in 
Trinidad.  The  country  already  fosters  a 
skilled  labor  force  for  oil  and  gas  indus- 
tries via   the   National   Energy  Service 
Center,  which  is  funded  by  companies  as 


"Vision  2020  underpins  a  new  development  paradigm 
that  my  government  is  in  the  process  of  instituting. 
The  government  has  a  vision  of  transforming  Trinidad  & 
Tobago  into  a  developed  nation  by  the  year  2020." 


;  Monorable  Patrick  Manning 

Prime  Minister 
;public  of  Trinidad  &  Tobago 

ith 'foreign  direct  investment  (FDD  at 
of  2002  GDP  Trinidad  &  Tobago  is  the 
md-largest  recipient  of  U.S.  FDI,  after 
ada.  The  USS6  billion  invested  over  the 
five  years  has  focused,  however,  on 
rapital-intensive  petrochemical  indus- 
he  downside  of  this  investment  is  that 
s  created  only  2.500  permanent  jobs, 
counting  the  10.000  people  employed 
ng  the  construction  phase, 
ats  where  Vision  2020  comes  in  — 
le  Minister  Patrick  Mannings  plan  to 
3  Trinidad  &  Tobago  up  to  developed- 
)n\status.  "Vision  2020  underpins  a 


public-  and  private-sector  institutions.  The 
plan  focuses  on  bolstering  job-creating 
industries  to  lower  the  stubborn  unem- 
ployment rate,  which  remains  above  11%. 

The  government  also  is  committed  to 
fighting  crime,  which,  as  in  other  countries 
in  the  region,  has  become  a  major  issue.  A 
local  company  Colonial  Life  Insurance 
Company  (CLICO).  has  arranged  to  bring 
former  New  York  Mayor  Rudolph  Giuliani 
to  Port  of  Spain  to  advise  local  leaders  on 
how  to  improve  public  security 

As  part  of  Vision  2020.  the  government 
is  moving  proactively  to  improve  the  coun- 
try's physical  and  financial  infrastructure. 
Reforms  in  various  stages  of  implementa- 
tion include  pending  tax  and  pension  over- 


part  of  the  terms  of  their  concessions. 
This  has  guaranteed  a  steady  source  of 
trained  workers  whose  skills  are  being 
applied  not  only  in  Trinidad  &  Tobago  but 
also  around  the  world. 

NONTRADITIONAL 
MANUFACTURING  AND  SERVICES 

Part  of  Trinidad  &  Tobago's  trade  strat- 
egy is  to  provide  facilities  to  foster  non- 
traditional  manufacturing  and  services. 
It  is  worth  noting  that,  unlike  tine  rest  of 
the  Caribbean,  Trinidad  &  Tobago  does 
not  limit  companies  to  certain  zones  to 
receive  investment  incentives.  In  Trinidad 
&Tobago,  most  companies  that  export 
80%  or  more  of  their  goods  receive  free- 
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zone  status,  which  confers  exennptions 
from  custonns,  land,  building  and  corpo- 
ration taxes,  work  permit  fees  and 
import/export  licensing. 

Information  technology  and  software,  a 
targeted  area,  benefits  from  a  pool 
of  talented  English-speaking  software 
engineers  along  the  lines  of  those  in 
Bangalore  or  Hyderabad,  India,  Especially 
as  the  U.S.  reduces  the  available  number 
of  guest  worker  visas,  software  develop- 
ers may  move  more  operations  offshore, 
and  Trinidad  &Tobago  offers  one  very  big 
advantage:  "We're  a  lot  closer  than  India," 
says  Brian  Jahra,  chief  executive  officer  of 
Canbbean  Interactive  Multimedia. 

Trinidad's  planned  1,100-acreWallerfield 
Industrial  Park  is  a  good  candidate  for  such 
operations.  Ten  miles  from  Piarco  Airport 
and  45  minutes  from  Port  of  Spain  and 
Point  Lisas  international  seaports,  the 
development  is  expected  to  create  more 
than  70,000  jobs  by  2013.  Its  occupants 
are  expected  to  include  industrial  and 
commercial  plastics,  consumer  and  indus- 
trial electronic  and  medical  devices, 
furniture,  pharmaceuticals,  agro-process- 
ing, light  metallurgical  products,  call 
center/back  office  operations,  logistics  and 
distribution  services,  and  petrochemical 
industry  services  such  as  geographical, 
research  and  development,  and  training 
and  human  resource  management. 
Following  the  Irish  model  of  industry  and 
education  feeding  each  other,  Wallerfield 
will  partner  with  the  new  University  of 
Trinidad  &  Tobago  with  a  focus  on  science 
and  technology. 

A  new  gas  pipeline,  expected  to  be 
completed  by  August  2005,  will  allow 
Tobago,  too,  to  put  inexpensive  energy  to 
work  in  light  manufacturing,  dive.,  ifying 
its  tourism-dependent  economy.  Foreign 
investors  in  industries  including  pharma- 
ceuticals, agro-proces-ing,  nias+l'-s  and 
footwear  have  already     io\  ->?t 

in  locating  in  an  industrial  park  . 
to  this  end. 


Local  industrialists  are  also  gearing  up 
for  development  of  local  printing  and 
packaging  to  accommodate  the  rise  in 
trade.  They  are  especially  hopeful  about 
plans  to  create  plastic  resin  locally  if 
enough  ethane  can  be  extracted  from 
natural  gas  operations  to  create  PET 
fibers.  Because  all  resin  is  now  import- 
ed, such  a  development  would  add  sig- 
nificant local  value  to  Trinidad  &Tobago's 
packaging  industry. 

A  REGIONAL  TRADE  HUB 

Trinidad  &  Tobago  fully  intends  to  be 
right  at  the  center  of  an  800-million- 
strong  market  when  the  Free  Trade  Area 
of  the  Americas  goes  into  effect.  As 
negotiations    continue    on    the    trade 
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TRADE  TIES 

Caribbean  Common  Market 
(CARICOM)  - 15  member  countries 

CARICOM/Colombia 

CARICOM/Dominican  Republic 

CARICOM/Venezuela 

CARICOM/Cuba* 

CARICOM/Costa  Rica* 

Free  Trade  Area  of  the  Americas* 

'Pending 


agreement,  the  country  has  been  very 
busy  getting  ready:  upgrading  its  air  and 
sea  links,  planning  hotel  and  conference 
facilities,  and  ramping  up  trade  ties  with 
its  Caribbean  neighbors. 

The  country  has  made  a  very  strong  bid 
to  become  the  FTAAs  permanent  secre- 
tariat, with  a  decision  expected  any  day.  A 
conference  hotel  is  being  planned  on  the 
Port  of  Spain  waterfront  to  handle  FTAA- 
related  meetings  and  business  events. 

For  their  part,  businesses  have  been 

^aring  to  compete  in  a  much  bigger 

—  the  Caribbean  regions  market 
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of  34  million  people,  and  Latin  Americ 
300-million-strong  market.  In  the  I 
1980s,  the  government  gave  compan 
incentives  to  retool  their  factories  wit 
view  toward  being  able  to  export  outs 
the  Caribbean  Economic  Commun 
CARICOM.  it  plans  to  bring  private-sec 
and  international-institution  capital  i 
the  Export  Import  Bank  of  Trinidad 
strengthen  the  banks  ability  to  supp, 
FTAA  commerce. 

"We  are  not  sitting  back  and  waitif 
says  TIDCOs  Vishnu  Dhanpaul.  V 
President  for  Trade  and  Investment. 

Strategic  alliances  between  local  fin 
and  those  in  Central  America  and  NAij 
countries  already  have  paid  off.  A  trj 
mission  to  Costa  Rica  in  June,  for  ex£| 
pie,  yielded  several  pending  partr^ 
ships  in  cosmetics,  glass  manufactur 
food,  garments,  metal  design,  prin, 
and  packaging. 

Trinidad    &    Tobago-based    finan, 
services  companies   have   invested 
Jamaica.   Barbados.   Guyana   and  , 
Dominican   Republic.  Trinidad  Cen-, 
Limited,  which  also  has  operation;, 
Barbados  and  Anguilla.  has  bought  ^ 
Jamaica's  Caribbean  Cement  Comp^ 
Limited.  Indeed.  Trinidad  &  Tobago  £ 
itself  as   becoming  the    'Chile  of 
Caribbean"  —  a  country  whose  con 
nies   invest   in   neighboring   count 
to  drive  regional  as  well  as  dom( 
growth. 

To  support  new  trade  agreements 
CARICOM  countries.  Trinidad  has  a( 
new  direct  flights  to  Costa  Rica, 
Dominican  Republic  and  Cuba.  Ind 
with  the  expected  additional  comm 
from  new  and  pending  agreemt 
Trinidad  &  Tobago  hopes  to  play  a 
role  as  a  regional  transportation 
This  hub  strategy  makes  partic 
sense  in  light  of  the  new.  stringent 
transit  visa  rules,  which  make  it  r 
difficult  for  travelers  to  go  thri 
Miami.  Florida. 


«1 


\ 


\> 


is 


ADVERTISEMENT  7 


"HE  NATIONAL  GAS  COMPANY  OF 
■RINIDAD  AND  TOBAGO  LIMITED  (NGC) 

le  future  of  the  gas-based  energy  sector  is  optimistic  and  continues 
engage  the  attention  of  the  world.  Most  people  are  surprised  that 

country  as  small  asTrinidad  &Tobago  could  make  the  strides  it  has 
natural  gas-based  economic  development. 


ince  its  establishment  in  1975,  The 
tional  Gas  Connpany  of  Trinidad  and 
Dago  Linnited  (NGC)  has  been  the  sole 
irchant  of  natural  gas  to  the  natural  gas- 
;ed  energy  sector.  Since  1992,  NGC  has 
in  the  prinne  mover  of  gas-based  devel- 
ment.  It  is  the  custodian  of  Trinidad  & 
bago's  35  trillion  cubic  feet  (tcf)  of  natural 
3  reserves  and  as  the  government's 
3ncy  plays  a  vital  role  in  facilitating  invest- 
nt  in  the  country's  natural  gas  sector. 
"he  NGC  Group  has  a  portfolio  of 
;ets  worth  more  than  US$650  million, 
luding  620  km  of  natural  gas  pipelines, 
'ustrial  estate  and  port  infrastructure  at 
0  of  the  country's  ports  at  Point  Lisas 
i  Brighton/La  Brea. 

hrough  its  subsidiary  company,  the 
tional  Energy  Corporation  of  Tnnidad  & 
)ago  Limited  (NEC),  NGC  owns  and 
loages  the  harbor  and  port  facilities 
Dining  the  Point  Lisas  industrial  Estate, 

country's  natural  gas  conversion 
ustry  center. 

hrough  the  La  Brea  Industrial  Develop- 
nt  Company  Limited  (U\BIDCO),  NGC 
ns  and  manages  the  La  Brea  Industrial 
ate  and  the  Port  of  Brighton,  where 
npanies  engaged  in  the  fabrication  of 
;hore  structures,  logistics  and  bioreme- 
:ion  have  established  their  operations, 
lanning  is  under  way  for  an  expansion 
he  La  Brea  estate.  Establishment  of  the 
)-acre  Union  Estate  site,  a  US$35  to 
B40  million  investment  strategy,  will  pro- 
i  further  energy  sector  growth. 


NGC  has  broadened  its  involvement  in 
the  local  gas  value  chain  through  equity  par- 
ticipation in  gas  and  ancillary  industries. 
NGC  is  the  major  shareholder  with  its  51  % 
stake  in  Phoenix  Park  Gas  Processors  Lim- 
ited (PPGPL),  a  natural  gas  liquids  (NGL) 
extraction  facility  that  is  one  of  the  largest 
in  the  Western  Hemisphere. 

NGC  participates  in  ongoing  liquefied  nat- 
ural gas  (LNG)  development.  The  company 
has  a  10%  stake  in  the  Atlantic  LNG  (ALNG) 
Train  1,  which  was  established  in  1999  at 
Point  Fortin  in  southwest  Tnnidad.  ALNG's 
consortium  partners  include  BP  British  Gas, 
Repsol,  NGC  andTractebel.  NGC  will  be  an 
11.11%  shareholder  in  Train  4,  which  is 
expected  to  come  onstream  by  late  2005. 

NGC  IS  EXPANDING 

Two  major  infrastructure  pipelines  are  in 
the  works.  The  first  pipeline,  known  as  the 
Beachfield  Upstream  Development  project 
(BUD),  IS  a  US$150  million,  36-inch  diame- 
ter offshore  line  that  is  expected  to  be 
completed  by  the  first  quarter  of  2005.  It 
will  increase  the  capacity  of  the  gas  trans- 
mission system  from  1.4  billion  to  2  billion 
standard  cubic  feet  per  day,  enabling  the 
company  to  meet  increased  demand. 

The  first  shipment  of  56-inch  diameter 
pipes  for  the  second  pipeline,  the  US$226 
million  Cross-Island  Pipeline  (CIP)  project, 
arrived  in  September.  The  largest-diameter 
line  of  its  kind  in  the  Western  Hemisphere, 
CIP  will  stretch  from  Beachfield  (in  south- 
east Trinidad)  to  Point  Fortin  (in  southwest 


^^ 


NGCs  installation  at  Phoenix  Park 
Valve  Station 


Trinidad)  and  is  expected  to  be  completed 
by  August  2005.  This  pipeline  will  transport 
gas  to  ALNG's  Train  4  and  will  have  the 
capacity  to  feed  a  new  gas-based  industrial 
estate  and  additional  LNG  trains. 

THE  FUTURE  IS  BRIGHT 

With  this  new  infrastructure  in  place, 
Trinidad  &  Tobago  would  have  the  capacity 
for  new  proposed  downstream  projects 
such  as  an  aluminum  smelter  by  2006. 
With  the  start-up  of  ALNG's  Train  4,  suffi- 
cient quantities  of  ethane  will  become  avail- 
able as  feedstock  for  an  ethylene  complex. 
The  country  will  explore  the  financial  feasi- 
bility of  such  a  complex  for  the  develop- 
ment of  the  plastics  industry. 

In  the  meantime,  the  government  of 
Trinidad  &  Tobago  has  signed  a  memo- 
randum with  the  government  of  the 
neighboring  Bolivarian  Republic  of 
Venezuela  for  joint  development  of  the 
natural  gas  reserves  along  their  shared 
maritime  border.  ■ 
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THE  NATIONAL  GAS  COMPANY 
W  TRINIDAD  ANDTOBAGOUMHED 


Orinoco  Drive.  Point  Lisas  Industrial  Estate. 

Couva,  Republic  of  Trinidad  and  Tobago.  W.I. 

P.O.  Box  1127.  Port  of  Spain 

Tel.:  (868)  636-/i662,  /1680    Fax:  (868)  679-2384 

E-mail:  infocent@carib-tink.net 

Web  site:  www.ngc.co.tt 

Contact:  Franl<  Lool<  Kin.  President 
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Dr.  Terrence  Farrell 
Group  Executive  Director 


Guardian  Holdings  Limited 

Building  on  its  established  life  and  gen- 
eral insurance  businesses,  Guardian  has 
bought  companies  in  Jamaica  and  the 
Dutch  Caribbean  over  the  past  five  years.  Its 
reach  now  encompasses  a  region  from  the 
Bahamas  to  Suriname,  but  its  ambitions  are 
not  bounded  by  the  Caribbean.  It  has  its 
eyes  on  smaller  insurers  in  North  America 
and  Europe,  where  it  recently  bought  the 
U.K.-based  Link  Underwriting  Agency. 

At  home,  Guardian  is  focusing  on  its 
strategic  alliance  with  RBTT  Finance,  in 
which  it  has  a  14%  stake,  to  market  inte- 
grated financial  services.  Guardian  Asset 
Management  launched  two  new  mutual 
funds  last  year,  one  in  cooperation  with 
RBTT,  and  plans  more  in  the  future.  The 
partners  aim  to  transform  banking's  tradi- 
tional intimidating  reputation  into  a  cus- 
tomer-friendly approach  that  allows  them  to 
better  meet  clients'  financial  needs  through- 
out their  entire  life  cycle. 

All  this  is  even  more  impressive  for  a 
company  that  was  incorporated  only  in 
1996  as  the  parent  of  a  life  insurance  com- 
pany with  one  subsidiary  and  operations 
only  as  far  as  Aruba  and  Curacao.  Guardian's 
assets,  with  an  average  return  on  equity 
above  17%,  have  grown  to  more  than 
US$1.1  billion. 

1  Guardian  Drive 

Westmoorings.  Trinidad  &  Tobago 

Tel:  (868)  632-5A33 

Fax:  (868)  632-6867 

E-mail:  guardianholdings@ghl.co.tt 

Web  site:  www.guardianholdings.com 
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FOREIGN  DIRECT  INVESTMENT  IN  SELECTED  PROJECTS 
IMPLEMENTED  FROM  1994-2001  IN  TRINIDAD  &  TOBAGO 


Industry 


Energy 


Number  of  Projects 


15 


Capital  Investment        Jobs  Createc 

(TT$  BILLIONS) 


23.2 


1.091 


Manufacturing 

&  Services 

171 

Tourism 

66 

TOTAL 

252 

Source:  TIDCO 

1.3  3.408 

3.2  3.227 

27.7  (US$4.6  billion)       7,726 


Trinidad  &  Tobago  rightly  sees  airport 
improvements  as  an  added  catalyst 
to  business  and  tourism,  and  has  recently 
remodeled  Trinidad's  Piarco  International 
Airport  for  the  anticipated  increase  in 
international  air  traffic.  Similarly  the  gov- 
ernments  Vision  2020  plan  calls  for  a 
modern  packing  house  near  Piarco  for 
cooling,  washing,  sorting,  grading  and 
packaging  of  agricultural  and  marine 
export  products.  Meanwhile,  an  upgrade 
is  planned  for  Tobago's  Crown  Point 
International  Airport  to  accommodate  visi- 
tors to  new  tourist  sites  and  small-to- 
medium-size  convention  facilities. 

In  preparation  for  increased  cargo  trade, 
enhancements  will  continue  through  next 
year  to  seaports  at  La  Brea.  Point 
Lisas,  Port  of  Spain  and  the  pro-      ^^ 
posed  seaport  at  Guayaguayare.  as 
well  as  Scarborough  in  Tobago. 

AGRICULTURE.  FOOD 
AND  BEVERAGES 

Long  ago,  Trinidad  &  Tobago 
depended  on  agricultural  commodi- 
ties like  sugar,  cocoa  and  tobacco. 
Today  its  agro-industry  is  developing 
high-quality  specialty  exports,  either 
through  exclusive  agreements  with 
leading  foreign  companies  or  by 
developing  its  own  brands. 


All  the  aniseed  for  Pernod  Ricar 
liquors,  for  example,  is  grown  inTrinid 
The  Agostini  family  is  now  the  exclus 
supplier  of  French  Valhrona  chocolat 
which  are  among  the  world's  finest 
can  charge  a  premium  because  its  qi 
ity  is  recognized. 

In  the  past,  the  country's  rum  mak 
sold  in  bulk  to  foreign  producers.  Toe 
Angostura  Holdings  —  best  knowr 
the  U.S.  for  its  aromatic  bitters  but  r 
ognized  in  Trinidad  &  Tobago  as  a  b 
erage  and  real  estate  conglomerate 
is  building  its  own  rum  brand. 

Another  local  brand  making  an  ini 
national  name  for  itself  is  Chub 
Targeted  to  kids  under  12  years  c 


Orville  London, 
lief  Secretary.  Tobago  House  of  Assembl 


^ 


Exploring. 


Discovering. 


Pioneering 


Guardian  Holdings  Limited  (GHL)  believes  in  forging  strategic  alliances  and  connections 
in  this  interconnected  world.  Voted  Caribbean  Company  of  the  Year  in  2000,  and  Most 
Admired  Company  in  2003,  we  have  set  our  sights  on  being  the  Region's  leading 
integrated  financial  services  organisation. 

We  service  customers  in  life  and  general  insurance,  asset  management,  commercial 
property  and  infrastructure  development.  Leading  the  way  in  the  pursuit  of  this  goal  is 
our  team  of  financial  professionals  who  have  earned  themselves  an  exemplary 
reputation  throughout  the  Region. 

GHL  also  remains  committed  to  retaining  those  strong  cultural  ties  so  important  to  this 
Caribbean-born  enterprise,  and  the  communities  who  support  us  every  step  of  the  way. 


Bl  I  GUARD 
ll  HOLDir 
IIUMITEI 


uardian  Drive,  Westmoorings,  Trinidad  &  Tobago    •   e-mail:  guardianholdings@ghl.co.tt 


www.guardianholdings.com    •   Tel:  (868)  632-5433 


Member  Companies:  Guardian  Ufe  ,of  the  C^ibbean  Limited,  Guardian  Life  Limited,  Fatum  Holdings  NV.  BancAssurance  Caribbean  Limited 
Guardian  General  Limited  (NEMWIL.  Caribbean  Home,  West  Indies  Alliance  Company  Limited),  Risk  Management  Services  Group  Guardian  Asset 
Management  Umited,  Guardian  Asset  Management  Jamaica  Limited.  Star  Technologies  Limited.  Joint  Ventures:  RGM  Limited,  Servus  Limited 
Tobago  Plantations,  yissoc/afed  Compan/es;  RBTT  Financial,  Pan  Jamaican  Investment  Trust  Limited. 
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this  fun  drink  comes  in  a  snnall  contain- 
er that  is  easy  to  open  and  reciose,  can 
be  frozen  and  allows  kids  to  see  the 
bright  colors  inside.  The  family-owned  S. 
M.  Jaleel  &  Co.  launched  Chubby  in 
1993.  Only  four  years  later,  the  firm 
upgraded  its  machinery  and  went  inter- 
national, first  targeting  the  pan- 
Caribbean  market.  In  1999,  it  partnered 
with  Canadian  soft  drink  distributor  Cott. 
Chubby  drinks  now  are  sold  in  more 
than  60  countries,  including  Canada  and 
much  of  the  northeastern  U.S.,  with  that 
number  quickly  headed  to  100. 

nNANQAL  SERVICES 

Like  Trinidad  &  Tobago's  manufacturers 
and  agro-industrialists,  its  banks  and 
insurers  are  also  extending  their  reach 
internationally,  placing  themselves  on 
solid  ground  to  take  advantage  of  the  lib- 
eralization of  financial  services  as  part  of 
regional  free  trade. 

"T&T  has  always  had  a  view  of  itself 
as  the  financial  center  of  the  English- 
speaking  Caribbean,  and  even  the  wider 
Caribbean  as  well,"  says  Larry  Howai, 
chief  executive  officer  of  the  government- 
owned  First  Citizens  Bank,  which  recent- 
ly underwrote  a  bond  issue  for  the  St. 
Lucia  Electricity  Company.  "Because  of 
our  rating,  we  are  now  able  to  access 
funding  more  cheaply  —  we  have  a  better 
chance  of  competing  in  the  region" 


Trade  s  fnve^tm 


Examples  of  this  trend  abound  in  retail 
and  commercial  banking:  Republic  Bank 
fec«nHy  bought  two  banks  in  the  Domini- 
can Republic,  adding  to  its  network,  which 
extends  through  Barbados,  St.  Lucia  and 
Jamaica.  RBTT  Financial  Group  has  exten- 
sive operations  in  Jamaica,  Grenada, 
Aajba,  Suriname  and  the  Dutch  Caribbean. 
Colonial  Life  Insurance  Company 
acquired  the  operations  of  British  Amer- 
ican Ufe  in  the  English-  and  Dutch- 
speaking  Caribbean,  Bermuda  and 
Panama;  American  Life  in  Suriname;  and 
British  Fidelity  Assurance  in  the  Bahamas, 
Cayman  Islands  and  Belize. 

"Trinidad  has  the  greatest  amount  of  free 
capital  and  liquidity  in  the  region,  and  that 
is  only  going  to  grow.  We  will  continue  to 
have  a  significant  amount  of  foreign 
exchange,  and  our  absorptive  capacity  is 
linhited  to  an  island  of  1.3  million  people," 
says  Dr.Terrence  Farrell  of  the  Guardian 
Holdings  financial  group.  "Many  bigger 
banks  are  withdrawing  from  smaller  mar- 
kets, and  companies  like  ours  are  stepping 
into  that  breach." 

Another  signrficant  development  is  uni- 
versal banking,  as  banks  and  insurance 
companies  partner  to  jointly  provide  finan- 
cial services.  To  respond  to  that  new  real- 
ity, the  Central  Bank  recently  assumed  reg- 
ulatory powers  over  both  the  banking  and 
insurance  industries.  Banks  are  waiting  for 
wealth  management  legislation  and  pen- 
sion reform  to  bolster  the  mutual 
fund  industry. 

Trinidad  &  Tobago's  capital  mar- 
kets are  becoming  an  increasingly 
important  source  for  domestic  and 
foreign  companies  raising  funds  in 
U.S.  dollars,  Trinidad  &Tobago  dol- 
lars and  Eastern  Caribbean  curren- 
cies. To  foster  that  trend,  the  Cen- 
tral Bank  has  been  lowering  bank 
leserve  requirements  and  increas- 
ing its  use  of  open-market  opera- 
5k)ns  to  manage  monetary  policy. 
AnH  M  the  stock  exchange,  the 


new  Trinidad  &Tobago  Central  Deposit 
Limited  is  creating  an  electronic  cent 
depository,  which  will  make  it  easier 
foreign  portfolio  investors  to  buy  shai 
Talks  are  under  way  for  the  eventual 
monization  of  the  stock  markets 
Trinidad  &Tobago,  Jamaica,  Barbados, 
Dominican  Republic  and  the  Bahamas 

Feeding  the  local  capital  market,  mu 
fund  assets  have  grown  significantly  c 
the  past  20  years.  Most  of  the  count 
banks  market  index  funds,  and  there 
substantial  private  annuity  market. ' 
leader  in  Trinidad  &Tobago's  mutual  fu 
is  the  Unit  Trust  Corporation  (UTC),  v 
TT$10.5  billion  in  assets  under  mana 
ment.  Majority  owned  by  the  Central  Bl 
and  directed  by  a  private/public  sed 
board,  UTC  will  eventually  be  restructu] 
into  a  public  company. 

This  commitment  to  reform  will  \\ 
drive  growth  in  the  financial  servi 
sector,  as  business  leaders  are  quio 
note.  "We  are  fortunate  that  we  ai 
stable  country  in  which  to  do  businet 
says  Gerald  Hadeed,  managing  directo 
The  Beacon  Insurance  Company  Limil 
"Every  government  since  Eric  Willi< 
[Ftime  Minister  from  1962  to  1981  ]  has 
lowed  the  same  path  of  responsibilil 
carrying  through  each  other's  decisi 
and  never  backtracking.  This  shows' 
maturity  of  our  various  governments." 

OIL.  GAS  AND  PETROCHEMICALS 

Another  area  where  the  governni 
and  private  sector  work  in  harmony  is 
vital  energy  sector.  Trinidad  &  Tobago 
long  been  a  leading  supplier  of  petroh 
and  will  continue  to  be  so.  Its  pre 
crude  petroleum  reserves  are  estim. 
at  605  million  barrels,  with  an  additi  i 
110  million  probable  barrels  and  anc 
1.6  billion  possible.  Yet  in  the  four  y 
since  the  first  liquefied  natural  gas  (L 
plant  came  on-line,  LNG  has  rai 
caught  up  and  this  year  will  surpass  ( 
the  country's  leading  export. 
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'ETROLEUM  COMPANY  OF 
RINIDAD  &  TOBAGO  LIMITED 
PETROTRIN) 

ith  long  experience  in  managing  the  country's  crude  oil  energy 

sources,  including  refining  and  production  assets,  Petrotrin's  goals 

elude  the  commercialization  of  discoveries,  extending  invitations 

competitive  bidding  for  exploration  and  production,  and  stimu- 

ing  higher  production  from  existing  wells. 

:  CROWN  JEWEL  IN  THE  REGION  board,  will  go  even  further. 

tetrotnns  roots  go  back  as  early  as  1 857         "We  are  a  dynamic,  innovative,  fully  int^ 


h  the  drilling  of  Trinidad's  first  oil  well  at 
jero  in  south  Trinidad.  In  1974,  the  gov- 
ment  of  Trinidad  &  Tobago  acquired  the 
ets  of  Shell  Tnnidad  and  the  company 
5  incorporated  in  its  current  form  in  1993 
Hjgh  the  consolidation  of  Shell  Tnnidad 
the  Pointe-a-Pierre  refinery  purchased 
nTexaco Trinidad  in  1985. 
ccording  to  Petrotrin's  Executive  Chair- 
Malcolm  A.  Jones,  "We  are  actively 
ang  for  joint-venture  partners  to  engage 


grated  petroleum-based  energy  company 
adhering  to  stringent  ISO  standards  in  the 
areas  of  safety  and  the  environment," 
Jones  says. 

With  share  capital  of  more  than  US$325 
million,  Petrotrin  produces  60,000  bpd  of 
crude.  Its  operations  run  the  gamut  of 
exploration,  development  and  production, 
petroleum  services,  real  estate  and  agri- 
cultural services,  and  community  develop- 
ment. It  provides  bunkering  services  in 


ffshore  exploration.  We  are  positioning      partnership  with  BP  Marine.  The  company 


>eK/es  to  be  among  the  companies  ben- 
ng  from  new  oil  and  gas  finds  offshore." 
ie  company  has  pursued  key  partner- 
s  and  joint  ventures  rather  than  relying 
raditional  royalty  or  wellhead-taxing 
ngements   common    to    many   oil- 
lucing  nations.  The  most  recent  part- 
Jhip  is  with  the  Alberta-based  firm 
adian  Superior  for  the  Tradewinds 
ect,  which  is  developing  the  offshore 
aro  Bay/Guayaguayare  blocks. 
Jtrotrin  recently  upgraded  its  Pointe-a- 
re  refinery  to  achieve  a  capacity  of 
000  bpd.  The  company  is  planning  an 
itional   US$159  million   upgrade  to 
ance  its  ability  to  produce  higher-grade 
oleum  products  and  achieve  increased 
iency,  attract  new  joint-venture  partners 
expand  value-added  production. 
lase  I  of  this  refinery  upgrade,  under- 
n  between  1992  and  1996,  reconfig- 
tbe  refinery  to  meet  changing  market 


also  manufactures  and  sells  petroleum- 
based  products  including  LPG,  gasoline, 
kerosene,  jet  fuel,  diesel  fuel  oil,  sulphur 
and  bitumen.. 

POSITIONED  WELL  FOR  THE  FUTURE 

Petrotrin's  product  specifications  are 
monitored  at  its  refinery  laboratory  (ISO 
17025/1999  certified),  while  its  environ- 
mental- and  oil-testing  services  cover  crude 
oil  and  water  samples  from  the  producing 
fields.  Petrotrin  has  in-house  professional 
expertise  for  conducting  Environmental 
Impact  Analysis  (EIA)  and  Baseline  studies. 
It  also  offers  Occupational  Safety  &  Health 
Advisory  Services. 

The  world-famous  Petrotrin-owned  Geo- 
logical Services  Laboratory  in  Pointe-a- 
Pierre  provides  biostratigraphic  analyses 
and  archival  services  for  geological  sam- 
ples. It  also  offers  opportunities  to  examine 
full-hole  cores  from  manyTrinidadian  strati- 


Malcolm  A.  Jones 

Executive  Chairman.  Petrotrin 


and  specimens  from  published  low^latitude 
biostratigraphic  zones.  The  company  also 
has  an  extensive  archive  of  geological  and 
well  data,  as  well  as  analyses  and  technical 
reports  going  back  75  years  and  covering 
much  of  the  region.  This  information  is  a 
product  that  can  be  commercialized. 

"Our  vision  is  to  continue  developing  a 
knowledge-based  industry  in  an  ever- 
expanding  business  environment,  seeking 
deeper  cooperation  down  the  value  chain," 
Jones  says.  "We  enjoy  a  strategic  location 
with  easy  access  to  North  and  South 
American  markets." 

Petrotnn's  marina  at  Pointe-a-Pierre  has 
temninalling  facilities  and  provides  bunkering 
services  for  vessels  from  Venezuela,  Colom- 
bia and  Brazil,  in  addition  to  cmise  ships  tran- 
siting the  Gulf  of  Paria.  Its  harbor  accom- 
modates transshipment  services  with 
access  to  chandlering  facilities  and  is  able  to 
handle  vessels  up  to  a  draft  of  15.5  meters. 
Jones  adds:  "We  lead  in  maintaining  a 
progressive  and  sustainable  enterprise  while 
ensuring  that  our  employees  are  empow- 
ered to  achieve  outstanding  results.  In  this 
region,  the  future  begins  with  Petrotrin."     ■ 


lahds.  Phase  II,  now  on  the  drawing      graphic  rock  units  and  paleontological  slides 


Pointe-a-Pierre.  Trinidad 
Republic  of 
Trinidad  &  Tobago 
Tel.:  (868)  658-4200 
Fax:(868)658-1315 
E-mail:  wayne. 
bertrand@petrotrin.com 

Web  site:  www.-petrotrin.com 


Mr.  Larry  Howai 
Chief  Executive  Officer 


First  Citizens  Bank 

It's  no  coincidence  that  First  Citizens 
Bank  struck  on  the  name  Neo  —  after  the 
Keanu  Reeves  character  who  masters  a 
computer-generated  world  in  the  hit  Matrix 
movies  —  to  market  financial  products  to 
the  budding  under-25  age  group.  After  all. 
First  Citizens  was  the  first  to  offer  the  coun- 
try Internet  banking  and  among  the  first  to 
allow  clients  to  buy  gas  directly  at  the  pump 
with  their  credit  cards.  Its  use  of  technolo- 
gy for  ATM  and  off-site  capabilities  has  kept 
costs  low. 

First  Citizens  now  is  using  its  technolog- 
ical savvy  to  develop  relationships.  Neo 
account  holders,  for  example,  get  co- 
marketed  discounts  on  pizza  and  clothes, 
access  to  scholarships  —  and  trust  in  the 
bank  that  will  provide  age-appropriate  finan- 
cial services  as  they  mature. 

Created  in  1983  out  of  three  banks  taken 
over  by  the  government.  First  Citizens  Bank 
restored  those  businesses  to  solid  ground. 
Then  it  moved  to  capture  market  share  in 
new  areas  like  investment  banking  and 
mutual  funds.  In  2002,  its  merchant  bank 
raised  over  TT$800  million  for  Caribbean 
bond  issuers.  With  a  solid  record  of  profits 
now  to  its  credit,  and  an  investment  grade 
rating  from  Standard  &  Poor's,  First 
Citizens  Bank  is  ready  to  move  from  state 
ownership  to  the  private  sector. 


#9  Queens  Park  East 

Port  of  Spain 

Tel:(868)62/r3178 

Fax:  (868)  627-45/.8 

E-mail:  enquiries@simplyfirst.net 

Web  site:  www.firstcitizenstt.'-om 
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Now  tine  largest  LNG  exporter  to  thie 
U.S.,  Trinidad  StTobago  has  set  its  sigints 
on  beconning  the  largest  in  the  world. 
Daily  capacity  is  1.8  billion  cubic  feet  per 
day  and  expected  to  increase  to  2  billion 
by  2005,  with  35  trillion  cubic  feet  (tcf)  in 
proven  reserves  at  the  end  of  2002.  In 
August  2003,  the  country  signed  a  mem- 
orandunn  of  understanding  with  Venezuela 
to  help  process  that  country's  gas. 
Venezuela  is  so  close,  only  six  miles  from 
Trinidad  at  its  closest  point,  that  on  a  clear 
day  it  is  easily  visible  from  Port  of  Spain. 

The  speed  at  which  Trinidad  &Tobago's 
LNG  project  has  come  to  fruition  is  tes- 
tament to  the  government's  support  of 
private  industry.  The  idea  was  conceived 
only  in  1992,  construction  began  in  1996, 
production  began  in  1999  and  the  coun- 
try is  now  building  its  fourth  LNG  train. 

"There's  a  strong  alignment  between 
private  investors  in  gas  production  and 
the  government,"  says  Frank  Look  Kin, 
president  of  the  National  Gas  Company 
of  Trinidad  and  Tobago.  "In  broad  terms, 
the  government  is  very  supportive  of  the 
gas  industry  as  a  way  to  ensure  that  we 
monetize  our  reserves." 

This  partnership  extends  to  other  petro- 
chemical industries  as  well.  Trinidad  & 


Tobago  intends  to  consolidate  its  posit 
as  the  world's  largest  exporter  of  amn 
'nia  and  methanol.  With  nine  ammoj 
plants  operating  and  one  under  constr 
tion,  it  has  3  million  tons  of  capacity  i 
expects  to  double  that  by  2005  after  a  n 
pipeline  is  completed. 

The  abundant  local  supply  of  ene 
also  provides  the  impetus  for  other  val 
added  operations  that  can  benefit  fr 
inexpensive  power  costs.  Trinidad 
Tobago  is  now  seeking  investors  to  h 
finance  its  expansion  into  aluminum,  v 
an  aluminum  smelter  planned  by  20 
The  plant  would  have  a  capacity 
125,000  tons  per  year  to  be  conver 
into  finished  products  like  electrical  w 
alloy  wheels  and  extruded  aluminum. 

PUBLIC-PRIVATE  PARTNERSHIP 

The  energy  and  petrochemical  sec. 
are  only  one  example  of  the  govt 
ment's  reputation  for  working  in  part 
ship  with  the  private  sector 

Trinidad  &Tobago's  commitment  to 
moting  added-value  manufacturing,  ci 
ing  jobs  and  working  in  partnership  \ 
foreign  investors  is  a  proposition  that  < 
erates  considerable  energy  even  bey 
the  country's  abundant  natural  em 


^ 


Export  Destinations  2002 


Country  Percent 

United  states  A6 
CARICOM  21 
Latin  America  8 
European  Union  3 

Other  Countries  20 


Source:  Central  Bank  of  Trinidad  &  Tobago 


CARIBBEAN  FOCUS 

INTERNATIONAL   PERSPECTIVE 


First  Citizens  Bank  speaks  the  language  of  the  Caribbean  with      f^^' 
an  international  accent.  ~" — ' ' 

First  to  launch  cyber  banking  in  the  English-speaking  Caribbean. 

First  indigenous  bank  in  our  region  to  be  awarded  a 
Standard  and  Poor's  long-term  investment  grade  rating.  « 

Our  determination  to  provide  efficient,  modern,  world-class 
banking  solutions  for  our  clients  allows  us  to  deliver  an 
outstanding  performance  everytime. 


tizens  Corporate  Centre: 
n's  Park  East,  Port  of  Spain,  Trinidad,  W.I. 
)  624-3178   Fax:625-7182 
:  www.simplyfirst.net 
enquiries@simplyfirst.net 


WEpuT  YOU  FirST 


First  Citizens  Banic 


Mr.  Gerald  Hadeed 
Managing  Director 


The  Beacon  Insurance 
Company  Ltd. 

This  family-owned  company  fittingly  bills 
itself  "The  Beacon  of  Protection"  on  an 
island-nation  where  the  need  for  marine 
insurance  has  increased  along  with  offshore 
oil  and  gas  exploration  and  production. 

Trinidad's  third-largest  insurer  and  largest 
independent  insurance  company,  Beacon 
recently  won  a  contract  to  insure  the  new 
56-inch  cross-country  pipeline.  The  firm 
insures  most  major  areas,  including  proper- 
ty, engineering,  bonding  and  general  acci- 
dents. It  is  now  partnering  with  internation- 
al companies  to  create  disaster  recovery 
sites  to  keep  companies  in  business  no 
matter  what  happens.  To  manage  risk,  the 
company  uses  a  combination  of  hands-on 
knowledge  of  the  businesses  it  insures  and 
a  technological  safeguard:  its  Insure  90  soft- 
ware, which  double-checks  that  any  under- 
writing follows  guidelines. 

The  firm  recently  expanded  into  St.  Lucia, 
St.  Vincent,  Barbados,  Grenada  and  Domini- 
ca —  but  nothing  farther  north,  to  avoid 
hurricane  exposure.  It  plans  to  introduce  life 
insurance  in  the  Caribbean  in  2004,  testing 
first  in  Dominica. 

This  strategy  of  prudent  growth  has 
helped  The  Beacon  show  a  profit  every  year 
since  its  1996  founding,  with  a  return  on 
equity  of  32%  in  the  past  fiscal  year.  Pre- 
mium income  has  increased  more  than 
fourfold  from  1996,  to  overTTSlOO  million. 

13  Stanmore  Avenue 

P.O.  Box  837.  Port  of  Spain 

Tel:  (868)  625-1113 

Fax:  (888)  623-9900 

E-mail:  Bicl@beacon  co.tt 

Web  site:  www.thebeaconinsurance  com 
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resources.  Add  the  connbination  of  a 
dynamic  private  sector,  productive  work- 
force, natural  resources  and  cultural  riches, 
and  it's  easy  to  understand  the  enthusi- 
asm with  which TIDCO's  Dr  Harry  asks,  in 
true  Trinidad  &  Tobago  language,  "When 
yuh  coming?" 

MOLTEN  HOT  CULTURE 

Trinidad  &  Tobago  reflects  the  cultural  mix 
of  the  Spanish.  French.  Dutch.  Portuguese  and 
British,  who  brought  Africans  and  East  Indians 
to  work  the  land.  Today  this  mix.  which 
also  includes  Chinese  and  Middle  Eastem 
communities,  has  produced  an  explosion 
of  culture,  from  food,  to  music  and  literature, 
to  religious  and  community  festivals. 

A  strong  British  influence  has  prevailed 
since  the  twin  islands  won  independence 
from  Great  Britain  in  1962.  This  is  exhibited 
in  the  westem  Port  of  Spain  around  the 
Queen's  Park  Savannah,  site  of  the  main 
Camival  reviewing  stand.  Homes  are 
trimmed  in  the  gingerbread  latticework  pio- 
neered by  Scottish  architect  George  Brown. 

Trinidad  &  Tobago's  melting  pot  really 
heats  up  in  its  cuisine  and  cultural  festivals. 
For  10  nights  in  October,  folk  groups  perform 
the  Hindu  epic  Ramleela.  The  heroic  Lord 
Rama  rescues  his  wife  from  a  10-headed 
demon  king  and  bums  him  in  effigy:  a  pre- 
lude to  Divali.  the  Hindu  Festival  of  Lights, 
when  Trinis  decorate  their  homes  with  can- 
dles in  small  day  pots  called  deyas. 

Port  of  Spain's  famous  Camival 
begins  at  Christmas  and  builds  in 
intensity  until  Ash  Wednesday. 
Visitors  can  parade  in  costume  with 
a  mas'  (short  for  masquerade)  band, 
attend  one  of  the  many  fetes  or  drop 
in  on  a  panyard  or  calypso  tent. 

During  the  Hindu  spring  rite  and 
festival  of  colors.  Phagwa,  cele- 
brants squirt  one  another  with 

M  plr?  water,  kicking  off  rehears- 
^    *or    the    Hindu    folk    song 

iChakaaree  Competition. 
For  the  Hosay  festival,  in  earty 


March.  Muslim  Trinis  build  tadjahs. 
miniature  temples,  which  they  pan 
through  the  St.  James  neighborhood  in  I 
of  Spain  and  Cedros  in  the  South. 

In  Tobago.  Easter  brings  a  comical 
of  spring:  goat  racing,  where  "jockt 
holding  leashes  chase  along  right  be^ 
their  "mounts." 

In  May.  the  Pan  Ramajay  festival  sh 
cases  local  steel  bands.  International  s 
bands  compete  in  October,  followed  by 
November  Pan  Jazz  FestivaL  Decerr 
brings  performances  of  Parang,  h 
music  played  on  four-string  cuatros  ' 
pidgin  Spanish  lyrics. 

Tobago  locals  don  top  hats  and  tradit 
al  dress  for  the  July  Heritage  Fest 
which  rotates  among  villages  so  that 
fun  lasts  for  weeks. 

During    these    celebrations,    vis 
should  sample  the  corresponding  taste 

One  of  Trinidad  &  Tobago's  signa 
dishes  is  roth  curried  meat,  potatoes 
vegetables  wrapped  inside  a  light,  fluffy 
Indian-style  bread.  Locals  will  also  urge 
itors  to  try  callalloo  soup,  made  of  coc 
milk.  okra.  dasheen  leaves  and  crab:  p» 
chicken  stewed  with  pigeon  peas  and  br 
rice:  and  "doubles."  curried  chick} 
between  two  pieces  of  lightly  fried  dout 
Tobago  specialty,  though  loved  on 
islands,  is  the  combination  of  curried 
and  dumplings  —  worth  sampling  di 
Tobago's  November  Blue  Food  Festival 
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Who  is  Graham  King, 

and  why  is  he  Martin 

Scorsese's  and 

Leonardo  DiCaprio's 

new  best  friend? 

The  answers  say  a  lot 

about  who's  bankrolling 

Hollywood  behind  the 

scenes  these  days. 


BY  SETH  LUBOVE 


PHOTOGHA^ 


131TTELAC0MEE  FOR  FORBES 


A  BUSTLING  TWO-STORY  SOUNDSTAGE 
in  Montreal,  director  Martin  Scorsese  sets  the  scene:  A  sea 
of  325  extras  in  period  costume  and  fabulous  hairstyles 
sways  past  faux  golden  palms  and  across  the  dance  floor 
of  a  1940s  re-creation  of  the  popular  Los  Angeles  night- 
club the  Cocoanut  Grove.  A  cameraman  on  a  crane  pans 
the  crowd  to  focus  only  on  the  shoes,  hundreds  of  them, 
all  elegant  and  formal  and  black,  then  lingers  on  a  pair  of 
white  canvas  tennis  shoes  worn  by  actor  Leonardo 
DiCaprio. 

The  sneaks  were  a  trademark  of  the  dashing  young 
millionaire  Howard  Hughes,  hero  of  the  $110  million 
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biopic  The  Aviator,  which  completed  filming  on  Nov.  14.  And" 
though  this  shot  wiD  last  only  30  seconds  and  involves  no  dia- 
logue, the  famously  picky  director  runs  through  multiple 
rehearsals  and  orders  eight  takes  of  the  same  shot.  The  crew 
began  setting  up  at  9  a.m.;  Scorsese  keeps  everyone  on  hand 
until  7  at  night. 

"I  want  the  picture  to  feel  lavish,"  he  explains,  right  down  to 
DiCaprio's  custom-made  sneakers.  But  the  lavishness  comes  at  a 
price:  The  movie  is  budgeted  at  the  equivalent  of  $1.2  million  a 
day  over  a  92-day  shooting  schedule.  Scorsese  is  spending  at 
least  $6  million  on  sets,  including  a  life-size  facade  of  Grauman's 
Chinese  Theatre  and  a  partial  replica  of  Hughes'  giant  wooden 
flying  boat,  the  Spruce  Goose. 

To  read  the  credits,  much  of  this  financial  burden  is  shoul- 
dered by  the  studio  giants  distributing  The  Aviator  in  the  U.S.  and 
overseas:  Walt  Disney's  Miramax  and  Time  Warner's  Warner 
Bros.  But  in  fact  the  bulk  of  the  money,  $66  million,  is  being 
wagered  by  one  Graham  King,  41,  the  little-known  burly  bear  of 
a  man  who  sits  silently  beside  Scorsese  behind  a  bank  of  video 
monitors  on  the  set. 


J 


the  James  Bond  series)  for  itself.  '  I 

Scrappy  independents  like  King  have  stepped  into  this  risk)! 
void,  and  these  days  they  are  betting  ever  larger  sums  on  budget' 
busting  epics  that  once  were  the  sole  province  of  Big  Hollywood 
"Graham  is  one  of  .those  guys  who's  willing  to  roll  the  dice  witl! 
high-profile  pictures  that  ordinarily  may  not  be  green-lit  by 
studio,"  says  Gary  Barber,  cofounder  of  Spyglass  Entertainment^ 
which  helped  bankroll  such  hits  as  The  Sixth  Sense,  Bruo 
Almighty  and  Seabiscuit.  Adds  DiCaprio's  manager.  Rick  Yorn' 
"He's  like  a  modern-day  Selznick,"  the  independent  produce^ 
behind  Metro-Goldwyn-Mayer's  classic  Gone  With  the  Wind. 

King  got  his  start  in  Hollywood  two 
decades  ago,  selling  schlocky  TV  reruns 
and  B  movies  to  dozens  of  small  foreign 
markets.  To  this  day  some  detractors  in 
showbiz  dismiss  him  as  little  more  than 
that.  "I  know  a  lot  of  people  who  envy 


his  position,"  says  veteran  Hollywood 
sales  agent  Penny  Karlin,  who 


Reel  to  Real 


hile  The  4wafof  provides  a  mostly 
glamorized  version  of  Howard  Hughes, 
the  real  Hughes  was  significantly  darker, 
especially  later  in  life.  Although  the  script 
ends  with  Hughes  at  63,  eccentric  and 
surrounded  by  his  beloved  Kleenex  boxes, 
most  of  the  movie  is  about  Hughes'  early  days. 


"Marty's  a  stickler  for  things  being  just  right,"  King  says 
later,  wandering  through  a  perfect  replica  of  the  Cocoanut 
Grove  men's  room,  built  for  a  scene  where  DiCaprio's  dop- 
pelganger,  Hughes,  shows  signs  of  the  germ  phobia  that 
would  debilitate  him  later  in  life.  "I  .see  where  my  money's 
being  spent." 

Graham  King  personifies  the  new  economics  of  Hollywood 
(or  the  next  generation  of  suckers,  depending  on  how  you  look 
at  it).  The  average  cost  of  a  movie  has  reached  $90  million  ($59 
million  for  production,  $31  million  for  marketing).  The  eight 
big  studio.s — where  most  projects  still  originate — now  look  to 
outside  partners  for  three-quartcr.s  of  the  220  or  so  films  they 
release  each  year,  up  from  half  their  output  in  1980.  Never 
mind  that  they  keep  the  surest  bets  and  most  promising  pro- 
jects for  themselves.  Warner  found  outside  investors  for  20  of 
its  26  movies  last  year.  MC,M  now  brini:,s  in  pannors  for  all 
movies  that  cost  more  th.      '         ''Uion,  saving  sequels  (mainly 
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Movie  version 

Opens  with  9-year-old 
Hughes  being  bathed  by  his 
mother,  who  speaks  with  a 
"Southern  lilt." 

Real  Hughes 

Hughes'  actual  mother, 
Allene,  was  raised  in  Dallas. 


J  wofitD'i  OBtAmi .««  vpEcrAcit      MB 

HELLS  ANG[IS  i 


(AKLY    IN    MAY    AT  THE 

OtQM  COHAN  TAonir 

A2-'  ST  AND  B'WAY,   NEW  YOlvK 

Froduccd  by  -  - 

Howard  Hugrhes 

AT  A  COST  0(    K>UK   wCOOK   OttUtfl 
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Movie  version 

Hughes  as  a  swashbuckling 
Hollywood  producer  obsesses 
over  details  of  Hell's  Angels, 
which  becomes  a  hit. 

Real  Hughes 

Other  than  Hell's  Angels  and 
Scarface,  Hughes  produced  a 
desultory  collection  of  forgettable 
films  and  all  but  killed  RKO  Picture; 
the  studio  famed  for  Citizen  Kane. 


has  distributed  King's  movie 
"This  is  a  town  where  everyone 
envious  and  waiting  for  someoi 
else's  demise.  They're  watching  like  crows  on  a  branch." 

King  isn't  so  much  an  auteur  as  a  peddler,  building  his  con 
pany.  Initial  Entertainment  Group,  by  shrewdly  bidding  a  fe 
million  bucks  for  foreign  rights  and  clearing  a  small  prol 
months  later  by  chopping  up  distribution  rights  and  resellii 
them  for  individual  markets  up  front  before  the  films  are  fii 
ished.  This  approach  makes  any  box  office  bombs  someone  els( 
problem.  "He's  more  of  an  investment  banker  for  film  proje( 
than  a  historical  sales  agent,"  says  Sanford  (Sandy)  Climan,  a  fc 
mer  partner  at  Creative  Artists  Agency  and  onetime  top  Univer; 
executive  who  is  also  a  producer  of  The  Aviator.  "What  he's  rea 
doing  is  distributing  risk  to  a  group  of  knowledgeable  buyers." 
But  in  recent  years  King's  bets  have  grown  bigger  and  bold 
as  he  takes  on  risky  projects  that  made  Big  Hollywood  blink 
Traffic,  Ali  and  Gangs  of  New  York,  where  King  made  pals  wi 
Scorsese  and  "Leo."  And  now  Graham  King  is  placing  his  bigg 


)et  yet.  For  the  first  time  he  is  not  just  a  reseller  but  the  frontline 
)roducer,  riding  herd  over  day-to-day  production.  If  Vie  Aviator 
oars  over  budget,  it  will  be  up  to  King — not  Warner  or  Mira- 
nax — to  foot  the  bill.  He  assumes  this  sizable  risk  despite  the 
iausible  possibility  of  colossal  failure.  This  project  bounced 
Lfound  for  years  in  HoUywood;  if  it's  so  great,  why  are  Warner 
Jid  Miramax  willing  to  let  King  take  the  lead  role? 

Hughes  died  27  years  ago,  an  obsessive-compulsive,  drug- 
ddled  recluse  whose  identity  is  little  known  to  the  teens  who 
nake  up  DiCaprio's  fan  base.  The  pubescent-looking  Leo  must 
ge  40  years  as  his  character  morphs  from  aviation  pioneer  and 
lollywood  producer  to  feeble  eccentric.  Add  to  that  an  irony 
hat  should  make  King  shudder:  Hughes,  too,  was  a  producer 
nd  studio  boss  (RKO  Pictures),  bankrolling  or  producing  40 
lovies  and  losing  a  small  fortune.  Grauman's  Chinese  Theatre 


Movie  version 

Hughes  valiantly  oversees  the 
design  of  his  giant  Spruce 
Goose  flying  boat  and  the 
XF-II  reconnaissance  plane. 

Real  Hughes 

The  Spruce  Goose  flew  only 
once,  in  1947,  and  the  XF-II- 
after  nearly  killing  Hughes 
during  a  test  flight-was  itself 
killed  by  the  Air  Force. 


where  Hughes  debuted 
'eWs  Angels,  his  paean  to 
'^orld  War  I  fighter  pilots, 
■leased  in  1930,  it  was  made  for  $3.8  million,  a  record-high 
un  at  the  time.  Hughes  lost  $1.5  million  on  it  ($16.5  million  in 
irrent  dollars).  He  later  said  producing  it  alone  was  the  biggest 
istake  he  had  ever  made. 

Miramax  and  Warner  Bros,  don't  have  much  to  lose  if  The 
mtor  nose-dives;  each  studio  will  pocket  a  distribution  fee, 
pically  a  30%  share  of  their  portion  of  the  gross  box  office 
ceipts.  But  for  King,  a  flop  would  burn  his  distributor  investors 
id  might  make  it  all  but  impossible  for  him  to  stay  in  business. 
)r  all  his  success  in  recent  years,  he  always  works  just  one  flop 
fay  from  disaster.  "My  biggest  fear  of  the  whole  film  is  the  final 
rsion  and  how  die  audience  will  react  to  it,"  King  says.  "You 
3rk  hard,  put  your  career  at  risk — and  it  comes  down  to  a 
iday  opening. 

Given  his  humble  beginnings,  the  fact  that  King  has  come 
is  far,  this  fast  has  something  of  a  made-in-Hollywood  quality 
out  it.  Born  and  bred  in  London,  he  arrived  in  the  U.S.  in  1981 
I  a  student  visa,  aiming  to  get  an  undergraduate  degree  at 
".lA  He  took  a  summer  clerical  job  at  Twentieth  Century  Fox, 


where  he  struck  up  a  friendship  with  a  fellow  Brit  named 
WOliam  Saunders,  then  head  of  Fox's  international  TV  sales.  At 
Saunders'  urging,  King  took  off  a  year  from  school  to  try  his 
hand  at  selling  Fox's  shows. 

He  never  went  back.  He  spent  sue  years  at  Fox,  then  bounced 
around  at  several  smaller  sales  outfits,  where  he  peddled  the  likes 

of  The  Chase,  a  1994 
comedy  that  the  New 
York  Times  described  as 
"a  big  loud  mess  of  a 
movie,"  and  Tammy  the 
\  -MKKM  Teenage  T-Rex  (no  elab- 
oration necessary).  A 


Movie  version 

Although  portrayed  as 
eccentric  and  germ- 
phobic,  Hughes  indulges 
in  little  more  than 
bottled  milk. 

Real  Hughes 

A  voracious  consumer  of 
codeine  and  Valium, 
Hughes  slept  for  up  to  24 
hours  at  a  time.  He  was  so 
constipated  that  he'd 
spend  up  to  12  hours 
in  the  bathroom. 


Movie  version 

Hughes  is  portrayed  as  a  savvy  and  canny 
businessman  who  produced  movies,  built 
an  aviation  empire,  controlled  TWA— and 
even  designed  the  push-up  bra. 

Real  Hughes 

Hughes'  primary  business  ventures,  which 
included  casino  gambling,  succeeded 
despite  his  meddling  and  absentee 
ownership.  The  primary  beneficiary 
of  his  largesse,  the  Howard  Hughes 
Medical  Institute,  has  an  endowment 
of  $10.3  billion. 


typical  deal  was  20  titles  at  $1,500  each  to  French-speaking 
Gabon.  "It  was  brutal . . .  brutal,"  King  says  with  a  sigh. 

In  1994  he  opened  his  own  foreign  sales  firm,  Initial  Enter- 
tainment Group,  with  two  partners.  Their  first  big  hit  was  Rent- 
a-Kid,  a  forgettable  made-for-TV  comedy  starring  Leslie  Nielsen 
as  a  slick  salesman  who  rents  out  orphans.  King  paid  Viacom 
Productions  $1  million  for  the  overseas  rights,  then  flipped  the 
rights  weeks  later  to  foreign  distributors  for  a  quick  $3.5  million 
profit.  Three  years  later  he  rounded  up  $10  million  for  U.S.  and 
overseas  rights  to  Very  Bad  Things,  a  quirky  dark  comedy  that 
featured  a  newcomer — Cameron  Diaz.  N.V.  Philips'  Polygram 
Films  had  originated  the  project,  yet  King  was  able  to  get  Poly- 
gram to  pay  him  $10  miflion  just  for  U.S.  rights,  letting  him 
pocket  all  foreign  sales  as  profit.  Good  move:  The  movie  flopped 
in  the  U.S.,  taking  in  less  than  $10  million. 

Then  King  doubled  up  in  1997,  lining  up  a  $21  million  line 
of  credit  from  John  MOler  of  Chase  Manhattan  (now  J.R  Mor- 
gan Chase),  the  silver-haired  dean  of  Hollywood  bankers  (see 
box,  p.  124).  Rivals  told  Miller  he  was  "nuts"  for  bankrolling  a 
guy  who  sold  turkeys  overseas,  but  Miller  says  he  backed  King 
"totally  based  on  a  character  assessment  that  these  guys  would 
make  it."  King's  credit  line  has  since  risen  to  $150  million. 

Along  the  way  King,  ever  the  salesman,  sold  49%  of  Initial  to 
Germany's  Splendid  Medien  for  $4  million  in  1999.  He  bought 
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it  back  in  December  2001,  after  the  crash— and  then  a  month 
later  sold  the  whole  shebang  to  another  German  outfit,  Interna- 
tionalmedia.  King  won't  disclose  the  price,  but  International- 
media  revealed  in  a  filing  that  it  set  aside  for  the  acquisition 
shares  that  have  since  collapsed  to  a  value  of  $3.8  million.  "He 
reports  back  to  me  every  half-year,  and  we  leave  him  completely 
alone,"  says  Moritz  Borman,  Internationalmedia's  chairman. 

In  building  Initial,  King  started  small,  paying  $20  million  for 
overseas  rights  for  Dr.  T  &  the  Women,  a  chick  flick  starring 


The  Insider 

John  Davis  is  one  of  Hollywood's  most 
prolific  producers,  yet  when  he  arrives 
for  lunch  at  a  bustling  watering  hole  in 
Brentwood,  Calif,  the  harried  maTtre  d' 
lets  him  cool  his  heels  out  front  while 
such  industry  heavies  as  MGM  boss 
Alex  Yemenidjian  enjoy  their  meals.  When 
a  table  finally  opens  up,  Davis,  49, 
demands  a  better  spot. 

Such  are  the  daily  indignities  suffered 
by  the  low-profile  Davis.  A  hired  producer 
for  the  big  studios  who  also  develops  his 
own  material,  rather  than  an  independent 
like  Graham  King,  Davis  has  made  some 
62  movies  since  the  mid-Eighties,  raking 
in  gross  sales  of  $2.5  billion.  He  has  long 
been  overshadowed  by  Jerry  Bruck- 
heimer, Brian  Grazer  and  other  more  visi- 
ble producers.  But  he  is  popular  at  the 
studios  where  he  has  made  his  movies, 
which  include  Predator,  Dr.  Dolittle, 
Grumpy  Old  Men,  Behind  Enemy  Lines, 
Daddy  Day  Care  and  a  belly-flop  he  would  probably  rather 
I     forget,  Waterworld. 

"He's  not  under  the  radar  for  us,"  says  Hutch  Parker, 
president  of  production  at  Rupert  Murdoch's  Twentieth  Cen- 
tury Fox  studios,  where  Davis  has  a  first-look  deal.  Unlike  Graham 
King,  who  operates  outside  the  studio  system  and  has  to  scratch  and 
scrape  for  funding,  Davis  Is  the  consummate  studio  producer.  The 
oldest  son  of  longtime  Forbes  400  member  Marvin  Davis  (who  sold 
Fox  to  Murdoch  in  1985),  John  Davis  never  spends  any  of  his  own 
money;  Iho  otudio  covers  his  entire  budget,  as  well  as  his  overhead 
and  script  development  costs. 

"^JO^^n  is  an  insider,  and  Graham  King  is  the  outsider,"  says  Rev- 
olution Studios  boss  Joo  Roth,  who  has  worked  with  both  men. 


Richard  Gere  and  directed  by  Robert  Altman.  In  2000  he  took; 
on  a  very  tough  sell:  The  Dangerous  Lives  of  Altar  Boys,  a  com-i 
ing-of-age  story  starrmg,  and  produced  by,  actress  Jodie  Foster., 
King  provided  $12  mUlion  to  cover  the  budget,  of  which  he  got 
back  only  $8  million  in  presales.  "In  our  case  he  was  the  super- 
man who  came  in  and  said,  'I  love  you,  and  here's  the  money,'" 
says  Foster,  who  appreciates  that  King  doesn't  try  to  schmooze, 
her.  "Our  film  didn't  make  the  kind  of  money  we  hoped,  but  we 
didn't  lose  a  great  amount  of  money  for  him." 
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Davis  is  he  doesn't  own  his  movies.  Rather, 

.    '.  V.  based  on  a  slight  percentage  of  the 

'  i   .1  OSS.  Not  having  to  worry  about  grub- 

.'  ank  out  as  many  as  a  half-dozen 

i    'liat  few  of  his  movies  are 

Javis.  Ma;.f  recently  the  Los 

.     hay  Care  as  "flat,  pointless  and 
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'  unfunny. ' 
"It's  virtually  impossible  to  get  good  reviews  for  com- 
mercial movies,"  he  says.  He  got  the  last  laugh.  Made  for 
$60  million.  Daddy  Day  Care  grossed  $104  million  just  in 
the  U.S.,  even  before  sales  of  the  $28  DVD.  Davis  now 
plans  a  sequel.  His  latest  work  in  progress:  First  Daughter,  a  $35 
million  comedy  featuring  Dawson's  Creek  star  Katie  Holmes. 

Business,  not  high  art,  has  been  Davis'  priority  since  graduat- 
ing from  Harvard  Business  School  in  1981.  He  joined  his  dad  at  Fox 
after  graduation,  where  he  convinced  the  older  Davis  to  bid  $100 
million  for  the  then-fledgling  ESPN.  (The  offer  was  spurned,  and 
today  its  owner,  Disney,  values  ESPN  at  $20  billion.)  When  the  deal 
fell  apart,  Davis  landed  a  minor  producing  job  on  Fox's  Commando, 
an  early  Arnold  Schwarzenegger  flick.  The  future  governor  tapped 
Davis  to  be  a  producer  on  a  follow-up  movie.  Predator  (full  circle; 
Davis  is  now  producing  Alien  Vs.  Predator  for  Fox).  He  hasn't  lefl 
the  business  since,  though  he  runs  venture  capital  investments  or 
the  side  that  include  the  Wetzel's  Pretzels  chain  (which  lande 
plug  in  Daddy  Day  Care). 

"I  only  want  to  do  the  fun  part  of  the  business,"  Davis  says.  "Rais- 
ing money  is  not  the  fun  part. "  Easy  for  him  to  say.  —S.L 
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movie  that  provided  as  much  entertainment  behind  the  scene; 
as  in  them.  It  ran  a  year  behind  its  original  release  date.  Storie; 
spilled  into  the  trades  and  the  gossip  columns  about  budget  anc 
scheduling  battles  betv^een  Scorsese  and  Harvey  Weinstein,  th( 
combustible  boss  of  Miramax.  King  spent  much  of  his  time  or 
the  main  set  in  Rome,  providing  eyewitness  accounts  to  his  ner-' 
vous  distributors  to  assure  them  the  movie  was  on  track. 

The  movie  was  finally  released  late  last  year  to  critical  acclaitii 
but  a  mediocre  box  office  ($74  million  in  the  U.S.  and  $125  mil- 
lion overseas).  King  barely  made  $2  million  after  reselling  hir 
rights  to  foreign  distributors,  less  than  he  could  have  earned  b; 
putting  his  $65  million  stake  into  a  certificate  of  deposit.  But  h« 


All  that  was  just  a  warm-up  for  the  deal  that  would 
instantly  make  King  the  talk  of  Hollywood:  Gangs  of 
New  York.  The  violent  epic  about  mid- 19th-century 
street  brawlers,  a  longtime  passion  of  Scorsese's,  had 
been  languishing  at  Disne)',  which  didn't  see  much  commercial 
payoff  in  the  dark  tale.  Kenneth  Kamins,  an  agent  at  Interna- 
tional Creative  Management,  told  King  about  the  project  and  its 
financing  problems.  "Make  an  aggressive  offer,"  he  advised 
King.  "They'll  cither  accept  it,  which  will  be  huge,  or  they 
won't — but  they'll  all  know  who  you  are." 

King  clinched  overseas  rights  to  Gangs  for  a  daunting  $65  mil- 
lion, providing  the  lion's  &ho^e  of  a  budget  that  eventually  went 
over  $100  million.  Joe  Roth,  -h  liicf  of  Walt  Disney  Studios, 
accepted  King's  offer  but  asked,  "\  '  - .  ^ .  - ; ..  and  how  do  I  know 
you  can  pay?"  J.F.  Morgan  Chase's  iched  for  him. 

Gan^'5  became  one  111  <:.     im  cular  instances  of  a 


King  of  the  bills: 
King  spares  no 
expense  on  director 
Scorsese  and  star 
DiCaprio  (as 
Howard  Hughes). 


won  instant  access  to  Hollywood's  A-list:  Scorses 
DiCaprio  and  brooding  actor  Daniel  Day-Lewis,  wh 
played  the  malevolent  Bill  the  Butcher  character.  Kir 
now  is  in  business  with  all  three. 
While  the  Gangs  drama  dragged  out.  King  did  another  deal.  F 
had  offered  $39  million  for  foreign  rights  to  director  Steven  Sode 
bergh's  Traffic.  When  Fox  got  cold  feet  after  Harrison  Foi 
dropped  out,  King  stepped  in  with  an  offer  to  the  outside  pn 
ducers  to  finance  the  entire  movie  for  $55  million.  He  then  gi 
Michael  Douglas  to  replace  Ford,  sold  the  domestic  rights  to  UJ 
Films  for  $14  million  and  made  a  $10  million  profit  by  reselling  tl 
rights  overseas,  where  the  film  had  a  built-in  audience  from  tl 
BBC  TV  series  that  inspired  it.  Trajfic  went  on  to  take  in  $208  m 
lion  in  worldwide  ticket  sales  and  pick  up  four  Academy  Aware 
Now  comes  The  Aviator,  freighted  with  the  usual  Hollywo( 
baggage  of  conflicting  ownership  claims,  competing  Hugh 
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movies,  fragile  egos  and  a  lawsuit,  since  settled.  In  1993,  long 
before  King  arrived,  Charles  Evans  Jr.  came  up  with  the  idea  for 
a  movie  about  Hughes'  early,  glamorous  life,  when  he  was  an 
aviation  pioneer,  Hollywood  producer  and  playboy.  (He  did, 
after  aO,  have  passionate  affairs  with  Katharine  Hepburn,  played 
in  Scorsese's  film  by  pale  siren  Gate  Blanchett,  and  Ava  Gardner, 
portrayed  by  Kate  Beckinsale.) 

Evans,  the  nephew  of  Hollywood  veteran  Robert  Evans,  claims 
he  acquired  the  option  on  a  Hughes  book,  Howard  Hughes:  The 


Untold  Story,  and  in  1997  enlisted  actor  Kevin  Spacey  as  directr 
They  then  persuaded  financier  Arnon  Milchan  of  New  Regenc 
Productions  to  fund'the  project.  With  the  deal  in  hand,  th( 
approached  DiGaprio's  agent,  who  said  the  young  heartthrc 
would  join  the  cast  if  he  could  pick  the  director. 

Spacey  was  out,  and  DiGaprio  brought  in  Michael  Mann,  tl 
hard-boiled  director  of  The  Insider  and  AU.  Mann  in  tuij 
brought  on  screenwriter  John  Logan,  who  penned  Gladiator  ar 
Any  Given  Sunday,  and  in  2000  he  set  up  a  production  deal  wi 


The  Banker 


Hollywood's  most  powerful  banker, 
J. P.  Morgan  Securities  Managing 
Director  John  Miller,  is  rarely  seen 
walking  the  red  carpet  at  glitzy 
movie  premieres.  "The  minute  any- 
one in  my  group  thinks  of  going  Hol- 
lywood, they're  outta  here,"  he  says. 

Avoiding  Hollywood's  seductions  has 
gone  a  long  way  toward  preserving  Miller's 
career  in  the  industry,  where  he  is  the  lead- 
ing provider  of  the  specialized  lines  of 
credit  that  are  the  lifeblood  of  ambitious 
independents  such  as  Graham  King. 
Including  King's  $150  million,  Miller,  58, 
1  oversees  $7.5  billion  in  credit  lines  at  the 
'  moment,  laying  off  all  but  $1.3  billion  of  it  to 
other  banks. 

"If  you  have  John  Miller  behind  you  in 
this  business,  you've  made  it,"  says 
Richard  (Rick)  Sands,  chief  operating  offi- 
cer of  Disney's  Miramax  Films  unit. 

A  career  banker  since  graduating  from 
the  University  of  Arizona  in  1968,  Miller 
toiled  in  the  backwaters  of  Los  Angeles 
banking  until  developing  relationships  with 
several  Hollywood  business  managers  and 
celebrities  such  as  Johnny  Carson  and 
I  ,  Gary  Grant.  He  began  finoncing  films  in  the 
'^Seventies  aftei  meeting  Raymond  Chow, 
whose  Hong  Kong-ijasetl  Golden 
'Harvest  Films  discovered  martial  I 
arts  legend  Bruce  Lee. 

Since  then  Miller  has  profited  by 
riding  the  trend  of  big  «tuOins  push- 
ing more  risk  onto  independents, 
who  depend  on  him  for  their  financing. 
Miller  has  been  the  low-i  .l'jIo  banker 
behind    such   successful  tr.    as 

DreamWorks,  Joe  Roths  -'  i  - 

dios,  Morgan  Creek,  Bcac  jri 
Time  Warner's  New  Line  Cinemo 
But  unlike  his  cusromers,  ^; 


.  gambler.  Most  of  his  loans 
are  cross-collateralized,  mean- 
ing that  no  one  flop  will  cause 
a  loan  to  go  sour,  because  he  can  collect 
on  a  producer's  other  assets.  In  addition 
to  interest,  the  Lank  makes  its  money  by 
charging  two  points  plus  fees  on  every 
loan.  "I  as; i;r.is  every  one  of  these  deals 
"Ml  go  bad,"  he  says. 

Few,  !uwe.  Despite  lending  to  such  well- 


known  busts  as  Cannon  Pictures,  Caroico 
Pictures  and  Live  Entertainment,  Miller 
claims  he  had  never  lost  money  in  Holly- 
wood until  some  recent  insurance-backed 
financing  fiascos,  now  tangled  up  in  court. 
"It's  been  a  nightmare,"  he  says.  Other^ 
wise  Miller  has  had  a  good  run.  Back  in 
mid-Eighties  he  even  taught  Cary  Grai 
and  Dyan  Cannon's  daughter,  JennifeT 
how  to  balance  her  checkbook.  —S.L 
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Time  Warner's  New  Line  Cinema  without  telling  Evans.  At  least, 
that's  Evans'  version  of  events.  He  sued  in  2001  in  California  state 
court,  accusing  Mann,  New  Line  and  DiCaprio's  agent  of  squeez- 
ing him  out  of  the  project.  The  lawsuit  was  settled  last  year  for  an 
undisclosed  sum — and  a  producer  credit  to  Evans. 

Mann,  exhausted  from  making  the  back-to-back  biopics  AH 
and  The  Insider,  later  deferred  to  Scorsese  on  the  project, 
although  he  also  retains  a  producer  credit.  "I  was  biopic-ed  out," 
says  Mann,  taking  a  break  from  the  filming  of  his  latest  effort. 
Collateral,  starring  Tom  Cruise.  "I  just  wanted  to  make  a  picture 
where  I  could  make  it  up." 

King  finally  arrived  on  the  scene  in  2001  as  a  result  of  a  pro- 
duction deal  he  signed  with  DiCaprio  in  2000,  after  backing 
Gangs  of  New  York.  King's  only  previous  experience  with  a 

I  biopic  had  been  a  painfiil  one:  He  put  up  $55  million  in  2001 
for  overseas  rights  to  Mann's  Ali  and  barely  cleared  any  profit. 

I  The  film  reportedly  cost  $134  milUon  to  make  and  market,  but 

I  pulled  in  just  $58  miUion  in  the  U.S.  and  $85  million  overseas.  "I 

!  must  admit,  I  made  a  big  mistake,"  he  says. 
^A    H      Adding  to  the  risk  this  time  is  Scorsese's  reputation  as  an 

ft  lot  of  people  said  I  was  crazy  to 
that  he  very  rarely  comes  in  on  budget, 


International  Film  Guarantors,  with  a  premium  of  $2.2miUion 
Another  hurdle:  The  Hughes  story  isn't  a  sizzler  overseas.  T 
presell  it  to  foreign  distributors.  King  played  up  Scorsese  an 
DiCaprio,  who  is  worshipped  in  Japan.  When  King  accompanie 
the  duo  to  the  Japan  premiere  of  Gangs  last  November,  he  mac 
sure  they  set  aside  time  to  meet  with  the  head  of  the  big  Japanes 
distributor,  Shochiku,  to  discuss  the  Hughes  project.  Shochik 
had  doubts,  but  "Marty  told  them  he  plans  to  make  a  very  con' 
mercial  film,"  King  recalls.  "Yes,  the  guy's  name  is  Howar 
Hughes,  but  it's  about  someone's  passion  for  flying,  for  aviatioi 
for  the  movie  industry,  for  stars."  Shochiku  funded  12%  of  tJ 
budget,  or  $13  million,  in  exchange  for  theater  and  TV  rights  i 
Japan.  King  gets  a  portion  of  the  profits  there — if  any — only  aft( 
tlie  distributor  recoups  its  mvestment  plus  marketing  costs. 

King  borrowed  his  portion  of  the  movie's  budget,  lining  v 
a  loan  from  Bank  of  Tokyo-Mitsubishi's  UnionBanCal  unit  in 
bet  that  he  could  quickly  pay  it  back  with  money  from  the  sal* 
of  overseas  rights.  His  most  vulnerable  time  came  when,  st 
waiting  for  his  loan  to  kick  in,  he  had  to  personally  shell  out  i 


do  a  Martin  Scorsese  movie  againi 
that  he'll  kill  me."  


artist,  meaning  he  runs  behind  schedule  and  over  budget.  On 
Goodfellas  he  went  15  days  over  the  55-day  shooting  schedule. 
He  took  four  days  to  shoot  just  one  scene  in  Raging  Bull, 
prompting  producer  Irwin  Winkler  to  step  in  and  question 
whether  the  director  really  needed  every  shot.  Scorsese  tells  of 
how  Star  Wars  creator  George  Lucas,  touring  the  set  of  Gangs, 
gazed  at  a  splay  of  large,  meticulously  built  reproductions  of 
sailing  ships  and  asked  why  Scorsese  didn't  simply  create  them 
by  computer. 

"A  lot  of  people  said  I  was  crazy  to  do  a  Martin  Scorsese 
movie  again,  that  he  very  rarely  comes  in  on  budget,  that  he'll 
kill  me,"  King  says.  "I  just  said,  'Marty,  if  you  have  any  issues 
with  the  schedule  or  the  budget,  you  have  to  tell  me  now.' " 

The  director  responded  that  he  would  do  "everything  in  my 
power  to  come  through,"  and  even  agreed  to  give  up  a  portion  of 
his  pay  if  he  runs  over.  Scorsese,  who  finished  filming  close  to 
schedule  but  now  begins  the  lengtliy  process  of  postproduction 
and  editing,  may  lack  conviction.  "If  you're  over  schedule,  you're 
over  si  " '-'  c  says  with  a  shrug,  adding  that  he  is  happy  King 

has  stayt  -m-  way.  "I  find  him  to  be  a  comforting  figure  on 

the  set,  rat.  •  nc  people  in  the  past  who  were  alarming." 

Scorsesi  c  made  it  tougher  for  King  to  land  a  com- 

pletion-guai .  .1,  an  insurance  policy  that  assures  lenders 

p  on  time  at  the  promised  cost.  Bonding  com- 
'".\-  liea.'-d  was  'Gangs'  and  'ov^r  budget,'" 
'<■■.  It  vras  tough."  He  landed  a  bond  from 


the  movie  wili 
panics  balked, 
says  King.  "It  took 


to  $2  million  a  week  for  six  weeks  to  get  things  rolling  befo 
shooting  began  in  July. 

After  that,  the  newly  minted  producer  lived  on  the  set  eve 
day,  where  he  coped  with  such  crises  as  the  Los  Angeles  wUdfii 
that  threatened  to  engulf  some  sets,  and  made  sure  Scorse 
wasn't  irritated  by  distractions.  "Marty  has  little  quirks,"  Ki) 
says.  No  one  is  allowed  to  walk  behind  Scorsese  during  filmi 
or  to  smoke  within  range  of  his  asthmatic  lungs. 

Whether  all  of  King's  sweat  will  pay  off  or  end  in  his  fad 
away  as  yet  another  hapless  sucker  in  Hollywood  will  ultimate 
be  determined  by  the  audience.  The  141 -page  script  moves  f; 
but  may  be  overly  ambitious,  covering  a  40-year  period  tt 
includes  everything  from  Hughes'  epic  struggle  to  comph 
filming  oi  Hell's  Angels  and  his  love  affairs  with  various  actress 
to  his  stewardship  of  TWA  and  his  battles  with  Pan  Am. 

King  hopes  for  a  true  rarity  in  Hollywood — a  huge  hit  t 
big  studios  don't  control.  It  happens:  Warner  ostensibly  ma 
the  Matrix  trilogy,  but  the  Australian  firm  Village  Roadshi 
covered  half  the  cost  and  shared  half  the  profits.  Meanwhi 
Warner  kept  the  surefire  Harry  Potter  series  to  itself. 

Even  Miramax,  The  Aviator's  codistributor  in  the  U.S. 
withholding  judgment.  "There  are  no  sure  bets,"  says  Mirama 
chief  operating  officer,  Richard  (Rick)  Sands.  "Yes,  Marty  i 
great  director,  Leo  is  a  movie  star,  and  the  script  is  fantastic.  I 
until  you  see  the  vision  of  the  director  on  the  screen,  you  do 
know."  Graham  King  admits  as  much,  saying  with  a  nerv( 
smile:  "You  roll  the  dice  on  these  things." 
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PROTECTING  CRITICAL 
CORPORATE  ASSETS, 
NFORMATION,  INFRASTRUCTURE 
AND  —  MOST  OF  ALL—  PEOPLE 


SECURITY 


I  he  search  for  ways  to  secure  people  and  property  is  as  old  as  history.  From  the 
pyramids  in  Egypt  to  the  Great  Wall  in  China,  from  Fort  Knox  to  the  "Star  Wars" 
defense  initiative,  inventive  minds  have  continually  crafted  astounding  technologies 
to  keep  thieves,  vandals  and  invaders  from  their  doors  and  people  out  of  harm's 
'.The  9/11  attacks  and  incidents  since  then  mark  an  unprecedented  moment  in  this 
St  for  security  across  the  ages.  For  all  U.S.  citizens,  the  current  challenges  to  national 
Jrity  and  Western  society  rival,  perhaps  surpass,  those  generated  from  the  Cuban 
site  Crisis  and  the  Cold  War,  or  Pearl  Harbor  and  World  War  II.  "We've  been  protected 
30  long  by  two  oceans  and  two  peaceful  neighbors  that  I  don't  think  we  in  the  United 
:es  seriously  thought  that  anyone  could  bring  violence  like  this  to  our  society,"  says 
Wayne  A.  Downing,  U.S.  Army  (Ret.). 


Bartholomew  J.  Frazzitta 

Vice  President  of  Security 
Diebold,  Incorporated 


Freedom  and  Hope:  These  are  two 
words  that  Diebold  has  pledged  to 
protect.  To  our  guardianship  of  the 
world's  most  precious  gem  —  the  Hope 
Diamond  at  the  Smithsonian  Institution 
—  Diebold  this  year  added  the  protec- 
tion of  the  United  States'  founding 
documents.  In  designing  the  high-tech, 
customized  vaults  that  house  the 
Declaration  of  Independence,  the 
Constitution  and  the  Bill  of  Rights  at 
the  National  Archives  Building  in 
Washington,  D.C.,  we  drew  on  our 
nearly  145  years  of  experience  as  a 
provider  of  security  systems  and  solu- 
tions. Protecting  such  an  integral  part  of 
America's  history  is  a  rare  opportunity, 
requiring  a  highly  customized  solution. 
Safeguarding  these  priceless  docu- 
ments presented  a  unique  challenge 
that  not  every  security  solutions 
provider  could  accomplish. 
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In  the  last  two  years,  the  country 
has  rallied  both-  to  understand  the 
nature  of  our  vulnerabilities  and  to  limit 
our  exposure.  To  address  this  mighty 
task,  the  government  created  the 
Department  of  Homeland  Security 
(DHS),  a  massive  public-sector  reor- 
ganization aimed  at  rooting  out  terror- 
ists and  thwarting  the  attacks  that 
jeopardize  security.  Of  equal  impor- 
tance has  been  the  mobilization  of  pri- 
vate-sector corporations.  Alongside 
their  traditional  responsibilities  to 
shareholders  comes  a  new  mandate: 


the  public  and  private  sectors  need 
continue  to  work  together 'to  shj 
critical  information  and  ideas  to  ensij 
our  nation's  security."  | 

Perhaps   nowhere   is   the   case 
public   and   private   alignment   in   1 
fight  on  terrorism  stronger  than  for  t 
nation's   critical   infrastructure,   wh(: 
an  estimated  80%  is  in  private  han 
"Oil   pipelines,   nuclear  power   plai 
and  public  transportation  systems 
all  prime  targets  for  terrorism,"   sf 
Michael  Cherkasky,  president  and  C 
of  Kroll  Inc.,  a  leading  global  risk  c 


"We've  been  protected  for  so  long 
by  two  oceans  and  two  peaceful 
neighbors  that  I  don't  think  we  in 
the  United  States  seriously  thought 
that  anyone  could  bring  violence 
like  [9/1 1]  to  our  society." 

—  Gen.  Wayne  A.  Downing,  U.S.  Army  (Re 


to  protect  their  assets,  customers, 
employees  and  even  their  communi- 
ties from  danger. 

With  this  rush  to  safeguard  our 
national  security,  a  spirit  of  collabora- 
tion has  united  the  public  and  private 
sectors.  This  new  emphasis  on  sharing 
security-related  information  and  com- 
bining strategic  efforts  demands  a 
level  of  trust  among  all  the  partici- 
pants. "Information  consolidation  and 
sharing  is  critical  to  our  homeland 
security  efforts  and  needs,"  says  Bill 
Mutell,  vice  president  of  Global 
Homeland  Security  at  Hewlett- 
Packard.  "From  corporate  best  prac- 
tices for  government  to  vulnerability 
assessments  within   private  industry. 


suiting  company.  An  attack  on  si 
installations  could  disrupt  the  co 
try's  economy,  cause  major  prope 
damage  and  loss  of  life.  "The  priv 
sector  has  a  shared  obligation  with 
government  to  protect  those  facilil 
from  harm." 

The  war  on  terrorism  promises 
be  a  long  work  in  progress,  with  room 
fresh  ideas,  committed  partnerships  ; 
strategic  genius.  With  the  creation  of 
DHS,  the  foundation  has  been  laid. 

But  it  will  be  the  dynamic  dialogue 
tered  at  such  gatherings  as  the  rec 
Forbes   Forum  at  West  Point,   held 
October  27-28,  that  will  help  propel 
department's  goals.  Titled  "Securing > 
Corporation:  Protecting  Critical  Corpoi 


!( 
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AM  A  CITY 


^M  STREET-SMART.  I  AM  ANYTOWN,  USA.  I  AM  GLITZ  AND  GLAMOUR.  I  AM  SLEEPY  AND  QUAINT 
JT  I  AM  NOT  NAIVE.  I  HAVE  LEARNED  TO  EXPECT  THE  UNEXPECTED.  I  AM  DOING  MY  BEST  TO 
j^EPARE  FOR  THE  WORST  AND  I  AM  OPEN  TO  ANYTHING  THAT  WILL  HELP  ME  DO  A  BETTER  JOB. 


AM  A  NETWORK. 


MTHE  EYES  AND  EARS  OF  MAIN  STREET  I  HAVE  THE  POWER  TO  LET  POLICE  AND  FIREFIGHTERS 

\JD  PARAMEDICS  KNOW  WHAT  EACH  OTHER  IS  DOING.  I  CAN  USETHE  CRISIS  COMMAND  CENTER 

)  PROVIDE  REAL-TIME  DATA  ACCESS  BETWEEN  EMERGENCY  SITES  AND  SAFETY  AGENCIES.  I  GIVE 

^ST-RESPONDERS  THE  POWER  TO  SEE  DISASTER  AREAS  BEFORE  THEY  EVEN  GET  THERE.  I  THINK 

MESE  ARE  THE  REAL  KEYS  TO  THE  CITY.  I  AM  MORE  THAN  A  NETWORK. 


To  learn  more  about  networking  solutions  for  state  and  local  governments, 

visit  cisco.com/safetynow. 
THIS  IS  THE  POWER  OF  THE  NETWORK.  nOW. 


Cisco  Systems 


nhts  reserved.  Cisco,  Cisco  Systen 
iin  other  countries. 
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Russell  M.  Artzt 

Executive  Vice  President 
eTrust  Solutions 
Computer  Associates 
International,  Inc. 


Today's  enterprise  information  security 
function  is  much  more  complex  than 
implementing  firewalls  and  updating 
your  antivirus  software.  Security  profes- 
sionals are  dealing  with  hacking,  tech- 
nology trends,  ongoing  detection, 
prevention  and  fraud  analysis,  as  well 
as  daily  reporting,  configuration  and 
documentation  activities  —  they  are 
stretched  too  thin  to  be  effective. 
Computer  Associates  international,  Inc. 
(CA)  addresses  this  dilemma  by  enabling 
enterprises  to  leverage  advanced  secu- 
rity expertise  and  management  to 
deploy  new  network-enabled  business 
systems  in  a  risk-balanced  way.  CA,  the 
recognized  leader  in  management  soft- 
ware, is  focused  on  providing  security 
management  software  that  enables  the 
business.  CA's  eTrust^'^  solutions  offer  a 
holistic  view  of  security  comprised  of 
Secure  Content  Management,  Identity 
and  Access  Management  and  Integrated 
Security  Management. 
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The  war  on  terrorism  promises  to 
be  a  long  work  in  progress,  with 
room  for  fresh  ideas,  committed 
partnerships  and  strategic  genius, 


Assets,  Information,  Infrastructure  and 
People,"  tiie  Forbes  event  brought 
together  influential  speakers  from  the  pri- 
vate sector,  law  enforcement  and  the  mil- 
itary. In  this  special  section  on  corporate 
security,  we  feature  the  views  of  many 
speakers  and  senior  leaders  from  the  cor- 
porate world  who  together  are  working  to 
raise  the  level  of  awareness  on  the  num- 
ber one  challenge  facing  business  leaders 
today:  securing  the  U.S.  corporation. 

THE  NEW  TERRORISM 
ENVIRONMENT 

The  first  element  in  fighting  terror- 
ism is  to  understand  how  it  has 
changed  since  the  Cold  War.  In  his 
book.  Terror  and  CounterTerrorism: 
Understanding  the  New  Security 
Environment,  Col.  Russell  D.  Howard, 
U.S.  Army,  discusses  six  major  charac- 
teristics of  the  new  terrorism  environ- 
ment, outlined  below. 

1)  Terrorism  is  more  violent.  In  the 
past,  terrorists  wanted  a  lot  of  people 
watching,  not  a  lot  of  people  dead. 
Today,  terrorists  want  a  lot  of  people 
watching  and  a  lot  of  people  dead. 

2)  Terrorism  is  global.  In  the  past, 
terrorists  were  more  easily  identified 
as  a  group  from  a  single  country,  such 
as  Germany  or  Italy.  Not  so  today.  "We 
have  arrested  al  Qaeda  operatives  in 
97  different  countries;  what  is  more, 
they  come  from  47  different  countries, 
including  the  U.S.,"  says  Howard.  "This 
is  a  global  threat,  requiring  a  global 
war  on  terrorism" 


3)   Instead   of  a   particular  natic 
government,  our  major  enemy  is  n 
a   nonstate,   transnational  threat. 
usual    tools    we    leverage    to    af 
another  state's  behavior,  namely, 
economic,    diplomatic,    psycholog 
and  military  power,  are  very  difficu 
use  against  this  new  breed  of  aggi 
son  "Who  do  you  sanction?  Who 
you  embargo?  How  do  you  use  nuc 
weapons  as  a  deterrent  to  Osama 
Ladin?"  asks  Howard. 

4) Terrorists  are  better  financed.  In 
old  days,  terrorists  had  to  rob  banks 
armored  cars,  take  hostages  and  col 
ransom  to  survive,  which  made  tl" 
easy  targets  for  law  enforcem 
Today's  terrorist,  especially  al  Qaed; 
very  well  financed. 

5)  Terrorists  are  better  trained 
organized.  They  function  as  a  gl' 
network  of  adaptive  cells  withoi 
clear  hierarchy,  making  it  difficult  f 
traditional  hierarchical  state  to  lo 
and  counter  them. 

6)  The  level  of  weaponry  and  t 
nology  is  much  greater,  as  is 
potential  for  harm.  "In  the  past, 
faced  small  arms,  plastic  explos 
and  perhaps  shoulder-fired  missi 
says  Howard.  "Now,  however,  we 
concerned  with  chemical,  bioloc 
radiological  and  nuclear  weapons.' 

In  conjunction  with  this  new  fac 
terrorism.  Gen.  Downing  advises  < 
panics   to    be    aware   that   terro 
choose    symbolic    targets    with 
potential  to  cause  economic  chaos 


:enarios.  Only  Northrop  Grumman  has  the  vision  and  technology  to  transform  the  chaos  of  warfare 
ito  clarity.  Our  advanced  battle  management  systems  enable  the  real-time  integration  of  a  complex 


rray  of  command,  control,  communications  and  intelligence  assets.  This  information  superiority 
its  military  planners  shape  the  battle  space  and  deploy  forces  faster  and  more  flexibly.  It  enables 
Dtal  domination  throughout:  on  the  ground,  at  sea,  in  the  air,  space  and  cyberspace.  To  ensure 
ictory,  knowledge  must  become  capability.  No  one  sees  this  more  clearly  than  Northrop  Grumman. 


vw.northropgrumman.com 

003  Northrop  Grumman  Corporation 


NORTHROP  GRUMMAN    Defining 


THE     FUTURE' 


Advertisement  6 


David  Zolet 

Vice  President  of 
Homeland  Security 
Northrop  Grumnnan 
Corporation 

Over  the  next  decade,  homeland  security 
will  fuel  significant  growth  in  public 
expenditures.  Northrop  Grumman,  a 
major  defense  contractor,  is  poised  to 
serve  this  new  and  evolving  market.  With 
its  sophisticated  technologies,  expertise 
and  experience,  we  have  all  the  pieces  in 
place  to  assist  federal,  state  and  local 
governments  in  addressing  America's 
homeland  security  needs.  Northrop 
Grumman  already  has  many  capabilities 
that  could  be  immediately  useful  in 
the  "Detection,  Surveillance  and 
Intelligence"  area  established  by  Tom 
Ridge's  Office  of  Homeland  Security. 
Among  them  are  the  firm's  Global  Hawk 
unmanned  surveillance  system,  which 
can  provide  continuous  surveillance  and 
monitoring  of  key  assets,  such  as  high- 
ways, pipelines  and  power  transmission 
networks.  In  another  critical  security  area, 
Northrop  Grumman  is  also  competing  to 
provide  a  sophisticated  bio-detection 
system  for  the  U.S.  Postal  Service. 


mass  casualties.  "We  also  see  them 
shifting  their  targets  to  overseas  soft 
locations,"  says  Downing.  "For  exam- 
pie,  instead  of  attacking  the  American 
Embassy,  they  are  targeting  a  hotel, .as 
in  Jakarta." 

PLANNING  FOR  SECURITY 

Armed  with  a  profile  of  the  modern 
terrorist,  companies  need  to  become 
introspective  and  devise  a  logical  secu- 
rity plan  reflecting  their  own  unique 
needs.  Cherkasky  of  Kroll  offers  an 
outline  to  get  started: 


The  goal  is  to  match  the  perceived  i 
at  a  site  with  the  appropriate  secu 
design.  Is  the  assessed  risk  a  theft 
a  warehouse,  sabotage  at  an  ene 
facility  or  hackers  stealing  corpor 
secrets?  Which  of  the  many  prev 
fives,  such  as  IT  solutions,  physical  I 
tiers,  surveillance  equipment,  mot 
sensors,  ID  badges  and  metal  del 
tors,  are  appropriate  to  each  situatioi 
Implementation.  Now  it  is  time 
build  those  systems  and  procedu 
that  will  offer  the  best  protect 
based  on  assessed   risk.  This  is 


Armed  with  a  profile  of  the 
modern  terrorist,  companies 
need  to  become  introspective 
and  devise  a  logical  security  plan 
reflecting  their  own  unique  needs. 


NORTHH .       47/71 
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Risk  Assessment.  This  first  step 
requires  a  corporation  to  conduct  an 
in-depth  study  of  itself  in  order  to  build 
a  unique  risk  profile.  It  needs  to 
assess  the  corporation  as  a  whole.  Are 
you  a  Wal-Mart  in  central  Pennsylvania 
or  a  media  giant  with  headquarters  in  a 
big  city?  What  is  the  nature  of  the  busi- 
ness, a  power  plant  or  a  food  manu- 
facturer? A  company  also  needs  to 
consider  the  risk  profile  and  individual 
security  needs  of  its  various  facilities 
based  on  such  things  as  geography 
and  the  kinds  of  resources  and  infor- 
mation they  contain.  "A  multinational 
will  have  risk  profiles  not  only  for  its 
U.S.  locations,  but  also  for  its  offices  in 
various  countries,"  says  Cherkasky. 

Risk  Analysis.  This  stage  determines 
what  should  be  done  to  protect  corpo- 
rate assets,  customers  and  employees. 


"money"  phase,  where  most  sr 
occur.  "We  frequently  see  compa 
tackle  the  first  two  steps,  but  wh( 
comes  to  execution,  the  issues  of 
and  difficulty  get  in  the  way,"  : 
Cherkasky.  At  times,  the  design  is 
executed  or  is  stretched  out  ovi 
longer  period  than  envisioned. 

Maintenance.  Once  a  security 
tem  IS  installed,  it  is  not  the  time  t 
back  and  relax.  "The  world  char 
every  day,  and  new  threats  and  is: 
come  up,"  says  Cherkasky.  "You  1 
to  continually  watch  how  risks 
shifting  and  how  the  solutions  aisc 
shift"  What  IS  more,  training  em| 
ees  both  in  how  to  detect  and  res| 
to  incidents  is  an  ongoing  part 
well-designed  security  plan. 

The    more    companies    unders 
how   integral   security   issues   ar 


he  right  management  should  do  more  than  just  protect, 
t  should  also  enable. 

jTrust"  Security  Management  Software 

Vith  eTrust  security  management  software,  your  information  isn't  just  safeguarded  from  internal  and  external  threats. 
Ve  provide  authorized  customers,  partners,  and  employees  with  appropriate  access  that  can  help  your  business  grow. 
1  addition  to  secunng  data,  eTrust  also  provides  a  single  view  of  your  security  environment,  so  you  can  make  real-time 
lecisions  based  on  comprehensive  information.  If  you're  looking  for  ways  to  minimize  nsk  while  maximizing  your 
•otential,  or  to  get  a  white  paper,  go  to  ca.com/security. 
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Greg  Akers 

Senior  Vice  President 

&CTO 

Global  Government 

Solutions  Group  and 

Corporate  Strategic 

Security  Programs 

Cisco  Systems 

As  a  global  company  in  an  industry  and 
econonny  marked  by  rapid  change,  Cisco 
Systems  has  had  to  learn  to  transform 
quickly  to  keep  abreast  of  change.  Our 
company  culture  is  based  on  customer 
success.  Through  the  years,  we  have 
used  lessons  learned  and  our  experience 
to  provide  customers  with  solutions  for 
their  business  challenges.  In  response  to 
the  President's  Management  Agenda, 
and  associated  e-government  initiatives, 
we  began  a  Transformation  Services  pro- 
gram to  advise  government  customers 
about  Cisco's  industry-leading  best  prac- 
tices in  information  technology.  During 
the  course  of  our  work,  we  found  that 
successful  transformation  rests  on  three 
pillars;  technology,  people  and  process. 
We  understand  the  importance  of  people 
and  processes  m  solving  real  problems, 
and  we  know  that  technology  alone 
cannot  transform  an  organization.  Foi 
this,  an  organization  must  strive  to  pre- 
pare its  pec-  '■  cesses 
linked  to  its  ;  !'r  tively 
achieve  succe^ 


Cisco  Systems 


their  business,  the  more  effective  they 
will  be.  Says  Cherkasky  "You  cannot 
make  decisions  in  this  world  — 
whether  the  location  of  a  new  plant  or 
which  markets  to  enter  —  without 
understanding  the  security  ramifica- 
tions of  that  decision." 

Yet  another  essential  part  of  security 
is  a  crisis  response  plan.  A  company's 
leaders  need  to  ask  themselves:  If 
something  occurs,  will  we  be  able  to 
repel  intrusion,  protect  employees  and 
prevent  damage  to  facilities  and  sur- 
rounding areas?  'Although  it's  unlikely 
that  your  company  will  be  a  direct  tar- 
get, you  might  be  affected  indirectly  by 
attacks  on  such  infrastructure  as  trans- 
portation, utilities  and  computer  sys- 
tems," says  Robert  Moore,  executive 
director  of  Global  Security  at  Merck 
Inc.  The  process  should  be  kept  simple 
and  streamlined,  and  contain  the  fol- 
lowing essential  elements: 

Incident  Reporting.  This  is  an  inbound 
procedure  for  immediately  communicat- 
ing terrorist  incidents  to  senior  security 
executives  of  the  company. 

Employee  Communications.  This 
is  an  outbound  procedure  for  commu- 
nicating with  employees  during  a  crisis 
through  predetermined  channels. 

Incident  Management  Team.  This  is  a 
high-level,  cross-functional  team  com- 
prised of  Legal,  Public  Affairs,  Human 
Resources,  Global  Security  and  the  affect- 
ed division  heads  and  area  presidents. 
The  team  is  responsible  for: 

1.  Identifying  the  issues  facing  the 


company  or  its  employees.  The 
include  threats  to  employee  safety, 
nature  of  threats  to  specific  faciliti 
potential  impact  of  a  crisis  on  busint 
operations,  magnitude  of  the  ev. 
and  control  of  media  coverage. 

2.  Selecting  and  implement 
appropriate  items  from  an  act 
checklist  that  includes  such  things 
senior  notification,  establishing  ii 
dent  management  facilities,  commi 
cations  and  employee  support. 

3.  Developing  alternative  plans 
mitigate  danger  to  company  pers 
nel,  threats  to  company  facilities 
disruption  of  business  operations. 

4.  Developing  plans  for  commun: 
tions  to  company  personnel  i 
media,  and  then  submitting  them 
senior  management  for  considerati' 

The  guardian  of  these  plans  she 
be  the  corporation's  global  secu 
group.  "To  be  effective,  the  docum 
should  be  reviewed  periodically; 
remain  current,"  says  Moore. 

DISASTER  PREPARATION: 
HOW  MUCH  IS  ENOUGH? 

Our  dependence  on  something 
essential  as  telecommunications 
vices  is  innate.  From  using  it  to  rt 
business,  to  doing  Internet  rosea 
to  performing  the  daily  ritual  of  pi 
ing  home,  we  often  take  its  role  in 
lives  for  granted.  After  9/11,  we  re( 
nized  another  role  for  telecommur 
tions:  as  a  crucial  component 
national  security,  requiring  that  a 


A  company's  leaders  need  to  aj 
themselves:  If  something  occurs,  v^ 
we  be  able  to  repel  intrusion,  prote 
employees  and  prevent  damage 

facilities  and  surrounding  areai 


We  won't  rest. 


KNOWN  FOR  PROTECTING  ITEMS  OF  VALUE. 


AND  WE  HAVE  THE  PAPERS  TO  PROVE  IT 


DIEBOLD. 


Safekeeping  the  U.S.  Constitution, 
Declaration  of  Independence,        ' 
Bill  of  Rights  and  you. 

Surprised?  You  shouldn't  he.  I 

Diebold  is  security  -  has  been 
since  1859.  We're  one  of  America's 
top  three  security  integrators. 
No  surprise  again,  thanks  to  our 
presence  in  the  financial,  retail, 
commercial  and  government 
sectors.  Wliat  may  surprise  you  is 
the  completeness  of  our  security 
sohtions.  See  for  yourself 


Advertisement  10 


work  survive  major  attacks. 

With  this  vital  infrastructure  largely 
in  private  hands,  telco  giant  BellSouth 
has  always  felt  duty-bound  to  safe- 
guard its  network  and  keep  it  running 
to  support  the  lives  and  businesses  of 
its  customers  and  the  nation.  Since 
the  company  is  responsible  for  a 
major  portion  of  the  nation's  critical 
infrastructure,  this  has  meant  defend- 
ing itself  against  the  tornadoes,  hurri- 
canes and  ice  storms  that  plague  the 
region.  "We  have  an  excellent  emer- 
gency and  disaster  response  capabili- 
ty for  natural  disasters,"  says  Fran 
Dramis,  chief  information,  e-com- 
merce  and  security  officer  for 
BellSouth.  "When  over  100,000  emer- 
gency calls  ride  our  network  every 
day,  we  must  be  prepared." 

Yet  in  the  post-9/11  security  environ- 
ment, BellSouth  executives  wondered 
if  the  company's  existing  disaster  plan 
would  be  sufficient  to  protect  against  a 
deliberate  attack.  After  thorough  analy- 
sis, they  determined  there  were  some 
shortfalls,  a  result  of  the  stark  differ- 
ences between  a  natural  disaster  and 
a  malicious  one,  "A  natural  disaster 
gives  us  some  warning,  and  we  know 
where  it  will  hit,"  says  Dramis.  "With  a 
hurricane,  for  instance,  we  can  get  our 
emergency  generator  trucks  in  place 
and  follow  its  path."  A  terror  attack, 
however,  proceeds  without  warning 
and  has  as  its  goal  maximum  disruption, 
as  well  as  destruction.  "Our  mission 
to  protect  the  telecommunications 
network  is  one  that  has  profound 
importance  to  the  U.S.,"  says  Dramis. 
"We  take  that  very  seriously." 

As  a  result,  P.c"'-(ii,th  moved  swiftly 
to  establish  a:  .hing  executive 

internal  governinc;  structure,  the 
Security    and    Bl  Continuity 

Council.  The  council  oveisees  separate 
teams  whose  rps;ionsibilities  are  to 
respond  to  :-u  ^vr 


from  it  as  quickly  as  possible  and,  per-  requests    to    Diebold    from    p/ivc 

haps   most   important,   to   work   with  sector   companies    and    governmi 

authorities    to    prevent    events    that  agencies.  All  are  looking  for  a  secu 

could  disrupt  the  flow  of  businesses,  provider  with  both  geographical  re 

their  customers'  lives  and  our  nation,  and  the  ability  to  integrate  a  range^ 


An  important  perspective  on 
enterprise  security,  largely  gleaned 
from  lessons  of  9/1 1 ,  concerns  the 
overlap  between  securing  physical 
and  cyber  assets. 


"Today,  there  is  a  different  perspective 
for  businesses,  especially  those 
involved  with  our  nation's  critical  infra- 
structure," says  Dramis.  "The  govern- 
ing structure  has  to  be  focused  on  all 
elements  that  could  impact  their  net- 
works, not  just  high  winds  or  water." 

KEEPING  THINGS  SAFE 

Long  before  terrorism  triggered  a 
new  focus  on  safety,  security  special- 
ists had  to  grapple  with  the  need  to 
protect  physical  assets.  From  the  earli- 
est strongboxes  to  today's  imperme- 
able bank  vaults,  their  inventions  to 
deter  theft  and  assault  have  kept  pace 
with  the  times  and  technology. 
Founded  in  1859,  Diebold,  Inc.  set  up 
shop  primarily  to  furnish  safes  and 
vaults  to  banks.  It  has  since  grown  into 
the  industry  leader  in  providing  ATMs 
to  88  countries,  in  protecting  vast 
sums  of  cash  at  Federal  Reserve 
banks  and  in  the  growing  fields  of  dig- 
ital video  surveillance  technologies, 
computerized  voting  equipment  and 
access  control  systems. 

Today,  of  course,  the  risks  are 
greater   and    the    threats    less    pre- 

c table.  This  has  brought  a  raft  of  new 


technologies,  from  superstrength  vai 
alarms,  cameras  and  digital  videc 
round-the-clock  monitoring. 

"  Security,  Distributing  and  Marl<e 
magazine  ranked  Diebold  second  fo 
ability  to  integrate  and  implement  si 
rity  across  the  U.S.,"  says  Bartholon 
J.  Frazzitta,  vice  president  of  SecL 
Diebold,  Inc.  Such  accolades  conti 
to  win  Diebold  new  business  from 
ferent  sectors.  This  year.  Cole 
Pipeline,  which  spans  10  states,  I" 
Diebold  to  provide  surveillance  prod 
for  its  pipeline. 

Worldwide,  Diebold  sees  a  riS' 
requests  from  military  ba: 
embassies  and,  increasingly,  from 
22  DHS  agencies  as  they  work  to  b 
their  internal  security  into  compile 
with  new  rules.  Since  9/11,  Die 
has  served  more  government  and  , 
tary  needs,  diversifying  its  traditi 
base  of  commercial  clients  such 
banks.  "We  are  moving  into  the 
tection  of  nuclear  bases,"  ; 
Frazzitta.  "A  number  of  these  are  u 
our  access  control  systems,  and 
are  also  working  with  other  agen 
within  the  federal  government  to  i 
our  expertise." 


•  DJven  the  clear  trend  toward  more 

'  'anced  security,  it  is  urgent  for  secu- 

^  providers  to  stay  on  top  of  the  tech- 

^  agy  curve.  To  craft  new  security  solu- 

?  is,    Diebold    is   tapping   the    latest 

hentication   technologies,    such   as 

Tietrics  and  document  venfication. 

>st-9/11,    biometrics   has   been   the 

ic  of  conversation  as  a  positive  iden- 

:ation  technology,"  says  Frazzitta, 

TERPRISE  SECURITY: 
HERE  PHYSICAL  AND 
BER  REALMS  MEET 

.n  important  perspective  on  enter- 
e  security,  largely  gleaned  from 
;ons  of  9/11,  concerns  the  overlap 
ween  securing  physical  and  cyber 
ets.  Typically,  corporations  have 
ned  two  security  domains.  The  first 
;  cyberspace,  where  safeguarding 
r  computing  and  networking 
3ts  was  largely  electronically  man- 
d.  The  overriding  anxieties  were 
/  to  restrict  access  to  the  network 
lackers  and  how  to  avoid  disruption 
oss  of  information  from  viruses, 
ms  and  accidents.  The  second  was 
lical  space,  where  protecting  the 
ding,  tangible  assets  inside, 
)loyees  and  their  property  was  han- 

by  security  personnel  stationed  at 
tegic  locations.  "Those  two  groups 
3r  really  spent  a  lot  of  time  thinking 
Jt  one  another,"  says  Greg  Akers, 
or  vice  president  and  CTO,  Cisco 
ems.  "We've  come  to  understand, 
dally  since  9/11,  that  these  two 
ids  are  very  tightly  interwoven. 
e  the  destruction  of  the  buildings 
the  visible,  physical  manifestation 
le  attack,  at  the  same  time,  critical 
ponents  that  enable  the  cyber 
d  to  work  were  either  housed  in 
buildings  or  were  affected  by  the 
leal  impact." 
nbracing  this  more  encompassing 

af   security    enables    business 
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leaders  to  combine  the  best  of  both 
worlds  into  a  more  seamless,  interde- 
pendent security  effort.  Akers  offers  a 
number  of  observations  on  this  grow- 
ing trend: 

•Technology  permeates  the  physical 
world,  everyplace  we  live,  work, 
learn  and  play.  Therefore,  since  the 
physical  world  houses  so  much  of 
that  technology,  cyber  security  has  a 
major  stake  in  the  exercise  of  physi- 
cal security. 

•One  practice  that  is  gaining  ad- 
herents IS  to  extract  value  from  a 
building's  surveillance  cameras  —  a 
physical  security  technique  —  whose 
tapes  had  generally  been  ware- 
housed and  forgotten.  These  images 
are  now  being  tied  into  the  cyber 
security  environment,  both  in  the 
way  the  cameras  transmit  their  infor- 
mation and  how  the  images  correlate 
with  intrusive  cyber  behavior  occur- 
ring simultaneously. 

•  Given  the  post-9/11  need  to  upgrade 
security  at  airports,  ports  and  other 
traffic  hubs,  these  facilities  are 
applying  more  technology  to  physical 
situations  as  a  way  to  bridge  some  of 
the  gaps. 

•  One   important  cyber-security  tech- 
nique has  been  data  storage,  which 
allows  critical  information  assets  to 
be    recovered    in   case   of   disaster. 
"Now  we   have   to   consider  those 
assets  in  the  face  of  physical  dam- 
age,"   says   Akers.    "No    one    ever 
thought  about  someone  deliberately 
coming   in   and  trying  to   physically 
damage  those  storage  assets." 
Russell  Artzt,  executive  vice  presi- 
dent of  eTrust  Solutions  at  Computer 
Associates  International,  points  to  two 
defining  factors  in  the  security  envi- 
ronment that  are  catalysts  for  change. 
"In  the  past,  the  philosophy  was  to  put 
up  big  gates  and  keep  everyone  out," 
says  Artzt.  "Today,  the  philosophy  is  to 


Bill  Mutell 

Vice  President,  Global 

Homeland  Security 

Hewlett-Packard 


For  more  than  60  years,  HP  has  been  a 
trusted  adviser  to  the  U.S.  government 
and  is  extending  that  trust  around  the 
world.  HP  helps  national,  state  and  local 
governments  meet  their  key  homeland 
secunty  requirements  by  providing  solu- 
tions to  help  prepare  for  and  respond  to 
events   and    emergencies,    natural    or 
man-made.  With  significant  investments 
in  R&D  and  a  complete  homeland  secu- 
rity portfolio,  HP  IS  able  to  address  such 
ma)or  homeland  defense  issues  as  first 
responders,   emergency  preparedness, 
intelligence  and  defense,  border  security 
bioterrorism  and  crisis  communications. 
HP   creates   customized    solutions   to 
meet  a  nation's  or  government's  techno- 
logical demands,  whether  the  need  is 
for  handheld  devices  for  a  first  respon- 
der   or   supercomputers   that   network 
hundreds  of  thousands  of  government 
workers.  HP  also  provides  the  consult- 
ing and  integration  services  expertise 
providing  scalable  and  adaptable  solu- 
tions around  the  world. 
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create  a  protected  environment,  but  it  within    the    enterprise    have   varying  John  Munson,  Ph.D.,  chief  scientist 

also  has  to  be  an  enabled  environment  degrees  of  worth.  Often  their  critical  Cylant,  a  leading  developer  of  secuij 

where  you  can  do  business."  The  secu-  value  is  cyclical."   For  example,   as  a  _  software, 

rity     threats,     too,     are     different,  company  gets  ready  to  close  its  books  Given  the  way  software  is  built,  it  is  ^ 

Previously,  the  frustrations  were  about  and   prepare    its   earnings   announce-  surpnsing  that  it  is  flawed,  fragile  and  ' 

viruses    and    ways    to    curb    them,  ment,    the   systems    supporting   that  nerable,  says  Munson.  "These  syste 


Corporate  leaders  need  to  becom 

hindsight  to  others.  They  need  t 

problems,  assess  the  risks  anc 


"Today,  companies  are  getting  target- 
ed for  serious  attack,"  says  Artzt. 
"Hackers  are  placing  fraudulent 
orders,  stealing  source  code  and  other 
highly  privileged  information." 

In  security  circles,  the  case  for  con- 
vergence of  physical  and  cyber  protec- 
tion is  indisputable.  For  example, 
servers,  desktops  and  laptops  are  sub- 
ject to  conventional  physical  security 
approaches  and  yet  contain  valuable 
information  and  secrets.  Access  con- 
trol systems  for  gates  and  doors  run 
on  the  same  wiring  as  a  company's 
data  communications  infrastructure. 

"An  integrated  security  approach 
v\^ouid  lessen  a  company's  vulnerabili- 
ties," says  Ron  Moritz,  senior  vice 
president  and  chief  security  strategist 
of  Computer  Associates.  "If  someone 
is  using  his  ID  badge  to  gain  access  to 
a  facility  in  one  city  while  they're 
apparently  logging  onto  one  of  your 
systems  from  an  access  point  some- 
where else,  you  should  know  that," 
Moritz  explains. 

Moritz  argues  that  another  essential 
element  to  consider  is  business  conti- 
nuity planning.  "The  business  unit 
planners  truly  understand  the  business 
of  the  enterprise,"  says  Moritr  "They 
understand  that  difti.      :   IT  systenns 


task  and  their  operators  rise  in  value  to 
the  enterprise.  Failure  to  achieve  this 
goal  represents  a  serious  business 
risk.  A  meaningful  security  strategy 
should  reflect  these  dynamic  changes. 
Once  a  company  starts  tying  real  busi- 
ness nsks  to  security  functions,  it  enters 
the  progressive  world  of  strategic  securi- 
ty. Moritz  has  seen  a  number  of  compa- 
nies in  the  health,  oil  and  gas,  and  finan- 
cial sectors  implement  the  concept.  "It  is 
not  a  tidal  wave  just  yet,  but  those  com- 
panies that  see  the  strategic  value  are 
making  those  changes,"  says  Moritz. 
"Total  security  management  across  IT 
and  facilities  systems  will  enhance 
responsiveness  to  new  threats  and 
reduce  business  risk." 

SOFTWARE  INSECURITIES 

Imagine  for  a  moment  a  nuclear 
power  plant  or  an  oil  refinery  running 
without  monitoring  probes  to  give  vital 
information  in  real  time  about  plant 
operations.  It  would  be  a  security 
nightmare.  Now  imagine  a  corpora- 
tion's complex  software  operating  sys- 
tem running  without  similar  monitoring 
and  control.  While  this  should  inspire 
equal  alarm,  this  situation  is  in  fact  the 
norm  —  and  is  at  the  root  of  corporate 
network   vulnerability,    according    to 


are  built  by  craftsmen  rather  than  by  e 
neers  using  tested  blueprints  based 
the  same  basic  engineering  pnncif 
that  dominate  in  mechanical,  electi 
and  civil  engineering."  Even  a  novice  h. 
er  can  hijack  a  complex  system,  but  nr 
chilling  is  that  today's  network  assail; 
possess  technological  skills  that  are 
far  behind  those  of  industry  leaders. ' 
potential  for  tens  of  thousands  of 
tems  to  be  compromised  litei 
overnight  is  a  systemic  failure  that  n 
be  corrected,"  says  Munson.  "It  is  u' 
corporate  leaders  to  demand  the  s; 
integrity  for  their  software  as  they  dci 
their  hardware." 

Long  term,  the  only  real  solutioi 
the  problem  lies  in  building  softv 
using  the  highest  engineering  s 
dards.  Yet  in  today's  world,  softwai 
imperfect.  "The  defects  are  dangei 
only  if  they  can  be  exploited  by  a 
son  wishing  to  do  us  harm,"  i 
Munson.  With  these  realities  in  nr 
Cylant  developed  software  tc 
including  its  first  corporate  proc 
CylantSecure,  which  add  the  real-i 
monitoring  and  control  systems 
ought  to  have  been  in  software  in 
first  place.  "When  any  software  is 
cuting  under  control  of  our  super 
ry  system,  the  vulnerabilities  ca 
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expfoited  nor  will  defects  be  per-  and  what  ,s  known  as  total  information  agencies  are  used  to  doing." 

ted   to    bring   the   system    to    its  management.    This     last    area     has 

?es;' says  Munson.  become  a  pnonty  since  9/11  and  refers  THE  CSO." 

)emonstrated  on  the  Linux  Operating  to    systems   that   allow   govemment  IN  THE  CORPORATE  VANGUARD 

tern,  CylantSecure  won  LinuxWorld's  agencies  to  consolidate  and  correlate  In    presentations    and    nch    debate 

■A  Security  Solution  award  at  its  debut  key  data  from  numerous  databases  in  speakers  and  attendees  at  the  Forbes 


isionaries,  leaving  the  practice  of 
)ok  at  tine  world,  anticipate  the 
bove  all,  be  prepared. 


1002.  Cylant's  technology  not  only 
"esses  current  security  problems,  but 
)lds  some  promise  for  future  improve- 
its  in  software.  "Once  we  start  to 
isure  a  system  like  Linux  and  under- 
id  where  its  liabilities  are,  you  can  only 
;e  it  better  in  the  next  generation," 
i  Munson. 

secunties  over  the  country's  infor- 
ion  system,  both  the  data  flowing 
the   networks   and   the   physical 
structure,  have  prompted  Northrop 
nman  Corp.  to  focus  on  the  multi- 
ted  job  envisioned  under  the  home- 
security  initiative  of  protecting  our 
sive  communications  system. 
)ne  of  the  fears  among  government 
business  leaders  is  of  a  cyber  attack, 
hicFi  computer  systems  are  disrupt- 
er critical  operations,  such  as  the 
agon,  the  banking   system  or  the 
)n's  power  grid,"  says  David  Zolet, 
company's    vice    president    of 
leland  Secunty.  Northrop  Grumman's 
mation  assurance  products,   called 
Shield,  are  designed  to  support  both 
irnment   and   corporate   clients   in 
3cting    their    intelligent    networks 
53  the  spectrum. 

)rthrop  Grumman's  solutions 
ess  the  key  elements  of  interoper- 
y,' command  and  control  systems, 


multiple  organizations. 

One  oft-cited  example  of  the  failure 
of  government  agencies  to  detect 
the  impending  9/11  attacks  involves 
the  case  of  Mohammed  Atta,  the 
alleged  leader  of  the  hijackers.  Rather 
than  being  an  unknown  figure  who  had 
slipped  into  the  country,  he  was  in  fact 
listed  in  a  number  of  U.S.  government 
databases  prior  to  the  attack.  "At  the 
time,  none  of  those  databases  talked 
to  each  other,"  says  Zolet.  "To  connect 
the  dots  in  terms  of  homeland  securi- 
ty, you  really  heed  to  have  access  to  as 
much  information  as  possible." 

Recently,    a    number   of   pilot   pro- 
grams involving  local  and  regional  gov- 
ernments have  taken  on  this  challenge 
of    sharing    information    across    dis- 
parate   databases.    "Through    these 
pilot  programs,  we'll  begin  to  develop 
some    standards    and    guidelines    in 
order  to  eventually  get  some  seam- 
less data  sharing  across  all  these  vari- 
ous agencies,"  says  Zolet.  This  goal  is 
more  a  political  challenge  than  a  tech- 
nological one,  he  adds.  "From  where 
we  sit-,  the  technology  is  not  really  an 
issue.  Instead,  this  will  require  a  big 
cultural  change  to  make  it  work,  since 
sharing   of   information   is   not  some- 
thing   that   federal,    state    and    local 


West  Point  conference  stressed  that  cor- 
porations and  government  organizations 
must  aggressively  pursue  a  revolutionary 
security  agenda.  But  who  is  to  provide 
the  leadership?  Clearly  someone  with  the 
highest  ethical  standards,  but  what  other 
personal  and  business  skills  should  a 
security  executive  possess? 

Clearly,  a  CSO  needs  international 
experience  to  function  optimally  in  the 
global  corporate  security  world.  At  the 
same    time,     the     convergence     of 
responsibilities  under  today's  security 
leader   implies   unique   skills   encom- 
passing   both    technology   and    busi- 
ness. Among  other  things,  the  CSO 
has    to    handle    business    continuity, 
privacy   controls,    regulatory   compli- 
ance and  private/public-sector  partner- 
ships   against   crime    and   terrorism. 
This   requires  a   new  breed   of   CSO 
who  can  dominate  complex  security 
matters,  speak  with  authority  on  such 
issues  as  return  on   investment  and 
risk    management,    and    sell    critical 
security  initiatives  to  executives  and 
budget  offices. 

Lastly,  corporate  leaders  need  to 
become  visionaries,  leaving  the  practice 
of  hindsight  to  others.  They  need  to  look  at 
the  world,  anticipate  the  problems,  assess 
the  risks  and,  above  all,  be  prepared.      ■ 
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Roam  Sweet  Roam 

This  is  the  year  the  wireless  home  gets  interesting.  Here's  how  to  start  making  it  happen. 

BY  STEPHEN  MANES 
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THE  RETURNS  ARE  IN.  IN  THE  FAST-GROWING  STATE  OF 
wireless  networking,  Wi-Fi  has  won  by  a  landslide.  Wi- 
Fi  has  just  about  everything  going  for  it:  cheap  chips, 
free  spectrum,  public  hot  spots  sprouting  up  like 
espresso  machines  and  magic  that's  migrating  from 
geeky  computers  to  familiar  products  like  cameras  and  TVs.  In 
ads,  commercials  and  blogs,  the  Wi-Fi  Nation  Googles  merrily 
from  parks  and  patios,  beaches  and  bars. 

I've  been  a  member  of  the  Wi-Fi  universe  ever  since  I  set 
up  my  first  wirelc^s  home  network  early  in  2001.  Two  PC  cards 
and  a  router  cost  mc  $619.80  then  and  died  after  a  year  or  so; 
today  they'd  go  for  $150.  work  better  and  last  longer.  For  the 
past  two  years  my  wife  has  been  reading  her  e-mail  from  the 
comfort  of  the  sofa,  and  I've  researched  stories  from  a  chaise 
on  the  deck. 

But  I'm  not  breaking  out  the  champagne  quite  yet.  With 
wireless,  as  any  cell  phone  user  can  tell  you,  stuff  happens.  In  my 
tests,  a  Linksys  Wirekss-G  router,  a  product  designed  to  serve  as 


the  hub  of  your  entire  network,  occasionally  dropped  its  con 
nections  with  other  devices.  An  HP  PavOion  widescreen  note  Hen 
book  with  built-in  54-megabit  wireless  capabilities  sometime!* 
connected  at  that  nominal  speed  and  sometimes  at  only  a  fifti « 
of  it,  even  when  nothing  seemed  to  have  changed. 

This  particular  misery  has  plenty  of  company.  In  their  exce 
lent  book.  The  Wireless  Networking  Starter  Kit,  Adam  Engst  an|ioii 
Glenn  Fleishman  relate  multiple  anecdotes  of  their  own  Wi-l 
frustrations.  The  November  issue  of  PC  World  discovered  win 
less  "networking"  in  several  products  and  found  others  th< 
were  incompatible  with  "standard"  models  even  from  the  sarr 
vendor.  It  takes  a  strong  constitution  to  digest  entries  like  th 
one  from  the  manual  for  an  HP  Wi-Fi  printer:  "Note:  WPA/802.1 
and  WPA/PSK  parameters  can  only  be  entered  through  the  EWS 
At  least  HP  gives  you  a  manual;  detailed  info  for  many  Wi-] 
products  is  either  on  disk,  online — or  on  hold. 

And  yet  once  you  get  a  wireless  home  network  set  u] 


Jth 


you'll  wonder  why  you  didn't  do  it  sooner.  After  years  of  sha  insj. 
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ing  files  and  Web  access,  I  decided  to  investigate  what  else  I 
might  do  with  my  home  Wi-Fi  network. 
The  answer:  a  lot! 

Printers 

The  winner  in  mv  personal  Wi-Fi  usefulness  contest  is  the  new 
5400  HP  PSC25I0  PhotoSmart  multifunction  printer.  The  unit 
prints,  faxes,  scans  and  copies.  It  has  slots  for  just  about  any 
■nemory  card  you  can  put  into  a  camera.  And  thanks  to  Wi-Fi, 
his  printer  can  work  with  no  other  cable  than  its  power  cord. 

Relax  with  a  notebook  down  in  the  living  room  and  you  can 
lend  your  photos  up  to  the  office  for  printing.  Put  a  memory 
ard  in  the  slot  and  your  computer  two  rooms  away  will  see  it  as 
I  disk  drive  ready  to  transmit  pictures  or  music  to  your  machine 
br  safekeeping.  This  is  the  way  wireless  life  should  be. 


automatic  document  feeder  that  lets  you  toss  in  a  pile  of  pages, 
press  a  button  and  return  when  the  fax  or  copy  is  done.  The 
high-tech  wireless  cleverness  can't  make  up  for  this  old-fash- 
ioned low-tech  omission. 

If  you're  happy  with  your  current  printer,  you  may  be  able  to 
put  it  online  with  something  called  a  wireless  print  server.  I  tried 
the  $140  Linksys  Wireless-G  Print  Server  with  a  finicky  Epson 
printer.  After  some  minor  problems  with  installation — it  took  a 
fairly  obscure  change  to  make  the  printer  realize  it  was  online — 
it  worked  well  in  my  limited  tests.  But  not  well  enough  to  keep  me 
from  wishing  I  had  a  more  perfect  version  of  the  HP  all-in-one. 

Audio  and  Video 

Much  Wi-Fi  hoopla  is  coalescing  around  the  media  people 
have  downloaded  or  ripped — sometimes  legally — and  stored 


.\las,  wireless  life  is  not  without  its  frustrations.  Put  a  docu- 
nent  on  the  glass,  close  the  lid,  press  a  button  and  a  scan  should 
e  \vaiting  on  your  computer.  But  I  was  able  to  get  this  trick  to 
.'ork  only  once  after  many  tries.  And  to  do  it,  I  had  to  rush  over 
3  the  computer's  screen  to  answer  a  question. 

It  seems  the  software — an  enor- 
lous  package  that  takes  up  more  than  a 
igabyte  of  disk  space — has  not  been 
jned  perfectly  for  wirelessness.  When 
ou  boot  up  without  a  memory  card  in 
ne  of  the  slots,  you  often  see  a  message 
lat  the  computer  "could  not  reconnect 
11  network  drives."  Thanks  to  sheer 
loat,  the  software  runs  slowly  even  on  a 
ist  machine.  The  installation  omitted 
n  important  file  in  one  out  of  two  tries. 

The  2510  also  omits  a  single  feature  I 
insider  key  for  this  class  of  product:  an    Print,  fax  and  scan  over 


on  the  computer.  Devices  that  can  send  the  content  around 

the  house  are  burgeoning. 

The  simplest  just  do  audio.  Others  handle  photos  too.  The 

most  complex  add  video.  All  are  dependent  on  server  software 

that  runs  on  one  or  more  computers  and  streams  the  content 
out  over  your  home  network.  The  Wi-Fi 
media  receiver  plugs  into  your  stereo 
system  and  often  your  TV,  which  serves 
as  the  display.  All  these  devices  can  play 
standard  MP3  and  Windows  Media  files. 
But  none  works  with  a  Macintosh,  and 
most  can't  play  music  that  has  restric- 
tions on  playback,  as  cuts  from  the  new 
download  services  do. 

In  the  just-does-music  category,  the 
$225  Sound  Blaster  Wireless  Music  from 
Creative  Labs  is  the  simplest,  displaying 
the  air:  HP  PSC25I0.  nothing  on  the  unit  but  an  indicator 
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showing  whether  it's  connected  to  the  network.  With  other 
devices,  that  would  mean  you'd  need  a  W  to  display  your  options. 
But  this  one  puts  a  6-line  display  on  its  wireless  remote,  with  an 
interface  descended  from  the  company's  iPod-like  portable  music 
players.  Instead  of  using  a  TV  or  squinting  at  a  tiny  display  halfway 
across  the  room,  you  read  what's  right  in  your  hand. 

The  remote  uses  radio  rather  than  infirared  signals  to  make 
its  connection,  so  you  don't  have  to  worry  about  which  way 
you're  pointing.  It  also  includes  handy  volume  and  muting  con- 
trols. But  it  lacks  page  up  and  down  keys  to  let  you  surf  through 
your  library  quickly  and,  like  most  of  the  competition,  offers  no 
way  to  fast-forward  or  reverse.  And  it  is  slow  to  respond  to  com- 
mands, often  taking  5  seconds  between  the  time  you  press  the 
"next  track"  button  and  the  time  that  track  begins. 

On  the  computer  side,  Creative  uses  the  same  MediaSource 
server/organizer  software  as  it  does  for  its  portables,  so  the  Wire- 
less Music  can  share  a  library  and  playlists  with  a  Creative  carry- 
around  device.  But  like  many  other  server  programs,  this  one  is 
quirky  about  maintaining  the  integrity  of  the  order  of  songs  in 
albums.  If  you've  already  got  a  big  collection,  you  may  end  up 
spending  a  lot  of  time  massaging  it. 

Another  all-music  unit  I  tried,  the  $300  Omnifi  Home  Digital 
IMedia  Streamer  from  Rockford  Corp.,  has  a  black  retro  look  and 
an  LCD  screen  that  displays  just  3  lines — though  the  remote  has 
page  up  and  down  keys  and  you  can  see  an  extra  line  of  Ustings 
if  you  use  a  TV  as  a  display.  To  go  wireless,  the  Omnifi  needs  a 


Sound  Blaster  Wireless  Music;  Netgear  Wireless  Firewall  Router. 

$70  Wi-Fi  USB  adapter.  The  advantage  is  that  the  antenna  can 
positioned  for  better  reception;  the  disadvantage  is  one  mo 
unsightly  cable  to  hide. 

Rockford's  software  works  reasonably  well  organizing  aii 
serving  up  the  audio,  but  I  couldn't  get  it  to  rip  CDs  on  its  ow 
And  the  Omnifi  has  a  special  trick:  the  ability  to  play  Intern 
radio  stations  from  services  like  Launchcast,  Live365,  Shoutcc 
and  Virgin  Radio  and  even  a  user-customized  newscast — pr 
vided  you  maintain  a  SimpleCenter  subscription  for  $50  per  yei 


Unwiring  Begins 
At  Home 

Every  home  net  is  different.  I  can't  de- 
scribe precisely  liow  to  install  yours; 
that's  what  setup  discs,  manuals,  Web 
sites  lil<e  jiwire.com  and,  increasingly,  very  big 
books  are  for  But  a  few  tips  can  point  you  in 
the  right  direction. 

GO  WITH  G.  For  now,  Wi-Fi  comes  in  3  flavors. 
The  ubiquitous  802,11b  has  a  nominal  speed 
(meaning  roughly  twice  as  much  as  you'll  ever 
get)  of  II  megabits  per  second,  and  the  com- 
patible 802.llg,  54  megabits.  Both  use  the 
2.4-gigahertz  unlicensed  frequency  band 
shared  with  microwaves  and  cordless  phones. 
The  outsider,  B02,lla,  delivers  a  nominal  54 
megabits  in  the  currently  less-crowded  5-gi- 
gahertz  band,  at  the  cypenr,'=  of  range  zw.', 
compatibility,  but  you  can  get  dual-!: and  prcf^- 
ucts  that  accommodate  all  three  St  ^nHards. 

For  most  people  B  works  fiiic.  i 
ommend  springing  a  1'  w  extra  bucks  ti 
won't  make  the  Net  p^^m  any  faster  c 
cable  or  DSL  modem,  b  •  it  can  come  in  hn 


if  you  share  files  or  stream  media.  Rarely 
mentioned  by  vendors:  When  B  products- 
like  a  Centrino  notebook— run  on  a  G  net- 
work, they  slow  the  G  stuff  down. 
GET  CERTIFIED.  The  Wi-Fi  Alliance  tests  prod- 
ucts to  ensure  compatibility  and  lists  the  ones 
that  pass  at  wi-fi.org.  But  read  labels  care- 
fully: Many  G  products  are  certified  for  B  but 
not  G.  They  should  work,  but  there  are  no 
guarantees.  Don't  count  on  vendors  to  let  you 
retrofit  old  products  with  new  features. 
WALL  YOURSELF  OFF.  Don't  even  think  about 
setting  up  a  home  network  without  a  router  or 
access  point.  The  firewall  built  into  most 
routers  helps  keep  your  data  safe  from  hack- 
ers, provided  it's  turned  on.  Sharing  your  con- 
nection without  a  router  is  courting  trouble. 
Ont-iT  UNWIRE  UNNECESSARILY.  If  your  desk- 
top PC  is  near  the  broadband  modem,  get  a 
router  with  multiple  ports  and  plug  the  PC  into 
it  with  a  cheap  wire  instead  of  going  with  a 
pricier  Wi-Fi  adapter.  It's  easier  to  trou- 
bleshoot,  and  the  spare  ports  may  come  in 
handy  for  configuring  other  Wi-Fi  products. 
\^  J.  x:NCr.VPT  NEXT  Setting  up  a 
.....  ^  u-i  be  infuriating.  Until  you've  got 
:  p/lhing  talking,  don't  make  it  more  com- 


plicated by  encrypting  it. 

But  you  do  need  encryption  to  keep  i 
vaders  from  getting  behind  your  firewa 
When  possible,  buy  products  certified  fort 
new  Wi-Fi  Protected  Access  (wpa)  scherr^ 
which  is  very  hard— but  not  impossible— 1 
outsiders  to  crack.  But  WPA  can  be  tricky 
implement  and  may  require  special  softwa 
and  it's  unavailable  on  many  current  devici 

For  now,  you  may  be  better  off  sticki 
with  the  simpler  and  almost  universal  Wir 
Equivalent  Privacy  (WEP)  scheme,  whose  U 
ing  is  that  it  can  be  broken  by  determin 
hackers  who  probably  don't  live  near  y( 
Learn  to  enter  WEP  key  codes  in  hexadecin 
characters  (where  0  through  9  and  A  throu 
F  are  the  digits)  and  write  them  down  it 
safe  but  unforgettable  place;  some  produi 
let  you  enter  easy-to-remember  passphras 
but  the  way  they  generate  keys  isn't  stJ 
dardized,  and  you'll  need  the  hex  codes  to  i 
other  devices  working. 
CHECK  FOR  UPDATES.  Wireless  products  of 
develop  glitches  that  get  fixed  only  via  V\ 
downloads.  Few  products  actually  know  h 
to  get  the  updated  software  automatically  I 
updates  are  the  rule,  not  the  exception.— S 
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We  power  hospitals,  stadiums 

and  the  occasional 

|3"fg-pJQ|qt    rraViriQ       ^^""■^^^^^f^y^Pn^rgy  needs  commue 
^  ^  •     to  outgrow  its  resources,  Siemens  is 

determined  to  give  people  everywhere  the  power  to  live,  better.  That's  why  we're 
constantly  engineering  ways  to  improve  the  efficiency  of  power  generation  technology 
and  to  increase  the  capacity  of  transmission  and  distribution  systems.  From  generation 
to  transmission,  Siemens  technology  is  responsible  (or  producing  over  a  third  of  the 
nation's  electrical  energy. 

By  pioneering  cleaner  and  more  efficient  energy  technologies,  Siemens  is  helping 
to  reshape  and  redefine  the  power  industry  Whether  it's  energy,  healthcare  or 
communications,  we  have  425,000  minds  working  together  all  around  the  globe, 
including  75,000  right  here  in  the  U.S.,  creating  innovative  solutions.  And  that's 
what  it  takes  to  change  the  world. 
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The  stations  I  tried  sounded  surprisingly  good,  and 
the  tunes  from  my  PC  sounded  even  better.  Rock- 
ford  is  about  to  offer  an  upgrade  that  will  let  you 
play  rights-managed  songs  from  the  Rhapsody  ser- 
vice and  plans  to  add  other  services  later. 

You  can  take  a  similar  Omnifi  on  the  road  for 
$600  plus  installation.  The  Mobile  Digital  Media 
Player,  which  I  didn't  try,  is  a  car  unit  with  a  similar 
faceplate  and  a  20-gigabyte  hard  disk.  You  can  load 
tunes  onto  it  from  your  computer  via  USB,  but 
another  solution  sounds  like  more  fun:  Whenever 
you  park  the  car  within  radio  range  or  at  a  pre- 
scribed hour,  any  new  music  on  your  computer  will 
transfer  to  the  hard  disk  via  a  $70  Wi-Fi  adapter. 

At  a  mere  $150,  the  Linksys  Wireless-B  Media 
Adapter  is  the  bargain  of  the  bunch — in  part 
because  it  needs  a  TV  hookup  to  serve  as  the  display.  It  plays 
music  well,  but  its  bare-bones  server  software  simply  finds  con- 
tent in  folders  you  point  it  to.  That  makes  it  perhaps  the  worst  of 
the  players  here  at  respecting  the  sequence  of  music  in  albums. 
And  the  remote  seems  sluggish. 

But  the  Linksys  can  display  photos  from  your  hard  drive 
while  you  Listen  to  your  tunes.  Like  other  sUde-show  devices,  this 
one  can't  organize  your  pictures,  and  it  can't  rotate  photos  that 
are  stored  sideways  or  upside  down  on  the  hard  drive;  you  have 


Linksys  Wireless-B  Media  Adapter;  Rockford  Omnifi  Home  Digital  Media  Streame 

to  do  all  that  on  the  computer.  Though  you  can  play  music  wii 
your  photos,  you  can't  really  synch  it.  But  you  can  zoom  in  ai 
move  around  with  a  few  clicks  of  the  remote.  Not  bad  for  $15 
The  $250  GoVideo  Networked  DVD  player  is  a  progressive-sc. 
player  that  can  handle  most  disc  formats.  But  it  can  also  strea 
video,  photos  and  audio  from  a  computer  via  standard  Etherr 
or  an  optional  $40  802.11b  (but  not  A  or  G)  PC  card.  Tl 
D-Link  card  that  arrived  with  my  unit  was  totally  dead;  fort 
nately,  I  had  another  one  firom  the  approved  hst. 
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A  N  S  W  E  R     H  O  IM  E  S  T  L-y.^^;^ 


A  simple  question.  And  one  that  gnaws  at  you,  keeping  you  iSp  at  night.  BUt  with  the  right  knowledge,  you  can  ie 
motivate,  and  inspire  your  team.  Wharton  Executive  Education  is  renowned  for  a  curriculum  that's  as  intensive  as  i 
valuable.  Proven  leadership  methods.  Key  insight.  Cutting-edge  techniques.  Great  leaders  never  stop  growing.  Will  yc 
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There  is  one  thing  Go  Video  makes 
no  claim  to  do:  send  DVD  video  from 
the  disc  around  the  network.  But  in 
my  tests,  streaming  video  from  a  com- 
puter was  not  worth  bothering  with; 
the  picture  broke  up  badly  and  even- 
tually dissolved  into  a  sea  of  blotchy 
colors.  If  you  want  video  from  this 
unit,  keep  it  local  and  keep  it  DVD. 

Audio  works  much  better.  With 
MP3  (but  not  Windows  Media)  files 
you  can  jump  forward  and  back  in 
10-second  increments — but  you  can't 
hear  what's  in  between.  Stills  work 
well,  too.  But  if  you  want  to  listen  to 
music  while  you  watch,  you  have  to  set 

up  a  special  slide  show  from  the  software  on  the  computer.  StUI, 
that  software  was  the  best  I  tried  at  maintaining  album  integrity, 
and  this  unit's  integration  saves  cables  and  space. 

The  most  ambitious  player  I  tried  is  unquestionably  the 


$250  Prismiq  MediaPlayer.  It  play 

audio,  video  and  photos,  lets  you  sui 

the  Web  (if  you  spring  for  an  optiom 

$50  keyboard)  and  does  AOL-compat 

ible  instant-messaging  from  your  T 

set.  It  has  been  getting  much  favorabl 

coverage  from  the  geek  press.  It  ca: 

work  with  many  compatible  Wi-I 

cards  in  A,  B,  or  G  flavors.  I  hated  it. 

An  all-way  directional  pad  on  th 

remote  or  keyboard  moves  the  curse 

across  the  TV  screen.  The  feel  is  s 

mushy  and  the  lag  so  long  that  th 

pointer  inevitably  ends  up  where  yoi 

don't  want  it.  The  analog  audio  outpi 
Surfs,  chats,  plays  your  stuff:  Prismiq  MediaPlayer.        ^^^  ^^^.^^  ^^.^^  ^^^  ^^^  ^^^^.^ 

through  music  tracks  resulted  Ln  a  maddening  click  at  the  begiri 
ning  of  every  track,  plus  frequent  pops  and  stutters  . 

As  with  the  GoVideo  unit,  networked  video  was  hopele; 
over  a  Wi-Fi  connection.  Over  a  wired  connection,  it  looke 


Wi-Fi  Everywiiere:  Are  We  There  Yet? 


Like  everybody  who  travels  on  business, 
I'm  utterly  transfixed  at  the  idea  of  re- 
trieving the  day's  pile  of  spam  wherever 
I  may  roam.  But  despite  my  best  intentions  to 
go  online  with  public  Wi-Fi  systems,  I  have 
yet  to  spend  a  dime  on  access,  and  I  still  carry 
my  good  old  Internet  cable.  The  log  of  a  recent 
trip  from  my  Seattle  home  to  a  conference  in 
Indianapolis  shows  why. 
SEA  The  Seattle  airport  has  Wi-Fi  access  all 
over  the  place.  But  it's  not  worth  $6.95  to 
check  the  Viagra  offers  I've  received  since  I 
left  home  20  minutes  ago.  Let  'em  wait  until  I 
change  planes  in  St.  Louis! 
STL  I  boot  up  my  notebook  and  have  it  sniff 
for  wireless  connections.  In  that  regard,  Lam- 
bert International  is  utterly  unscented,  ex- 
cept, as  I  later  learn,  in  a  couple  of  the  airport 
clubs.  I  shut  down  and  board. 
IND  Upon  debarking,  I'm  in  no  mood  to  roam 
the  concourses  in  search  of  a  connection  and 
give  somebody  the  chance  to  lift  my  bag  from 
the  carousel.  Doesn't  mariRr  anvway;  the  air- 
port is  wirelessless 

So  is  the  hotel,  but  I  knew  that  ahead  of 
time.  I  trudge  to  my  room  and  bre  the 

modem  wire.  But  over  the  next  cout  ;  jys 

I  manage  with  great  difficulty  to  sni' 
glomontoacoupleof  the  many  wire  ,; 

works  that  various  vendors  are  running  in  the 


Keychain-size 

sniffer: 

Kensington 

WiFi  Finder. 


convention  hall.  Only  as  I'm  checking  out  of 
the  hotel  do  I  discover  an  Ethernet  jack  for 
wired  Net  connections  on  a  desk  in  the  lobby. 
ORD  You'd  think  I  could  go  Wi-Fi 
in  O'Hare.  Wrong.  Is  it  the  Na- 
tion's Busiest  Airport,  or  is  it 
me?  Back  home  I  check  out 
ORD's  Web  site,  where  the  re- 
quest for  proposal  for  a  Wi-Fi  li- 
cense is  prominently  posted. 
The  winner  is  supposed  to  get 
connections  up  and  running 
within  four  months  from  award- 
ing of  the  deal.  Wi-Fi  in  the  sky, 
hy  and  by,  when  I  die. 

.  Wi-F;  all  over  the  place 
again  But  I'll  bo  home  in  half 
an  hour.  What's  the  point? 


The  blue  light  special  is 
Wi-Fi:  Dell  Axim  X3I. 


In  my  travels  over  the  past  year,  it's  alwa 
been  the  same:  If  you  want  Wi-Fi,  you  need 
find  a  Starbucks  or  some  other  joint  that  m; 
not  be  around  the  corner  or  even  open  wh( 
you  need  it.  If  you're  lucky,  you  might  just  fir 
Wi-Fi  in  the  hotel  lobby,  but  that  kind  of  lui 
has  come  my  way  only  at  high-tech  confe 
ences  where  wireless  links  have  becon 
mandatory  to  keep  the  audience  from  fallii 
asleep  over  presenters'  brilliant  PowerPoint: 
It  would  be  nice  to  think  that  you  could  jt 
walk  around  with  a  tiny  device,  press  a  butti 
and  discover  hotspots,  public  or  not,  that  a 
ready  for  you  to  hook  into  them.  Kensingtoi 
$20  WiFi  Finder  claims  to  do  just  that.  But 
my  tests  it  was  so  erratic  as  to  be  useless,  a 
even  when  it  finds  a  network,  it  can't  tell  y 
whether  it's  locked  and  unavailable  or  wi 
open  to  all  comers.  A  beti 
option:  Install  the  free  snif 
from  Boingo.com  on  a  Wi 
PDA  like  Dell's  $379  Axim  X 

Jiwire.com  offers 
excellent  directory  of  pub 
Wi-Fi  sites.  But  factor  in  t 
time  it  takes  to  schlep  U 
wireless  warren  from  yc 
hotel,  and  you  may  be  bet 
off  toughing  it  out  with  di 
up  and  modem— or  signing 
for  a  truly  wide-area  soluti 
getting  data  via  a  much  hai 
ier  cellular  service.       — S  ; 
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all  Business 


'  I'  32O0MP  PROJECTOR 


ompramising  Perfonnance  in  a  Microprojector 

r-a   j.-d  Lightoeight  at  3  5  lbs  and  2  9'  Thin' 

ight  1 300  ANSI  Lumens  IMaxP 

itive  XGA  (1024  x  7681  Resolution 

3h  1800:1  Contrast  Ratio  for  Outstanding  Images 

ipports  S.  Composite.  Component  Video  and  HDTV 

ird  Foam  Carrying  Case  and  full-Feature  Remote  with 

3use  and  Laser  Pointer 

inual/Digital  Zoom  and  Digital  Keystone  Correction 

indard  2-Yr  Advanced  Exchange  Service" 


1799 


as  low  as  $49/mo  ,  (46  pmts"! 
SKU:  32aOMP2 


DELL  2200MP  PROJECTOR 


Perfonnance  and  Connectivity  at  an  Exceptional  Price 

ihtvveight  and  Portable  at  only  4  7  lbs  ' 

ght  1  ZOO  ANSI  Lumens  (Maxr 

tive  SVGA  (800  x  600)  Resolution 

|h  1700:1  Contrast  Ratio  for  Outstanding  Images 

)ports  S.  Composite,  Component  Video  and  HDTV 

danced  Motion  Adaptive  Hardware  De-Interlacing  for 

Jerior  Picture  Quality 

nual  Zoom  and  Digital  Keystone  Correction 

ndard  1-Yr  Advanced  Exchange  Service" 


Focus  on  better  presentations  with  one  of  Dell's  affordable,  easy-to-use  portable  projectors. 

Starting  at  just  3.5  lbs.,  Dell  projectors  can  help  you  wow  thein  in  the  conference  room  and  lighten  the 
load  in  your  bnefcase.  Just  a  few  quick  steps  and  you're  up  and  running.  Featuring  state-of-the-art  DLP'" 
technology  by  Texas  Instruments;"'  Dell  projectors  deliver  crisp  images,  sharp  presentations  and  even 
work  with  TV  and  video  inputs,  so  you  have  more  ways  to  put  on  a  deal-clinching  show.  They're  backed  by 
Deli's  award-winning  24x7  service  and  support  staff.  At  prices  you  won't  believe.  So  call  or  go  online  now, 
and  order  one  of  Dell's  portable  projectors.  The  more  places  you  take  it,  the  more  places  it  can  take  you. 
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Dell  3200MP  Projector 
—July  2003 


)99 


as  low  as  $24/mo..  (46  pmts^l 
SKU:  2200MP1 


Do  more.  Carry  less.  Easy  as 


D0LL 


Click  www.dell.com/projector  Call  1-800-953-4018 
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SovPmhpS  T  "'^-  ^"Imq'i  °"  P^^l^ders  or  financing.  QuickLoan  arranged  by  CIT  Bank  to  Small  Business  customers  with  approv  d  cred7-  B    ed  on  aSaPM  T  228  i99  test 

Its.  November  2002,  with  average  ANSI  Lumens  1221 ,  Bulb  brightness  degrades  with  usage.  Oell  recommends  replacing  your  bulb  after  2000  hours  of  usage,  ^'Replace™  t  s   rem  or  replacemen 

ring  phone-based  troubleshooting,  in  advance  of  receipt  of  returned  defective  part  or  system.  Replacements  mav  be  refurbished  neL,,vpn,m,/,  hf  »  '^„!h 
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be  returned 


TRchnology 

better  (but  not  good)  and  quickly  lost  audio  synch.  And  though 
no  one's  documentation  would  win  any  prizes,  Prismiq's  lacks 
even  one  word  about  what  to  do  in  the  likely  event  something 
goes  wrong  and  offers  nothing  on  its  Web  support  site  but 
what's  already  in  the  box.  This  is  an  interesting  idea  done  wrong. 
If  you  want  to  see  how  video  can  be  done  right — but  not 
without  problems — check  out  the  $200  Sony  RooniLink  device, 


TV  funhouse:  Sony  RoomLink  with  wireless  adapter;  Philips  IPronto  universal  remote  control 


which  streams  audio,  photos,  and  TV  recorded  with  the  con 
pany's  Giga  Pocket  software,  which  comes  with  computers 
cheap  as  $1,400.  The  "RoomLink  box  itself  connects  to  a  star 
dard  TV,  but  needs  an  Ethernet-to-wireless  adapter  to  go  Wi-F 
Sony  charges  $170.  for  the  G  version  I  tested,  but  says  you  shod 
be  able  to  use  anyone  else's,  many  of  which  are  cheaper. 

The  initial  problem  is  getting  everything  configured,  wit 
three  separate  sets  of  documentatioi 
a  nest  of  wires  at  the  TV  and  a  cab 
or  satellite  connection  for  the  PC.  Bi 
once  you  get  everything  set  up,  yo 
can  pull  video,  audio  and  picture 
fi-om  your  computer  at  the  touch  of 
remote.  Miraculously,  the  vide 
works  most  of  the  time,  though  I  di 
spot  several  brief  stutters. 

The  brutalist  onscreen  interfai 
has  all  the  warmth  of  prison  signag 
and  much  of  what  you  want  to  c 
from  the  TV  has  to  be  done  from  tl 
computer  instead.  Simply  adjustii 
the  brightness  and  contrast  of  tl 
video  recorder  has  to  be  handled  at  tl 
computer,  where  images  look  diffe 
ent.  To  use  the  free  online  progra: 
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obile  Presentation  SoLutions  provide  the  ultimat 


3S  warrior  the  advanced  and  innovative  tools  to 
;  ?;rarr;ng  with  the  new  XJ-350,  one  of  the  smalle 
lightest,  (4.0  lbs.]  brightest, {2200  lumen; 
widest  [2x  zoom)  in  the  business.  Let's  go  to  battle 
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Tfinhnology 


guide  that  ties  into  Giga  Pocket,  you  have 
to  be  seated  at  the  keyboard,  not  the  re- 
mote. Simpler  solution:  Buy  a  $200  TiVo. 

Remote  Control 

Feeling  flush?  Try  the  Philips  iPronto 

universal  remote  control — at  $1,700,  a 
remote  control  like  no  other,  complete 
v/ith  a  color  touchscreen  that  can 
awaken  when  it  senses  that  you've  tilted 
the  unit.  There  are  dedicated  buttons 
for  volume,  mute  and  channel-chang- 
ing. The  rest  works  via  finger  or  stylus 
on  the  screen. 

So  what's  the  Wi-Fi  for?  Connected 
to  the  Internet,  the  unit  can  automati- 
cally download  its  own  program  guide, 
fi-om  which  programs  can  be  invoked  at 
the  touch  of  a  finger.  The  unit  can  also 
be  used  for  Web  browsing,  say,  when 
you  want  to  look  up  a  quick  stat  in  the 
middle  of  a  ball  game.  And  it  can  use 
Wi-Fi  to  download  files  that  customize 
the  screens  and  their  behaviors  to  a  fare- 
thee-well,  right  down  to  buttons 
designed  to  look  like  you  and  your  kids. 

I  didn't  get  that  far,  and  you  probably 
won't,  either.  Unless  you  consider  pro- 
granuning  a  fascinating  hobby,  leave  the 
tricky  job  to  installers  who  do  this  for  a 
living.  The  iPronto  needs  to  be  recharged 
every  few  days,  which  is  a  lot  of  mainte- 
nance for  a  remote.  But  its  program 
guide  is  an  interesting  example  of  what 
can  be  done  with  an  always-on  wireless 
Net  connection. 


A  Net  of  One's  Own 

F 


lor  the  truly  unwired,  a  single  wireless  net  is  no  longer  enough.  Two  new  product 
essentially  create  their  own  private  Wi-Fi  networks  to  ship  music  and  video  around  th 
house— no  computer  required. 

The  Yamaha  IVIusicCast  system  costs  $2,200  for  an  80-gigabyte  server  that  mates  vi 
cables  directly  to  your  audio  system.  It  also  broadcasts  music  via  its  own  Wi-Fi  network  t 
17-watt-per-channel  receivers  that  cost  $600  and  matching  $120  speakers 

I  didn't  test  this  system,  but  in  a  demo,  its  integration  definitely  kept  things  simple.  Bl| 
it  can  only  handle  music  that  the  server  extracts  from  CDs  itself,  rather  than  cuts  ripped  o 
a  computer  or  downloaded  from  the  Web.  And  you  may  want  surround  sound  or  more  powe 
than  the  receivers  provide. 

The  new  15-inch  Sharp  Wireless  Aquos  LCD  TV  can  perform  its  own  high-wireless  a( 
without  so  much  as  a  power  cord.  When  you  pluck  the  Aquos  off  its  pedestal,  a  little  strut 
back  extends  to  let  you  prop  it  up  like  a  picture  frame.  The  12-pound  display  has  a  built-in  cat 
rying  handle  and  a  rechargeable  battery  that  lasts  about  three  hours. 

The  signal  arrives  via  Wi-Fi  from  a  separate  trans- 
mitter that  plugs  into  program  sources  like  cable  boxes. 
The  unit's  own  remote  works  fine;  Sharp  says  you  can 
use  your  own  remotes  to  control  devices  such  as  DVD 
players  back  at  the  mother  ship,  but  that  didn't  work 
with  the  preproduction  model  I  tried.  From  the  Japanese 
manual,  I  suspect  the  scheme  uses  an  infrared  "blaster" 
repeater  that  may  not  work  with  more  than  one  device. 

I  toted  the  screen  around  the  house  and  out  on  the 
deck;  it  worked  almost  everywhere,  and  its  network 
didn't  obviously  interfere  with  or  pick  up  interference 
from  my  own.  Unlike  many  LCD  TVs,  this  one  can  be 
viewed  from  almost  any  angle;  like  most,  it  adds  its  own 
glitches  to  low-def  TV. 

But  for  a  mere  $1,800,  this  is  the  first  reasonably 
sized  TV  that  lets  you  heed  the  call  of  nature  In  the  mid- 
dle of  a  big  game.  Just  grab  it  and  go.  —S.M. 


Video  companion:  Sharp  Wireless 
Aquos  LCD  TV  (and  controller  box 


Cameras 

Wi-Fi  is  making  inroads  in  digital  photography. 
The  forthcoming  Nikon  D2h  Pro  digital  SLR  cam- 
era ($3,200)  will  have  an  intriguing  $450  option: 
a  Wi-Fi  transmitter  that  can  send  pictures 
directly  to  a  Web  server. 

At  the  other  end  of  the  spectrum,  the  $200 
Linksys  ¥nroiees-B  Internet  Video  Camera  delivers 
low-res  video  that  friends  across  the  Net 
deemed  jerky — or  maybe  they  meant  me.  But  it 
needs  only  a  power  cord  and,  once  you  get  it  set 
up,  it  can  communicate  its  password-protected 
video  to  anyone  on  the  Web.  You  can  look  in  on 
the  baby's  crib  from  work,  and  so  can  Grandma 
halfway  across  the  worl;! 

That's  powerful  stu''  i  Mcuj^ii  dicre's  no 
audio.  Linksys  offers  a  90  ■  i  ret- trii\l  of  a  service 
called  SoloLink  that  costs  $20  a  year  and  finds  tli. 


Unwired  seotinei:  Linksys 
Wireicss-B  internet  Video  Camera. 


camera  through  an  easy-to-type  Web  link  even 
as  often  happens,  your  service  provider  chang 
your  numeric  Internet  address.  You  can  admini 
ter  the  camera  from  anywhere,  setting  it  up  wi 
tricks  like  e- mailing  you  every  time  it  detec 
motion,  though  I  found  it  a  bit  too  trigger-happ 
So  what's  not  to  like?  You  will  not  get  tih 
thing  working  over  the  Net  unless  you  are  a  ce 
tified  geek.  I  got  most  of  the  way  before  givit 
up  and  calling  a  Linksys  techie  who  confident 
told  me  precisely  the  wrong  thing  to  do  ju 
before  the  call  disconnected,  forcing  me  to  stJ 
over  with  a  less  capable  staffer.  But  when  I  hui 
up,  gritted  my  teeth  and  set  everything  back 
normal,  the  camera  suddenly  started  workir 
Not  bad  for  four  hours  of  effort.  It's  times  li 
this  that  I  wish  I  lived  in  those  Wi-Fi  ads. 


i 


?|>|«V»£»c  I  Stephen  Manes  (steve@cranl<y.com)  was  cotiost  of  Digital  Duo  and  tias  been  coverin 
JLvLa^un,  I  technology  for  two  decades.  Visit  liis  home  page  at  www.forbes.com/manes. 
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Special  Advertising  Section 


everal  months  ago, 
mall  automotive  enthusiast 
jjication  conducted  an 
sual  comparison  test 
ween  a  popular  new 
livan  and  a  V-8-powered 
^rformance"  car  from  the 
50s,  typically  referred  to  as  the 
lod  or  days"  by  many  of  us  with  pleas- 
memories  of  the  vehicles  from  that  era  —  memories 
t  are,  apparently,  sweetened  by  the  passage  of  time, 
he.  modern  minivan  had  more  horsepower  than  the  1960s  muscle  car, 
Idled  better,  went  faster  and  could  carry  seven  people  in  air-conditioned 
ifort  while  the  rear-seat  passengers  watched  movies  on  the  optional  DVD  player  or 
ened  to  the  eight-speaker  stereo.  It  had  air  bags,  antilock  disc  brakes,  could 
100,000  miles  before  a  suggested  tune-up  and  averaged  25  miles  per 
on  of  regular  gasoline. 

he  1960s  muscle  car  looked  great  and  made  wonderful  noises,  but  few  who 
ve  It  that  day  could  deny  that  it  came  up  short  due  to  innovations  made  in 
past  few  decades,  innovations  that  not  only  contributed  to  safety  and  reli- 
ity,  but  to  performance,  handling  and  general  competence. 
3in  us  as  we  take  a  look  at  several  companies  that  lead  the  way  in 
Dmotive  innovation. 
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DELPHI  -  TRKING  TECHNOLOGY  TO  NEUJ  PLRCE! 


Delphi  is  more  than  just  the  world's  largest  automotive  sup- 
plier It's  also  among  the  most  innovative  companies  in  any 
industry,  with  one  of  the  richest  histories. 

More  than  90  years  ago,  consumers  started  their  vehicles  by 
turning  a  hand  crank  before  Delphi  created  the  first  electric  starter 

Thirty  years  ago,  Delphi  made  the  world's  first  production 
air  bag,  helping  create  a  whole  new  level  of  safety  for  drivers 
and  passengers. 

Today,  Delphi  is  taking  automotive  technology  to  where 
it's  never  gone  before  by  applying  its  automotive  knowl- 


Delphi  continues  to  create 
industry-ctianging  tectinologies 
for  thie  automotive  mari<et. 


"We  are  continuing  to  look  for  new  markets  to  apply  our  te 
nologies,"  Battenberg  says.  "There's  much  more  to  come." 

Meanwhile,  Delphi  continues  to  create  industry-chang 
technologies  for  the  automotive  market. 

Delphi's  QUADRASTEER™,  a  groundbreaking  rear-wh 
steering  system  that  gives  a  full-sized  pickup  truck  or  SU' 
turning  radius  comparable  to  a  compact 
car,  has  earned  raves  from  the  con- 
sumers who  have  experienced  it 

Delphi's    MagneRide"^ 


SKYFi™  Audio 
System  by 
Delphi 


edge  and  expertise 
to  new  markets. 

"When  it  comes  to 
designing  technolo- 
gies that  can   with- 
stand  the    harshest 
treatment  by  the  ele- 
ments   and    by    con- 
sumers,   there    is    no 
tougher  testing  ground 
than    automotive,"    says 
J.T   Battenberg   111,   Delphi 
chairman,    president    and 

CEO.  "We  have  already  used  racing  as  a  test  track  for  new 
automotive  applications.  Today,  we're  leveraging  this  expe- 
rience to  enter  into  new  markets,  such  as  computers,  aero- 
space, medical  and  much  more.  We  are  becoming  a  lot 
more  than  just  an  automotive  supplier." 

A  big  win  for  Delphi  has  been  its  satellite  digital  audio 
receivers.  As  of  October,  Delphi  had  delivered  more  than  1.2 
million  satellite  radios  for  programming  suppliers  XM  and 
Sirius.  Delphi  also  has  created  a  line  of  portable  satellite  radio 
receivers  for  home  use,  knov.n  ;^s  '^KYFi™,  which  is  available 
at  national  chains  such  as  Bes        .   .Val-Mart  and  Circuit  City. 

Delphi  also  is  looking  to  leve  as  expeitise  to  enter  the 
medical  market.  The  nowly  cre.i.  •  Delphi  Medical  Systems 
will  seek  to  become  one  of  the  leading  technology  and  value- 
added  suppliers  to  major  medical  device  companies. 


is  a  high-perfc 
ance,   semi-active  suspen; 
control  system  that  responds  in  real  time  to  r 
and  driving  conditions  based  on  input  from  sensors 
monitor  body  and  wheel  motions.  Delphi's  MagneRide 
received    numerous    recognitions,    including    being   nar 
Automobile  Magazine's  2003  Technology  of  the  Year 

Another  major  area  of  focus  for  Delphi  is  safety.  The  c 
pany's   continued   development   of   its    Integrated   Sa 
System  (ISS)  concept  integrates  a  broad  portfolio  of  cur 
and   future   technologies    that   are    designed   to    pro' 
enhanced  protection  throughout  the  driving  experience, 
technologies  include  an  active  energy-absorbing  steering 
umn  that  is  designed  for  optimized  effectiveness  to  help 
vide  more  protection  to  drivers;  a  full  range  of  occupant 
tection  systems,  including  active  knee  bolsters,  curtair 
bags  and  a  driver  gaze  monitor  for  drowsy-driver  detec 
and  a  battery  disconnect  device  that  engages  after  an  i 
dent  to  help  provide  more  safety.  Delphi's  ISS  works  not 
to  help  keep  drivers  out  of  accidents,  but  also  to  help  pro 
more  protection  in  the  event  of  a  front-,  side-  or  rear-colli 
or  rollover. 


■( 


C5  ^nj  \\^i^ 


automobile  is  among  the  world's  most  demanding  technological  proving  grounds  and  drivers  are 
ng  the  world's  most  demanding  consumers.  Fortunately,  Delphi  technology  thrives  where  the 
intersect.  From  important  safety  systems  to  on-board  wireless  devices,  our  products  are  designed 
Sep  people  on  the  move.  So  our  technology  must  be  precise,  making  calculations  In  milliseconds. 
JSt  work  well  under  pressure,  tested  billions  of  times  every  day.  And  it  must  continually  push  the 
Mope.  No  wonder  our  products  are  moving  into  other  applications  too,  from  medical  to  military. 
how  we're  taking  automotive  technology  where  It's  never  gone  before  —  at  www.delphi.com. 


I 
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ving   Tomorrow's   Technologiy 
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Looking  at  other  Delphi  safety  technologies,  the  Forewarn® 
system  helps  drivers  maintain  safe  distances  not  only  from  vehi- 
cles in  front  of  them,  but  from  obstacles  behind  them  as  well. 

The  Forewarn  Adaptive  Cruise  Control  (ACC)  engages  with 
a  touch  of  the  conventional  cruise  control  button.  ACC  can 
help  detect  vehicles  or  objects  ahead  and  automatically 
adjusts  vehicle  speed  to  maintain  a  consistent  and  appropri- 
ate following  distance. 

Similarly,  Forewarn  Back-Up  Aid  is  a  radar-based  warning 
system  that  helps  alert  drivers  to  an  obstacle  behind  the  vehi- 
cle by  a  series  of  audible  tones  that  increase  in  frequency  as 
the  vehicle  draws  closer  to  the  object.  The  radar  can  detect 
obstacles  as  far  away  as  16  feet. 

Farther  down  the  road,  Delphi  is  developing  a  new  genera- 
tion of  vision-based  technologies  that  can  capture  as  many  as 
30  photo  images  per  second  of  a  passenger,  feeding  an 
onboard  computer  with  information  relating  to  the  passen- 
ger's size  and  the  precise  position  of  the  body  so  that  in  the 
event  of  a  collision,  air  bags  and  other  safety  systems  can 
deploy  with  enhanced  precision. 

Available  already  are  Delphi  Dynamic  Body  Control  and 


the  Delphi  Vehicle  Stability  Enhancement  System,. wh; 
gather  information  from  onboard  computers  and  sens 
to  enhance  a  vehicl_e's  stability,  ride  and  handling. 

Delphi's  Dynamic  Body  Control  technology  hej 
improve  vehicje  handling  by  noticeably  reducing  be 
motion  during  cornering  and  severe  steering  maneuvi 
while  improving  the  ride  on  normal  road  conditio 
Benefits  include  enhanced  vehicle  stability,  improved  d 
er  comfort  and  increased  wheel  articulation  for  impro' 
off-road  performance. 

Delphi's  Vehicle  Stability  Enhancement  System  helps  f 
vide  improved,  more  predictable  vehicle  response  '. 
enhanced  stability  under  severe  maneuvers  or  degraf 
road  conditions.  By  reducing  engine  throttle  and  selecti\ 
applying  one  or  more  brakes  when  the  vehicle  path  dif 
from  the  driver's  intent,  the  system  assists  the  driver  j 
decreases  or  prevents  excessive  oversteer  (spin)  or  urn 
steer  (plow).  j 

With  all  these  products  and  more,  Delphi  is  driving  tor 
row's  technology. 

For  more  information,  visit  www.delphi.com. 


UJHRT'5  NEUL) 
RT  CHEVROLET? 

Plenty.  There  are  multiple  tales  of  automotive 
innovation  to  tell  in  the  car,  truck  and  SUV  seg- 
ment, as  Chevy  is  offering  an  extensive  roster  of 
new  and  substantially  updated  models  for  2004. 

In  car  news,  the  top  story  is  the  all-new  Malibu, 
which  IS  prepared  to  take  the  midsize  family  sedan  to 
new  levels.  It's  built  on  the  global  General  Motors  Epsilon  plat- 
form, shared  with  the  new  Saab  9-3  and  powered  by  either  the 
potent  2.2-liter,  145  horsepower  Ecotec  four-cylinder  engine  or 
the  3.5-liter,  200  horsepower  V-6,  which  has  220  Ib.-ft.  of  torque. 

The  Malibu  is  available  in  the  familiar  sedan  configuration 
or  as  an  innovative  five-door  "extended  sedan,"  called  the 
Malibu  Maxx  (available  spring  2004).  While  the  Malibu  Maxx 
is  actually  a  half-inch  shorter  overall  than  the  Malibu  sedan, 
it  r'des  on  a  v-^-'  •-"-  -c  that  is  six  inches  longer.  The  Malibu 
Maxx's  rear  .  ■  w  '«-'ines,  and  in  the  rearmost 

position,  has  4i  ii,. 

The  all-new  2004  Av'oo  ,oVciii.in,9  Spring  2004)  is  a  clever- 
ly designed  small  car,  with  a  long  list  of  big-car  features. 
This  new  addition  to  xr-.  Chevrolet  lineup  comes  in  both 
four-door  and  five-door  and  has  three  rriod^l  <.hoices:  Aveo 


Special  Value,  Aveo  Base  and  Aveo  LS.  With  its  rear 

flipped  and  folded,  the  Aveo  has  the  most  passenger  roc 

II 
in  Its  class,  and  with  a  starting  MSRP  of  $9,995  (tax,  •  ^ 

license,  dealer  fees  and  other  equipment  extra),  the  CI  ; 

Aveo  will  bring  panache  and  practicality  to  the  car  marN 

Aveo  offers  small-car  agility  and  a  smooth  ride.  It  is  sur  *■ 

ingly  well  equipped  with  standard  comfort  and  conveniiij 

features  including  60/40  flip-and-fold  rear  seats  in  five-  ! 

models,  and  60/40  split-folding  rear  seats  with  trunk    j 

through  in  four-door  models.  It  also  boasts  AM/FM  stH 

tinted  windows,  an  extra  12-volt  outlet,  elevated  rear  '  i 

ater"  seating,  and  a  rear  window  defogger.  Upgrade  to  th  . 

model,  and  the  list  of  standard  and  optional  features  gr  ;' 

This  includes  standard  AM/FM  stereo  with  CD  player 
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MPS  playback,  heated  outside  rearview  mirrors,  power  door 
locks  with  remote  keyless  entry,  power  windows,  and  option- 
al sliding  sunroof  and  six  speaker  sound  system  (scheduled 
availability  late  spring  2004). 

On  the  truck  side,  Chevrolet  helped  invent  the  domestic 
small  pickup  truck  market  with  the  introduction  of  the  1982 
Chevy  S-10,  and  for  2004,  the  all-new  midsize  Chevrolet 
Colorado  raises  the  bar.  The  Colorado  is  aimed  at  customers 
who  may  not  need  a  full-size  pickup,  but  refuse  to  skimp  on 
utility,  comfort  and  styling. 

The  Colorado  is  offered  in  regular  cab,  extended  cab 
and  crew  cab  models.  Four-wheel  drive  is  available  and  you  can 
even  get  Chevrolet's  legendary  Z71  off-road  package.  A  seg- 
ment-exclusive automatic  locking  rear  differential  is  available  on 
both  two  and  four-wheel-drive  models,  and  with  both  engines. 

Under  the  hood,  the  Colorado  offers  a  pair  of  brand-new 
Vortec  engines,  both  derived  from  the  acclaimed  Vortec 
4200  4.2-liter  in-line  six-cylinder  engine  introduced  in  the 
Chevrolet  TrailBlazer.  The  standard  engine  is  the  Vortec 
2800,  a  2.8-liter  in-line  four-cylinder  engine  with  175  horse- 
power, and  there's  also  the  Vortec  3500,  an  in-line  3.5-liter 
five-cylinder  engine  that  pumps  out  220  horsepower. 

Nimble  handling  is  aided  by  rack-and-pinion  steering. 
Antilock  brakes  are  standard  and  head  curtain  side-impact 
driver  and  front  passenger  air  bags*  are  available.  Inside, 
you  can  opt  for  OnStar**,  GM's  satellite-linked  emergency 


communications  system,  and  XM  Satellite  Radio***, -whi 
delivers  100  stations  of  music,  talk,  news  and  variety. 

Most  likely  you'vg  already  seen  the  Chevrolet  SSR, 
Super  Sports  Roadster,  which  paced  the  field  at  the  2C 
Indianapolis  50aThe  SSR  recalls  the  styling  of  the  1947-1S 
Chevrolet  pickup,  but  underneath  is  a  thoroughly  modern  tv 
seat  roadster  with  a  power-retractable  hardtop.  The  SSR 
motivated  by  an  aluminum  Vortec  5300,  300  horsepower  \ 

Finally,  Chevrolet  has  already  provided  a  glimpse  into  1 
crystal  ball  for  at  least  one  future  sport  utility  model,  T 
2005  Chevrolet  Equinox,  due  spring  2004,  could  set  n' 
standards  for  the  compact  SUV  market.  With  innovative  f 
tures  like  the  Multi-Flex  sliding  rear  seat  and  a  multifui 
tional  rear  cargo  storage  system,  the  Equinox  will  offe 
balance  of  style,  comfort  and  SUV  capability. 

For  more  information,  visit  www.chevy.com. 
'^Based  on  2004  GM  Economy  Sedan  and  Five-Door  s 
ments,  and  latest  available  competitive  information. 
*Always  use  safety  belts  and  proper  child  restrair 
even  with  air  bags.  Children  are  safer  when  prope 
secured  in  a  rear  seat.  See  the  Owner's  Manual  for  m« 
safety  information. 
**Service  fees  apply.  Available  in  the  48  contiguous  stav 
Visit  www.gm.xmradio.com. 

***Call    1-888-40NSTAR   or  visit  www.onstar.com 
system  limitations  and  details. 


Chevy  is  offering  an  extensive  roster  of 

neuu  and  substantially  updated  model 


2004  Chevy 


.EEP®  LIBERTY: 

IVING  UP  TO  THE  LEGEND 
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Vhen  the  Jeep  brand  designers  and  engineers  sought  to 
/elop  an  all-new  vehicle,  they  were  given  a  single,  simple 
ndate;  It  must  live  up  to  the  Jeep  brand's  legendary, 
ged  reputation  as  the  leader  in  off-road  performance,  but 

ust  be  comfortable,  safe  and  sensible  enough  to  serve 
primary  day-to-day  transportation. 

simple  directive,  but  one  many  in  the  industry  considered 
»ossible  to  achieve.  Many  of  the  features  that  make  a  vehicle 

I  off-road  —  a  rugged  suspension,  ample  ground  clearance, 

available  with  unsurpassed  horsepower  and  excellent 
lue,  which  is  the  measure  of  pulling  power  —  don't  neces- 
ly  translate  to  the  creation  of  a  good  on-road  vehicle. 

wasn't  easy,  but  with  no  compromises,  the  Jeep  Liberty 


horsepower  four-cylinder  or  a  3.7-liter,  210  horsepower  V-6 
with  a  whopping  235  Ib.-ft.  of  torque,  on  par  with  some  V-8 
engines.  Indeed,  this  Power  Tech  V-6  is  similar  in  design  to 
the  4.7-liter  V-8  powering  the  Liberty's  larger  sibling,  the 
Jeep  Grand  Cherokee.  The  V-6  is  mated  to  either  a  muscu- 
lar five-speed  manual  transmission  or  a  four-speed  auto- 
matic transmission.  With  the  automatic  transmission  and 
the  Trailer  Tow  Group,  the  Liberty  can  tow  up  to  5,000 
pounds,  unsurpassed  in  its  market  segment. 

The  Liberty's  suspension  presented  a  genuine  challenge  to 
designers.  With  a  finely  tuned  independent  front  suspension 
and  a  solid  axle  rear  suspension,  the  platform  engineers  found  a 
system  that  was  rugged  and  capable  off-road,  yet  offered  a  com- 
fortable ride  on  the  road. 

The  Liberty  is  available  in  both  two-  and  four- 
wheel-drive  configurations,  with  two  sepa- 
rate four-wheel-drive  systems  offered: 
The  capable  Command-Trac  sys- 
tem  can   be   shifted   into 
four-wheel-drive 


Liberty  Limited 


ages  to  be  a  five-passenger  workhorse  that  is  capable  of 
ng  a  daily  carpool  and  is  prepared  to  tackle  the  toughest 
)ad  trails  on  the  weekends,  in  true  4x4  Jeep 'tradition, 
the  heart  of  the  Liberty  is  a  beefy  platform  that  is  con- 
ably  stronger  than  it  needs  to  be.  The  Liberty  is  full  of 
iples  where  designers  located  the  minimum  require- 
t  aad  then  kept  going, 
der  the  hood,  the  base  engine  is  a  proven  2.4-liter,  150 


when  extra  traction  is  needed,  or  the  Selec-Trac  system  main- 
tains full-time  four-wheel-drive.  Both  are  equipped  with  a  low- 
range  mode  when  extra  power  is  needed. 

Inside,  the  three  available  Liberty  models  allow  for  as 
much  luxury  as  you  want.  The  base  Liberty  Sport  is  hardly  a 
stripped-down  model,  with  a  long  list  of  standard  equip- 
ment and  a  means-business  exterior  that  is  unmistakably  a 
Jeep  brand  design.  Starting  at  under  $19,000,  the  Sport  is 
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a  bargain  by  any  nneasure. 

The  Liberty  Limited  Edition  comes  with  standard  fea- 
tures ranging  from  fog  lamps  to  four-wheel  disc  brakes, 
power  windows,  locks  and  mirrors.  And  for  the  ultimate, 
there's  the  Liberty  Renegade,  prepared  for  the  toughest 
backwoods  trails,  yet  luxurious  enough  to  impress  the 
restaurant  valet. 

And  the  Jeep  brand  continues  to  improve  the  Liberty.  For 


standard  on  all  Liberty  models. 

"Combine  the  refined  on-road  handling  of  the  Libe 
with  the  available  fo^ur-wheel-drive  capability,  superior  to 
ing  ability  and  sophisticated  interior,"  says  Jeff  Bell,  vi 
president  of  Jeep  marketing,  "and  it's  easy  to  see  why  Je 
owners  are  nominating  us  for  awards." 
The  Liberty  does  it  all  —  the  expected  and  the  unexpectec 
For  more  information  on  the  Jeep  Liberty,  visit  jeep.com 


UJhen  the  Jeep  brand  designers  and  engineers  sought  to  develop  an 

all-neuu  vehicle,  they  mere  given  a  single,  simple 

mandate:  It  must  live  up  to  the 

Jeep  brand's  legendary, 

rugged  reputation  as  the 

leader  in  off-road 

performance. 


Jeep  Liberty  Renegade 


2004,  Jeep  Liberty  is  offering  UConnect,  a  hands-free,  in- 
vehicle  communications  system  using  Bluetooth  wireless 
technology  to  link  the  user's  personal  mobile  phone  to  the 
vehicle,  enabling  the  mobile  phone's  audio  to  be  heard 
through  the  radio  speakers.  And  there's  an  available  tire 
pressure  monitoring  systenn,  a  larger  fuel  tank  and  the 
Enhanced  Accident  Response  System  —  or  EARS  —  which 
automatically  unlocks  doors  and  illuminates  the  interior 
lights  five  seconds  aft'  ^n  accident  triggers  the  air  bags,  as 
well  as  immediately  l.:  e  fuel  pump.  EARS  is 


UJEB  DIRECTORY 


Chevrolet 
uuujuj. chevy. com 

Delphi 
ujujLu.delphi.com 

Jeep 
jeep.com 


MOST  REVOLUTIONS  START  IN  THE  StIeETS 
THIS  ONE  BEGAN  ON  A  MUDDY  TRAIL. 
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Traction 


Articulation  Ground  Clearance        Maneuverability  Water  Fording 
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THE  JEER  TRAIL  RATED™  SYSTEM.  Here  we  go.  Changing  the  world  of  4x4s  yet  again. 

This  time  with  a  series  of  five  grueling  tests  with  one  objective:  to  make  sure  all  Jeep  4x4s 

are  proven  capable  on  some  of  the  toughest  terrain  on  earth.  So  you'll  feel     ONLY  IN  A 

safe,  secure,  and  ready  for  just- about  anything-including  a  new  way  of 

looking  at  4x4s.  To  learn  more  about  the  TRAIL  RATED  Jeep  4x4s  and  their 

impressive  7-year/70,000-mile  Powertrain  Limited  Warranty,*  please  visit  us 

at  jeep.com/trailrated   IF  IT'S  NOT  TRAIL  RATED,  IT'S  NOT  A  JEEP  4x4.       jeep.com 


Jeep 


Jeep  and  Trail  Rated  are  trademarks  of  DaimierChrysler  Corporation. 


Why  Not?  I  Ry  ian  Ayres  anH  Rarry  Nalebuff 

It  Beats  a  CD 


IT  ISN'T  ENOUGH  TO  HAVE  A  GREAT  IDEA.  YOU  ALSO  HAVE  TO 
make  it  real.  Here  we  come  back  to  one  of  our  favorite 
why-nots,  the  all-in-one  mortgage,  and  tell  the  tale  of  its 
evolution  and  recent  arrival  in  the  U.S.  The  all-in-one 
mortgage  is  a  simple  idea:  a  mortgage  with  a  line  of  credit 
built  in.  Your  mortgage  becomes  your  checking  and  savings 
account.  Any  checks  you  write  increase  your  mortgage  bal- 
ance. All  of  your  savings  reduce  the  balance.  If  you  have  a 
$200,000  mortgage  and  $10,000  in  a  checking  account,  you 
really  have  a  net  debt  of  $190,000  and  should  pay  the  mort- 
gage rate  on  that  amount.  In  effect,  you  get  paid  the  mortgage 
interest  rate  on  your  savings. 


How  would  you  like 

a  checking  account 

that  earns  the 

same  interest  rate 

as  you  pay  on  your 

mortgage?  If  your 

banker  won't  cut 

that  deal,  switch  to 

Wells  Fargo. 


This  product  was  invented 
in  Australia  by  the  Bank  of 
New  South  Wales,  hi  1997  Vir- 
gin Group  brought  it  to  the 
U.K.  It  became  a  winner  in  a 
relatively  short  period  of  time. 

But  the  virtue  of  a  single 
net-debt  position  is  also  a 
vice.  According  to  Gordon 
McCaUum,  head  of  marketing 
at  Virgin,  "people  were  not 
keen  to  mix  up  their  home 
ownership  with  their  retire- 
ment savings  and  their  credit 
card  account."  It  can  be  de- 
pressing to  look  at  your  bank 
balance  and  always  see  a  nega- 
tive number. 

Woolwich  Bank  went  one  up  on  Virgin.  Under  the  Woolwich 
Openplan  account,  customers  are  allowed  to  have  up  to  12  dif- 
ferent "cookie  jar"  savings  accounts.  Money  in  any  of  these  ac- 
counts is  used  to  offset  the  mortgage.  From  the  bank's  point  of 
view,  it's  the  same  as  the  Virgin  One  account.  From  the  customer's 
point  of  view,  very  different.  If  you  want  to  create  an  account  to 
save  $24,000  to  buy  a  Mini  Cooper,  it's  more  satisfying  watching 
your  savings  balance  increa.se  from  zero  to  $24,000  than  seeing 
your  morti^H..  ''.laduallv  fall  from  $300,000  to  $276,000. 

The  evolution  trom  the  Virgin  One  to  the  Openplan  account 
helps  us  understand  how  to  bring  a  new  idea  to  the  market. 
When  you  arc  d^:  something  very  different,  look  for  a  way  in 
which  the  custonici  '  -.:{ the  benefit  without  having  to  change 
his  or  her  behavior. 

have  become  the  standard  in  the 
1  the  U.S.  VVhv? 

to  find  that 


Openplaii-type  . 
U.K.  They  arc  hard  to  !i 
As  we  called  big  ba' 


many  of  the  people  who  shoulc; 
know  better  seemed  unaware  o' 
the  overseas  product.  Otherij 
explained  that  the  U.S  seci 
ondary  market  in  mortgages 
which  relies  heavily  on  stan 
dardization,  made  such  an  inno 
vation  impossible. 

Then  we  came  across  Jo; 
Griffiths,  executive  vice  presiden 
of  home  mortgages  at  Well 
Fargo.  She  brought  the  product 
to  our  shores.  (The  Wells  Fargo  Home  Asset  Management  Ac 
count  has  the  same  interest  rates  as  its  regular  mortgages,  althougli 
there  is  a  $75  annual  fee.)  While  not  citing  volume  numbers,  th 
bank  says  this  account  has  been  its  most  successful  product  laun^ 
ever.  How  did  Wells  succeed  where  its  rivals  failed? 

Griffiths  had  been  at  Westpac  (formerly  the  Bank  of  Nev 
South  Wales)  and  therefore  knew  firsthand  about  the  value  c 
the  product.  Significantly,  her  career  has  been  in  consumer  mar 
keting.  Richard  Kovacevich,  chief  executive  of  Wells,  deliberate! 
put  new  product  development  under  marketing  rather  tha 
under  capital  markets.  The  two  groups  have  quite  differer. 
approaches.  "Typical  financial  products  have  shockingly  ba 
product  names  from  the  consumer  perspective,"  Griffiths  say 
"How  would  you  like  a  five-year  ARM,  subprime  loan.  Imagin 
calling  Coke  carbonated  sugar  water  in  an  aluminum  vessel." 
Instead  of  segmenting  customers  into  the  strategist's  "big 
value,"  "cash  cows,"  "dogs"  and  the  like,  she  emphasized  th 
point,  obvious  in  hindsight,  that  financial  value  doesn't  tran; 
late  into  the  customer's  needs.  She  did  attitudinal  and  beha^ 
ioral  market  research.  She  broke  customers  down  based  on  ho 
they  think  about  money  (do  they  budget,  are  they  savvy,  ai 
they  do-it-yourselfers)  and  Hfe  events  (buying  a  house,  puttir 
kids  through  school). 

Why  not  routinely  give  the  buyer  of  an  expensive  home  a  lir 
of  credit  at  the  time  of  the  mortgage?  The  work  of  appraising  tl 
house  and  creditworthiness  is  already  done.  The  customer  is ; 
the  office.  The  line  of  credit  wO!  automatically  expand  as  tl 
mortgage  gets  paid  oft"  or  as  the  value  of  the  house  rises. 

Part  of  tlie  trick  for  Griffiths  was  to  keep  the  basic  mortgaj 
unchanged  and  work  within  the  standard  secondary  market 
she  tacked  on  the  home-equity  line  of  credit.  The  secondai 
market  had  to  believe  that  mortgage  pools  from  Wells  wou 
behave  much  like  everyone  else's.  She  overcame  those  hurdles 
Those  who  say  something  can't  be  done  should  get  out 
the  way  of  those  doing  it.  Hats  off  to  Wells  and  Griffiths. 


Forbes 


Ian  A, 
of  Wlr 


u  y.ile  Law  School  anri  Baii^  Nalebuff  is  Steinbach  Professor  at  Yale  School  of  Management.  Together  they  are  the  authi 
Inrrniiiix  in  •  n.'ip  I'rnfi/ems  Big  and  Small.  Visit  their  home  page  at  www.forbes.com/whynot. 
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Seoul's  Digital  Media  City 

URBAN  LABORATORY 

foriNNOVATION 


by  Michael  Bociurkiw 


w 


Mayor  Lee  Myung  Bak 


hat  was  once  the  world's  largest  landfill  site  has  been  trans- 
formed into  prime  urban  real  estate  in  North  Asia.  Seoul's 
Digital  Media.City  (DMC),  designed  as  a  node  for  innovation, 
is  a  cluster  of  digital  media  technology  within  a  new  future-oriented 
city  designed  to  maximize  harmony  between  work,  home  and  leisure. 
By  2010,  this  greenfield  site  near  central  Seoul  will  host  the  tallest 
building  in  the  world,  manicured  parklands  rivaling  the  size  of  Central 
Park  and  an  IT  zone  that  aspires  to  be  the  world's  foremost  produc- 
tion center  for  digital  media  content.  The  World  Cup  Stadium,  a  large- 
scale  ecological  park  called  World  Cup  Park  and  an  environmentally 
friendly  housing  complex  called  Ecology  Village  will  be  at  its  borders. 


e  way  the  former  garbage  site  was  turned  into  produc- 
real  estate  is  an  awe-inspiring  story  in  a  nation  l<nown 
i  for  breal<necl<  development  than  environmental 
dliness.  Bioengineering  is  turning  the  by-products  of 
e  into  power:  A  power  plant  nearing  completion  will 
■nethane  gas  runoff  to  heat  office  blocks  and  homes,  A 
p  wind  farm  will  eventually  help  light  up  the  DMC  site. 
/ICjenants,  who  are  lining  up  to  be  among  the  first 
cupy  the  site  in  2005,  can  expect  an  impressive  pack- 


age. Built  upon  the  world's  most  advanced  telecommuni- 
cations bedrock,  it  comes  complete  with  6,200  smart 
housing  units,  intelligent  buildings,  hotels,  a  convention 
center,  restaurants,  shops,  high-speed  rail  links  —  tied 
together  with  a  terabyte-level  communications  network 
—  and  high-tech  infrastructure  like  smart  sidewalks,  info 
booths  and  electronic  billboards.  When  completed.  World 
Cup  Park  will  boast  a  huge  track  of  green  space  and  an 
adjacent  golf  course. 
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Location,  Location,  Location 

There  are  several  IT  zones  competing  for  attention  in  Asia; 
but  few  can  offer  the  geographical  advantage  of  Seoul.  The 
histonc  Korean  capital  is  located  at  the  heart  of  North  Asia  — 
a  region  that  accounts  for  some  20%  of  global  GDP  An  easy, 
nonstop  trans-Pacific  flight  from  the  U.S.  West  Coast,  Seoul 
also  lies  within  a  three-hour  flight  from  about  60  cities  with  a 
population  of  more  than  1  million  each  —  many  of  them  in  the 
booming  China  region. 

The  Seoul  metropolitan  area  alone  has  21  million  people  and 
accounts  for  a  whopping  45%  of  the  country's  population  and 
economic  activity.  About  40%  of  the  world's  top  500  companies 
have  a  presence  here. 

The  71  million-square-foot  DMC  site  —  which  is  nearly  twice 
the  size  of  London's  Canary  Wharf  project  —  sits  in  the  Sangam 
district  of  western  Seoul  and  alongside  the  majestic  Han  River. 
This  location  puts  it  a  mere  15-minute  drive  from  Seoul's  central 
business  district  and  less  than 
a  30-minute  dnve  from  the 
futuristic  Incheon  International 
Airport.  An  adjacent  railway 
line  will  place  DMC  along  a 
route  linking  Seoul  with  North 
Korea  and  China  —  and  with 
the  extension  of  the  Trans- 
Siberian  Railway,  destinations 
in  Russia  and  Europe. 

While  Seoul  itself  has 
been  underrated  in  ratings 
of  Asian  capitals,  it  has 
undergone  major  rejuvenation,  such  as  the  urban 
Chunggyecheon  restoration  project.  New  hotels,  restau- 
rants, nightspots  and  cultural  venues  have  boosted  the 
city's  appeal  among  expatriates  and  business  travelers. 

Bits  and  Bytes  Amid 
Trees  and  Walkways 

DMC  IS  part  of  the  Seoul  municipal  government's  plans  to 
redevelop  and  beautify  the  area  of  the  city  north  of  the  Han 
River.  "After  we  are  done,  this  area  will  have  the  potential  to 
become  a  hub  of  business  and  finance  in  North  Asia,"  says  Seoul 
Mayor  Lee  Myung  Bak,  fo^-~-'-  -—  -•'  The  country's  best- 
known  CEOs. 

A  can-do  politician  who  garneryd  international  atten+n^n 
recently  when  he  ordered  the  demolition  of  en  un=;ic;  j 
downtown  freeway  to  make  way  for  the  restoration  c 
Mayor  Lee  realizes  that  in  order  to  attract  foreign  IT  businesr.es 
and  become  the  IT  hub  of  North  Asia,  DMC  needs  to  oKei 
much  more  than  just  impressive  buildings  wired  v/ 


What  made  Silicon  Valley  such  a  success  was  a  combinatii 
of  academic  institutions,  abundant  venture  capital,  a  pooli 
skilled  workers  and  plenty  of  space  for  rest  and  recreatic 
That's  why  DMC  will  come  with  36  million  square  feeti 
green  space  and  a  golf  course.  "We  want  to  make  this  c 
environmentally^  friendly,"  says  Mayor  Lee.  "Within  a  five 
ten-minute  walk  of  your  office,  all  this  green  space  will 
available.  It  will  be  a  nice  place  to  work  and  live." 

Seoul  municipal  officials  are  bullish  when  speaking  of  i 
incentives  offered  to  DMC  tenants  —  companies  that  will  foe 
mostly  on  the  production  and  development  of  technology  re} 
ed  to  multimedia  and  entertainment,  such  as  broadcasti' 
film/animation,  games,  music  and  online  education.  There  aj 
\A/ill  be  distributors  of  media  and  entertainment  content,  softwj 
and  IT  firms  and  IT  manufacturers. 

To  attract  these  targeted  industries,  few  obstacles  willj 
left  in  place  to  potentially  deter  interested  parties.  Says  c 
municipal  official,  "No  one  will  find  difficulty  obtaining  t 

abatements.  The  land  coi 
are  cheaper  than  elsewh; 
in  central  Seoul  —  in  f 
about  half  the  market  pri, 
If  the  tenants  are  suitai^ 
they    will    receive    furti 
incentives."    Says    Domii 
Barton,  director  of  the  Se' 
office     of     McKinsey  ; 
Company,    "The   incenth 
in  terms  of  tax  benefits  >ij 
subsidies  look  fairly  attract!':  -. 
The  needs  of  key  tene  ; 
will  ultimately  dictate  the  layout  of  DMC.  "When  we  usecjij 
implement  similar  projects,"  says  Mayor  Lee,  "we  used  to  b- 
it  and  then  go  to  potential  firms.  In  the  case  of  DMC,  we  are   ( 
in  the  process  of  building,  and  we  are  getting  inquines  fi 
firms  from  around  the  world."  I 

To  make  the  zone  more  appealing  to  foreign  companies  ij 
IT  workers,  several  amenities  will  be  introduced  with  the  exf  .j 
intention  of  making  life  more  comfortable  for  newcomer? 
includes  foreign  schools,  hospitals  staffed  by  English-speal  - 
workers  and  an  apartment  complex  for  long-term  for( 
rentals.  "Our  main  goal  is  to  make  the  business  and  li\ 
environment  attractive  to  foreigners,"  says  Mayor  Lee.  "Th 
on  top  of  Seoul  already  being  a  very  safe  city.  Even  women 
children  find  it  safe  to  walk  around  the  city  at  night." 


A  Free-Spirited  IT  Workforce 

To  be  sure,  costs  are  not  the  only  factor  considered  by  for 
investors  thinking  about  setting  up  a  presence  in  the  DMC.  L  i' 
officials  concede  that  the  pool  of  English-language  speakei  L 


'ea  IS  not  as  abundant  as  in  some  other  Asian  countries  but 

t  the  situation  is  rapidly  improving.  Investors  will  find  plenty 
skilled  IT  labor  eager  to  be  hired.  Moreover,  labor  costs  here 

a  fraction  of  what  they  are  in  Silicon  Valley. 
i^'Vhat  further  sets  the  Korean  IT  worker  apart  from  his  or  her 
lerican  or  South  Asian  counterpart  is  creativity.  "Even 
■anese  CEOs  are  taken  aback  at  the  software  programming 
Is  of  Korean  IT  graduates,"  says  a  Seoul  municipal  official, 
'en  in  PDA  and  big-screen  TV  segments,  we  are  doing 
:er  than  the  Japanese.  Koreans  are  kind  of  free  spirited  when 
Dmes  to  IT' 

testament  to  the  incredible  programming  skills  found  in 

a  IS  the  fact  that  the  embedded  software  in  Korean-made 
Dile  phones  is  entirely  homegrown. 

his  IS  a  nation  obsessed  with  the  latest  technology  It  has 
ed  a  phenomenal  growth  in  mobile  data  services.  SK 
com,  for  instance,  was  the  first  company  in  the  world  to 
ich  commercial  services  using  third-generation  (3G)  mobile 
'ices.  More  than  one-third  of  the  world  total  of  3G  users  are 
outh  Korea. 

ie  widespread  adoption  of  broadband  Internet  access  — 
■a  has  the  highest  rate  of  Internet  users  and  broadband  pen- 
tion  in  the  world  —  has  propelled  local  IT  workers  to  devel- 
levv  applications  that  have  caught  the  attention  of  overseas 

.  The  huge  adoption  of  broadband  and  mobile  data  servic- 
leans  that  Korea  is  a  superb  test  market  of  30  million  peo- 
a  point  not  lost  on  DMC  officials  in  their  promotional  pitches, 
lys  Barton,  "Some  consumer  goods  companies  would  love 
Jt  chips  onto  their  products  to  see  how  consumers  use  their 
ucts  and  transmit  information.  The  broadband  network  in 

and  throughout  Korea  allows  one  to  do  this  type  of  thing." 
ieoul  has  a  very  strong  edge  in  the  information  sector," 

Mayor  Lee.  "Even  many  homeless  people  own  their 

cell  phones" 
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half  are  located  in  Seoul,  including  one  that  created  the  first 
cartoon  character  on  the  Internet. 

Seoul's  existing  critical  mass  of  IT  firms  bodes  well  for 
the  future  of  the  DMC.  Almost  100  letters  of  intent,  memo- 
randums of  understanding  (MOUs)  and  final  contracts  have 
already  been  inked.  Among  them  are  Korean  Broadcasting 
System    Media,    the    Pantech    R&D    Center   and    Office 
Building,  the  Electronic  Industries  Association  of  Korea  and 
the  Korean  German  Industrial  Park,  which  will  include  the 
participation  of  10  German  universities  and  one  research 
institute.  Still  under  negotiation  are  a  corporate  research 
center    with    Virginia    Polytechnic    Institute    and    State 
University  (popularly  known  as  Virginia  Tech)  and  an  R&D 
center  with  the  participation  of  Carnegie  Mellon  University. 
A    letter   of    intent    was    recently    signed    with    Cornell 
University,  followed  by  an  MOU  with  3M  Corp.  for  the  3M 
IT-related  R&D  center. 

"Depending  upon  costs  and  other  tenants,  the  DMC  may  cer- 
tainly be  of  interest  to  U.S.  investors,"  says  Jeffrey  Jones,  former 
president  of  the  American  Chan^ber  of  Commerce  in  Korea. 
"U.S.  companies  that  have  information  technology  will  be  able 
to  expand  their  markets  by  locating  in  the  DMC.  This  can  also 
provide  an  effective  link  for  U.S.  companies  into  China." 

The  central  government  has  committed  to  a  substantial 
presence  in  DMC  with  the  Cultural  Content  Cluster  Center 
for  Korea  Culture  and  Content  Agency,  the  Korean  Game 
Development  and  Promotion  Institute,  the  Korean 
Broadcasting  Institute  and  the  Korea  Film  Archive. 


Turning  Dreams  into  Reaiity 

Anyone  who  has  visited  the  DMC  site  recently  will  rec- 
ognize that  Its  backers  and  planners  are  bullish.  With  con- 
struction well  on  Its  way,  many  of  the  facilities  will  be  up 
and  running  well  before  the  2010  completion  date.  Already, 
young  couples  can  be  seen  enjoying  the  solitude  and 
expansive  views  atop  World  Cup  Park.  Heavy  machinery  is 
being  used  to  prepare  the  site  for  such  highlights  as  the 
110-story  landmark  office  building. 

Says  Michael  Joroff,  senior  lecturer  at  the  School  of 
Architecture  and  Planning  at  the  Massachusetts  Institute  of 
Technology  "Digital  Media  City  will  bnng  together  content  and 
state-of-the-art  technology  that  will  apply  across  the  board  — 
not  just  to  media  and  entertainment  —  and  it  will  build  on  a  solid 
base  of  accomplishment.  Seoul  is  incredibly  focused  on  the 
future.  Everyone  is  in  an  incredible  rush  to  move  ahead." 


For  more  information  about  DMC,  contact  the  Office  of  Digital  Media 
City,  Seoul  Metropolitan  Government;  phone,  +82-2-3707-9878;  fax, 
+82-2-3707-8723;  e-mail,  nkw6568@hanmait.net  (Kwangwoo  Nam); 
or  visit  www.dmc.seoul.kn  '         m 
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Dell  has  a  customized  IT  solution  for  your  business,  no  matter  what  business  you're  in,  or  what  it 

it  is.  From  PowerEdge'"  servers  featuring  Intel®  Xeon™  processors  to  network  support  products  like  PowerVc 
storage  and  PowerConnect'"  switches,  Dell  offers  flexible,  high-performance  industry-standard  technologies 
software  solutions  that  are  just  right  for  your  particular  business  needs.  And  we'll  help  you  every  step  along' 
way.  Whether  it's  planning  and  design,  testing  and  validation,  systems  management,  or  our  award-winning ; 
sen/ice  and  support,  Dell  will  help  you  create  an  IT  infrastructure  that's  easy  to  choose,  deploy  and  man 
So  make  life  easy  on  yourself  and  get  a  big  advantage  over  your  competition  -  with  a  unique  IT  solution  from ! 


PC  Magazine  Editors'  Choice  Awi 

PowerEdge ' 
-October  28,: 
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Solutions  that  fit.  Easy  as 


D0LI 


»m/bizsolutions  Call  1-800-374-95 ' 
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Ri  aite  128  in  Boston.  Venture  capital  is  an  inside  game  these 
V  80%  of  funds  go  to  ten  metropolitan  areas;  most  new  capi- 
upports  existing  ventures.  "The  business  hasn't  changed  in  40 
s,"  says  Harris.  "It's  time  for  some  fresh  thinking." 
Which  carries  some  risk,  of  course.  Village  Ventures  looks  for 
s  near  a  large  tech  company  or  research  lab,  with  low  costs  of 
ig.and  low  crime  rates,  a  net  influx  of  people,  a  thriving  arts 
imonity  and  lots  of  outdoor  activities.  Such  categories  corre- 


T'S  NOT  AN  EVERYDAY  SCENE  AT  THE 
Grove  Hotel  in  downtown  Boise, 
Idaho.  Instead  of  tourists  and  moun- 
tain bikers  the  place  is  packed  with 
suits  for  the  town's  fifth  venture  cap- 
ital conference.  "San  Jose  hasn't  cor- 

red  the  market  on  smart  people,"  says 

atthew  Harris,  30,  the  keynote  speaker. 

ilicon  Valley  is  so  yesterday.  Boise  is 

norrow!"  The  crowd  cheers. 
Harris,  chief  executive  of  Village  Ven- 

es  in  VVilliamstown,  Mass.,  has  given  this 

?ech  before.  His  little  VC  firm,  which  has 

sed  $225  million  in  15  funds,  speciidizes 

finding  investing  partners  and  startups 

imall,  out-of-the-way  places,  where  over- 
id  is  low  and  competition  almost  non- 

stent.  "The  economic  logic  is  simple," 

s  cofounder  William  (Bo)  Peabody  32. 

you  want  to  catch  fish,  you  go  where  the 

lermen  ain't." 

Certainly  a  different  approach — maybe 

only  one  open  to  folks  who  are  virtually 

ked  out  of  Sand  Hill  Road  in  Palo  Alto 

Silicon  Hills 

I'esting  in  small-town  companies  across  America,  two  young  venture  capitalists 
13  trying  to  discover-or  create-the  next  Austin,  Tex.  |  by  erika  brown 


late  with  a  high  percentage  of  folks  aged  20  to  44.  Boise  scored 
high  on  most  categories:  two  tech  giants  (Hewlett-Packard  and 
Micron);  two  engineering  schools  and  a  national  research  lab 
nearby;  natural  beauty;  a  ballet  company,  opera  house  and  a  sym- 
phony; and  housing  and  business  costs,  respectively,  5%  and  14% 
below  the  national  average. 

Key  to  this  process  is  the  way  Harris  and  Peabody  go  about 
investing.  First  tliey  identify  a  homegrown  affiliate,  hi  Albany,  N.Y., 


Take  the 
time  to 
stop  and 
smell  the 
reduction 
of  sulfur. 


Cleaner  fuels  in 
over  40  cities. 
It's  a  start. 


beyon^  r)etro!e'  ^^ 


Fntrfipreneurs 

for  instance,  it's  High  Peaks  Venture  Part- 
ners, which  is  seeding  nanotech  companies 
spun  out  of  research  labs  in  upstate  New 
York.  Solstice  Capital,  a  partner  in  Tucson, 
Ariz.,  invests  in  life  sciences  outfits,  mafiy 
hatched  at  Arizona  universities.  Village  Ven- 
tures helps  to  raise  money — $26  million  in 
the  case  of  Boise — as  well  as  handling  back- 
office  chores  and  offering  access  to  a  net- 
work of  funds  and  investors.  The  firm  puts 
in  20  cents  for  every  local  dollar  invested, 
more  into  deals  it  really  likes.  In  exchange  it 
takes  an  eyebrow- raising 
33%  of  the  affiliate  firm's 
carried  interest  (defined  as 
20%  of  the  fund's  profits). 

This  pair  stumbled  on 
the  idea  six  years  ago. 
Peabody  was  running  Tri- 
pod, a  personal  Web  site  ser- 
vice launched  in  his  dorm  at 
Williams  College,  when  the 
president  of  the  college, 
hoping  to  spark  economic 
development  in  the  area, 
asked  a  few  alumni  for 
ideas.  Peabody  referred  him 
to  Harris,  a  former  college 
roonmiate  who  was  then  a 
24-year-old  associate  with 
Bain  Capital.  Weeks  later  Harris  was  raising 
$5  million  for  a  new  VC  firm  called  Berk- 
shire Capital  Investors  and  digging  up  deals 
in  rural  western  Massachusetts.  He  invested 
$350,000  in  Tripod  and,  when  Peabody 
sold  the  company  to  Lycos  for  $58  million  a 
year  later  in  1998,  netted  three  times  its 
money.  If  it  worked  in  the  Berkshires,  Har- 
ris argued,  it  might  fly  elsewhere.  In  Janu- 
ary 2000  he  and  Peabody  set  out  to  raise 
money — $20  million  ft^om  Bain,  Highland 
Capital  Partners  and  Sandler  Capital  Man- 
agement, then  $25  million  from  those 
investors  plus  Janus  Capital  Group.  Harris 
and  Peabody  cut  a  deal  for  an  annual  man- 
agement fee  during  the  active  investing 
yeais  of  5%  of  the  $45  million  fund — more 
than  twice  the  industry  average. 

So  how  has  Village  Ventures  done  so 

far?  So-so.  It  has  written  off  $2.2  million  in 

4  of  40  investments.  The  fiand  has  seen  but 

one  cash-out:  Okena,  a  network  security 

ompany  that  sold  to  Cisco  in  April, 

^5  times  the  fund's  $2  milHon 

l"''^'-  internal  rate  of  return,  a 


mathematically  flaky  (and,  for  portfolic 
that  include  private  companies,  subjective 
measure  of  performance,  is  running  < 
-18%  a  year. 

But  there  are  signs  of  life  in  Boise.  Vi 
lage  Ventures'  affiliate  there.  Highway  1 
Ventures,  has  backed  six  yoimg  companie 
including  Dedicated  Devices.  Founded  b 
Micron  Electronics'  former  chief  of  tecl 
nology,  Jeffrey  Moeser,  this  outfit  maki 
home  networking  equipment  to  cut  tf 
tangle  of  thermostat,  speaker,  TV  and  bu 


Bringing  Up  Boise 


Idaho's  capital  scored  high  on  Village  Ventures'  screen 
Low  costs  of  doing  business  and  natural  beauty  helpei 


Population  404,000      Average  home  price  $I29,( 
Income  growth  2.9%       Days  of  sunshine/year  234 


Job  growth  3.3% 


Cost  of  living  95%  of  natiom 


glar  alarm  wires  that  snake  through  hous 
it  will  start  selling  services  next  fall. 

Half  of  Highway  12's  deal  flow  si 
comes  from  out  of  tovra.  In  October  t 
firm  invested  in  a  $12  million  deal  to  hi 
Mountain  View,  Calif. -based  Attensity.  T 
company  makes  software  that  helps  coi 
puters  detect  hidden  patterns  in  text.  1 
CIA,  for  instance,  uses  it  to  analyze  comn 
nications  among  suspected  terrorists;  o 
porations  to  analyze  customer  complair 

Highway  12  also  has  money  in  Te 
metric,  a  firm  in  Boise  that  uses  vnrel 
communicators,  mounted  on  utility  po 
to  alert  power  companies  to  outages.  1 
three-year-old  company  is  supposed 
bring  in  at  least  $1  million  in  revenue  fr 
110  customers  this  year. 

Village  Ventures  plans  to  raise  anot 
$50  million  to  play  with  by  year-end. '. 
payday  may  be  eons  away.  "It's  a  long  n 
to  take  a  cow  town  to  a  tech  center  w 
big  dollars,"  concedes  Harris.  Then 
brightens.  "But  20  years  ago  Austin  ' 
nowhere." 
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"There's  not  much  we  can 
do  about  our  dependence 
on  foreign  oil.  We  only 
have  so  many  reserves." 

A  Laron  Johnson  and  Rima  Koka /Medical  Professionals 


'ii 


Though  we  do  have  some  options.  As  we  continue  to  invest  in 
alternative  energy  sources  lii<e  solar,  the  immediate  need  for 
oil  and  gas  still  remains.  Over  the  next  10  years,  we're  investing 
$15  billion  in  the  Gulf  of  Mexico  to  find  and  produce  new 
energy  supplies.Today,  nearly  70%  of  the  oil  we  use  to  make 
fuels  in  the  U.S.  comes  from  North  America. 

It's  a  start. 


beyond  petroleum' 
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Hey,  SBC-Wanna  Drag? 

RON  HENRIKSEN  is  taking  on  a  telecommunications  giant  and  an  entrenched  competitor- 


for  a  second  run  around  the  racetrack  |  by  lynn  j.  cook 


WHEN  RONALD  HENHIKSEN  SUITS  UP  FOR 
a  race  at  Texas  World  Speedway  an  hour 
outside  Houston. '.  "  * ''i' proof  suit 
and  Kevlar  gloves  .:  c'b  been 

racing  for  33  years,  st)  he  turns 

and  lining  the  straight,!  >  .     m   ' 

nature.  Still,  it's  a  comfort  lo  knovN*  liiat  if 
he  iiits  a  wall,  lie  won't  get  burned. 

If  only  tlicre  were  such  protections  in 
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the  dicey  world  of  telecom,  where  Henrik- 
sen,  57,  has  banked  curves  for  20  years.  A 
year  ago  he  bought  bankrupt  voice-and- 
data  company  Logix  Communications  for 
$23  million  in  cash  just  as  regiontil  calling 
V  JMipanies  were  crashing.  Henriksen  was 
die  lone  bidder  for  the  limping  telco. 

Why  bother?  First,  he  paid  pennies  on 
the  dollar  tcir  switching  equipment  worth 


$90  million  new.  Then  there  w; 
Logix's  base  of  15,000  small-  an 
midsize-company  customers  fc 
phone  and  Internet  service,  sorr 
paying  $20,000  a  month.  Don't  di 
count  sentimental  value:  Henrikse 
founded  this  company  in  1983  an 
made  a  killing  when  he  sold  it : 
1998  for  $130  million  at  27  tim 
earnings.  "Buying  back  this  thing 
had  created  for  so  cheap  was  hard 
pass  up,"  he  says. 

Logix  got  its  start  as  Americc 
Telco  when  Henriksen  put  up  $5,0( 
to  lease  a  switch  and  competed  f 
callers  in  the  deregulated  long-d' 
tance  market.  At  36  he'd  already  hi 
two  careers — one  as  a  corporate  pil 
for  energy  companies  and  anoth 
flipping  apartment  complexes 
Houston.  Then  a  friend  asked  him 
invest  in  a  telecom  startup 
Phoenix;  the  prospectus  spelled  o 
exactly  how  he  planned  to  builc 
network  and  compete  with  ATS 
Instead  of  investing,  Henriks 
ripped  off  the  idea  and  started  1 
own  company  in  Houston. 

American  Telco  offered  long-d 
tance  callers  cheaper  service  rout 
mostly  over  its  own  network  in  Hoi 
ton,  Austin,  Dallas  and  San  Anton 
In  the  wake  of  the  Telecommunii 
tions  Act  of  1996,  while  analysts  f 
ured  that  deregulating  local  phc 
markets  would  eclipse  long-distai 
deregulation,  Henriksen  had  anotl 
hunch.  "Everyone  saw  promise 
deregulation,  but  I  saw  a  fight."  SBC  Co 
munications,  he  predicted,  would  do  aj 
thing  to  keep  its  monopoly.  Henrik; 
reckoned  SBC's  resistance  to  customer  e 
sion  would  destroy  small  local  telcos.  So 
cashed  out.  Smart  move.  By  gumming 
the  works  at  state-level  public  utility  co 
missions,  SBC  has  held  defections  from 
local  service  to  15%  since  2000. 


The  world   doesn  t   need   another  SUV.    It  needs   a    better  one.   An   available   290-h 
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Entrepreneurs 

While  the  company  was  in  good  sha) 
at  the  time,  poor  management  and  unre; 
istic  expectations  almost  kiUed  it.  It  float 
$350  million  in  junk  bonds  at  an  impos; 
bly  high  12.25%  interest  rate,  then  blew  t 
proceeds — and  then  some — to  grab  all  t 
latest  equipment,  including  a  $6  millic 
Nortel  switch  in  Dallas,  when  a  $400,0< 
Siemens  switch  would  have  done  the  trie 
The  company's  employee  base  tripled 
nearly  1,000,  but  sales  never  rose  above  $ 
million.  "It  was  like  building  a  Carni^ 
Cruise  ship  because  two  guys  wanted  to 
on  vacation,"  Henriksen  says  of  its  excess 
Logix  missed  a  $5  miUion  interest  payme 
in  December  2001,  and  both  it  and  its  pi 
ent  filed  for  Chapter  1 1  protection,  wi 
$400  million  in  debt. 

StUl,  Henriksen  saw  value.  Logix  m 
sells  "smart"  wiring  to  office-buildi 
owners  so  tenants  can  use  one  provio 
for  all  local,  long-distance  and  Interr 
services.  Hardly  a  new  concept.  In  fact, 
a  strategy  that  broke  companies  suchi 
BroadBand  Office  and  OnSite  Access.  £ 
Henriksen's  approach  is  different — a 
his  mantra  is  "cheap."  Logix  can  pull  lii 
from  basements  to  penthouse  suites  l 
just  $10,000  by  using  twisted-pair  copf 
wires  and  long-reach  Ethernet  instead 
fiber  optics  (which  would  have  ci 
$250,000).  Maybe  its  smart  wiring  isn't 
that  smart,  but  Logix  can  still  gross  7( 
on  that  business. 

Fiber-optic  lines  can  transmit  data  at 
to  10  gigabits  per  second,  but  most  offi 
don't  need  that  kind  of  speed — or  50,( 
phone  lines.  By  charging  $28  per  phone  li 
Logix  can  beat  SBC,  an  estimated  $45,  ev 
time.  "We're  not  putting  more  capacity 
there  than  the  building  could  ever  use 
500  years,"  says  Henriksen. 

Logbc  has  lit  up  33  buildings,  mosi 
Houston.  Yet  the  smart-wiring  stratt 
accounts  for  only  2%  of  Logix's  $75  n 
lion  in  revenues  (the  rest  is  split  betwi 
customers  who  go  through  Logix  to 
cheap  service  over  SBC's  lines  and  th 
who  get  voice  and  data  services  over  Lo 
T-l  lines),  ludging  by  the  orders  cominj 
from  Austin  to  Oklahoma  City,  Henrik 
is  betting  that  within  five  years  sm 
wiring  could  make  up  85%  of  sales.  Sti 
potential  spillout  always  lurks  just  aroi 
the  next  embankment. 
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Marketing 


Hemi  Hype 


CHRYSLER  GROUP  wants  drivers 
to  covet  its  thumping  engine. 
But  do  minivan  moms  care 
about  horsepower?  |  by  joann  muller 


A  DODGE  DURANGO  COMMERCIAL  AIRING  ON 
late-night  TV  and  in  movie  theaters  pushes  the 
hmits.  "Man,  that's  big!"  one  guy  says  to  another  as 
the  two  stand  in  front  of  urinals  in  a  public  re- 
stroom.  "When  I  take  this  big  boy  out,  I  get  re- 
spect," the  other  boasts.  "My  girlfriend  loves  it!" 
The  fellows,  it  turns  out,  are  yakking  about  the  souped-up 
2004  Dodge  Durango.  What  the  sophomoric  spot  doesn't  men- 
tion— perhaps  because  there  isn't  a  handy  double  entendre — is 
that  much  of  the  sport  utility  vehicle's  swagger  comes  from  its 
macho  engine  option,  a  340hp,  5.7-liter  V8  Hemi. 

In  case  you  didn't  own  a  Dodge  Charger  in  the  1960s,  the 
Hemi  is  a  modern  version  of  the  engine  that  once  powered  mus- 
cle cars.  The  Hemi,  made  by  DaimlerChrysler  AG's  Chrysler 
Group,  is  the  nickname  for  a  series  of  engines  known  for  their 
dome-shape— or  hemispherical — combustion  chamber.  The 
engines  increase  airflow,  creating  a  more  complete  burning  of 
the  air- fuel  mixture — ^and  a  more  powerful  vehicle.  Cadillac,  for 
one,  might  take  issue  with  that — it  has  a  400hp,  5.7-liter  V8 
without  any  dome — but  it's  a  selling  proposition. 

Chrysler  Group  reintroduced  the  Hemi  in  its  Dodge  Ram 
pickup  truck  last  year.  It  is  a  cleaner,  more  fuel-efficient  engine 
than  the  gas-guzzling  original,  which  the  carmaker  stopped  pro- 
ducing in  1971.  Chrysler  Group  is  offering  the  Hemi  as  an 
option  tor  power-hungry  drivers  who  want  more  oomph  in 
their  trucks  and  passenger  cars.  The  engine  will  power  the 
Dodge  Magnum  sports  wagon  from  0  to  60  miles  per  hour  in 


Hemi  inside: 

the  Dodge  Durango 

and  Chrysler  300C. 


just  6.5  secoi;  '    i 
pany's  family 
Power  is . 
for  which  Chi 
Dodge  Ram  Ifnw 
when  fully  \o:  ' 
new  DurangC' 


v/ili  also  be  offered  as  a  steroid  to  the  com- 

'uiuding  tl;e  Chrysler  .WOC  sedan. 

a.'.t .  which  is  the  rcasor.  sales  of  the  Hemi, 

5895  extra,  are  booming.  Some  60%  of 

■  ;  ;  include  a  1  lomi  engine  and  cost  $37,tW0 

'     •  engine  will  1  .i.      popular  option  in  the 

'  ill  (>{ "lUwlcr  ok!.         i:(    lor  tlv  n.ini   in,)(lel 


of  the  SUV,  which  costs  up  to  $40,000. 

For  Joachim  (Joe)  Eberhardt,  Chrys 
Group's  new  executive  vice  president  i 
global  sales,  marketing  and  service,  Hemi  sales  are  a  bright  sp 
in  a  disappointing  year.  He  aims  to  add  the  tagline  "Hei. 
power"  to  ads  for  its  vehicles,  an  effort  similar  to  the  "In 
Inside"  tag  that  flags  the  Pentium  chip  in  computers.  "Tha 
what  we  think  Hemi  could  be  for  us,"  he  says. 

Chrysler  isn't  the  only  automaker  that  wants  to  brand 
tough-guy  engines.  Ford  is  marketing  its  Triton  truck  engii 
and  Cadillac  is  touting  its  powerful  Northstar  engine.  Mea 
while.  General  Motors  offers  the  Duramax  Diesel,  which  n 
claims  30%  of  the  diesel  truck  market.  But  none  of  those  enj( 
Hemi's  heritage.  Hemi  was  first  used  as  an  aircraft  engine 
Chrysler  in  1939.  Twelve  years  later  the  engine  was  adapted 
use  in  a  car.  It  became  best  known  after  the  426  Hemi,  knowr 
"the  Elephant,"  dazzled  Daytona  500  fans  in  1964  when  stt 
cars  equipped  with  the  engine  swept  the  race's  first  three  sp( 
References  to  the  Hemi  increasingly  pop  up  in  popular  culti 
The  New  York  Times  crossword  puzzle  recentiy  gave  this  clue 
a  four-letter  word:  "Powerful  car  engine,  informally." 

But  hawking  the  Hemi  could  backfire.  Sure,  a  lot  of  peo 
lust  for  high-performance  trucks  and  cars.  But  Dodge  sells  ni 
minivans  than  any  other  car  company.  Even  if  women  an 
offended  by  the  off-color  humor  in  the  Durango  commerc 
the  term  "Hemi  Power"  won't  mean  much  to  a  mom  who'; 
the  market  for  a  family-friendly  SUV. 

Eberhardt  acknowledges  Chrysler  Group  risks  alienat 
women.  But  he  says  the  carmaker — and  Dodge  in  particula 
needs  to  differentiate  its  offerings  from  meeker  rivals.  Says  El 
hardt:  "If  you  want  to  move  a  brand  in  one  direction,  for  a  ti 
you  probably  have  to  overemphasize  certain  aspects  of  it." 


172      F    t>    R    B   E   S   •   IV.  ember  8, 200.' 


SPECIAL 


DVERTISING    SECTION 


P 


Energizing  Global  Business 

THE  CHINA 


FACTOR 


nib  PAST  SEPTEMBER    1  6,  in  the  heat  of  Shanghai's  autumn,  a  group  of  entrepreneurs 

assembled  under  a  blue  Forbes  hot  air  balloon,  on  which  was  painted  a  green  map  of  the  world. 

The  balloon  —  and  crowd  —  were  there  to  take  part  in  the  2003  Forbes  Global  CEO  Conference, 

I  three-day  event  at  which  400  regional  and  global  executives  gathered  to  discuss  and  debate  the 

liobal  economy  as  well  as  China's  increasing  role  in  global  business,  finance  and  politics.       >■>• 


ADVERTISEMENT   2 


But  before  the  enormous  balloon  could  rise  above 
the  crowd  of  executives  connmitted  to  shaping  a  new 
future  for  Chinese  business,  it  encountered  a  snnall  dif- 
ficulty. The  balloon,  which  came  from  the  U.S.,  was 
unable  to  interface  with  the  local  inflation  hookup,  but 
the  problem  was  solved  with  the  installation  of 
Chinese-made  steel  fittings  and  a  burning  device.  The 
snag  also  provided  some  food  for  thought.  Perhaps 
China  should  have  adopted  the  international  standard 
for  the  balloon  interface.  Alternatively,  world  enterpris- 


es should  consider  the  local  environment  while  operat- 
ing in  China.  Soon  after  the  problem  was  corrected,  the 
Forbes  hot  air  balloon  quickly  ascended  —  as  if  to 
underscore  the  rapid  hse  of  Chinese  economic  devel- 
opment in  the  eyes  of  the  world. 

Whether  one  is  an  economist,  an  entrepreneur  or  a 
venture  capitalist,  China's  economic  vigor  and  vitality 
are  irresistible.  Certainly  that  was  the  consensus  of 
the  conference,  which  was  titled  "Energizing  Global 
Business:  The  China  Factor."  The  event  covered  a 
host  of  cntical  topics,  including  capitalism,  wireless 
technology  and  Chinese  exports,  and  provided  a  great 
opportunity  for  China's  domestic  companies  to  better 
understand  their  foreign  counterparts  and  world  eco- 
nomic trends.  It  also  provided  a  platform  for  domestic 
and  overseas  enterprises  to  communicate  and  learn 
from  one  another.  And,  over  the  course  of  this  intelli- 
gent and  timely  three-day  forum,  learn  they  did.       ■ 

GH  A  Meeting  of  Minds:  The  conference  opens  in  tradi- 
tional style  with  a  discussion  about  China  and  its  increasing 
global  role.  From  left:  Caspar  Weinberger,  Chairman,  Forbes 
Inc.;  Han  Zheng,  Mayor  of  Shanghai,  People's  Republic  of 
China;  Steve  Forbes,  President  and  CEO,  Forbes  Inc.  and 
Editor-in-Chief,  Forbes 

r~l  Welcome  Dinner:  Youths  welcome  conference 
delegates  at  a  welcome  dinner  hosted  by  the  Shanghai 
Municipal  People's  Government. 

□  Private  Meeting  With  the  Vice  Premier:  Forbes  leads 
a  group  of  CEOs  in  a  private  meeting  with  Zeng  Peiyan, 
Vice  Premier,  State  Council,  People's  Republic  of  China. 


September  16-18,  2003 
Shanghai 


Forbes  would  like  to  thank 
the  sponsors,  speakers  and  delegates 
who  made  this  a  very  successful  event 
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Save  the  Date 


The  4th  Forbes  Global  CEO  Conference  will  be  held  on 
September  21-23,  2004  in  Hong  Kong 

The  Connected  World 

Attendance  at  the  Forbes  Global  CEO  Conference  is  by  invitation  only  and  limited  to 
Chairmen,  CEOs,  Presidents  and  senior  management  level  executives. 

For  more  information: 


Registration: 

Tina  Wee 

Tel:  (65)  6836  3408 

Fax:  (65)  6836  3405 

Email:  ceo@forbesasia.com.sg 


Sponsorship: 

Pauline  Seow 

Tel:  (852)  2877  8050 

Fax:  (852)2523  9154 

Email:  pseow@forbes.com.hk 
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uiiL.U5:>iNG  THE  KEY  ISSUES 

Here  are  five  of  the  12  sessions,  and  their  respective 
participants,  that  sparked  some  intense  thought  and  dis- 
cussion throughout  the  Forbes  Global  CEO  Conference. 

The  Global  Economy 

Moderator:  Steve  Forbes,  President  and  CEO, 

Forbes  Inc.  and  Editor-in-Chief,  Forbes 

David  Eldon,  Chairman,  HSBC  Asia-Pacific 

Haruo  Shimada,  Special  Advisor  to  the  Cabinet  Office 

and  Professor  of  Keio  University 

Joseph  Stiglitz,  Professor  of  Economics,  Graduate 

School  of  Business,  Columbia  University 

Brand-Building:  Selling  to  the  Chinese  Consumer 

Moderator:  Robyn  Meredith,  Senior  Editor  (Asia),  Forbes 

K.  Y.  Lee,  CEO,  BenO  Corporation 

Vincent  Lo,  Chairman,  Shui  On  Group 

Dr.  Helmut  Panke,  Chairman,  Board  of  Management, 

BMW  AG 

The  Mystery  of  Capitalism 

Moderator:  Steve  Forbes,  President  and  CEO, 
Forbes  Inc.  and  Editor-in-Chief,  Forbes 
Hernando  de  Soto,  President,  Institute  for  Liberty 
and  Democracy 
George  Gilder,  Chairman,  Gilder  Publishing  LLC 

Technology:  The  Wireless  Future 

Moderator:  Rich  Karlgaard,  Publisher,  Forbes 

George  Gilder,  Chairman,  Gilder  Publishing  LLC 

Siaou-Sze  Lien,  Senior  Vice  President,  Asia-Pacific, 

Hewlett-Packard  Services 

Wu  Ying,  President  and  CEO,  UTStarcom  (China)  Ltd. 

Charles  Zhang,  Chairman,  President  and  CEO, 

SOHUrnm 

Chiric'  s  ciiircpreneurs  —  The  Growth  Engine 
Moderator:  Russell  Flannery,  Shanghai  Bureau  Chief, 
Forbes  Glob-)! 
Guo  Guang,-  *he  Board  and  General 
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□   The  Global  Economy  (from  left):  Steve  Forbes, 
President  and  CEO,  Forbes  inc.  and  Editor-in-Chief,  Forbes; 
David  Eldon,  Chairman,  HSBC  Asia-Pacific;  Haruo  Shimada, 
Special  Advisor  to  the  Cabinet  Office  and  Professor  of  Keio 
University;  Joseph  Stiglitz,  Professor  of  Economics,  Graduate 
School  of  Business,  Columbia  University 

n   An  Interview  With  Caspar  Weinberger  (from  left): 
Yang  Lan,  Chairperson,  Sun  Media  Group;  Caspar  Weinberger, 
Chairman,  Forbes  Inc. 

n    K.  Y  Lee,  CEO,  BenQ  Corporation 

n   A  Conversation  About  Leadership  (from  left):  Steve 
Forbes;  Kenneth  Chenault,  Chairman  and  CEO,  American 
Express  Company 

n   David  Abney,  President,  UPS  International 

D  Jorgen  M.  Clausen,  President  and  CEO,  Danfoss  A/S 

n   Technology:  The  Wireless  Future  (from  left):  Rich 
Karlgaard,  Publisher,  Forbes;  Siaou-Sze  Lien,  Senior  Vice 
President,  Asia-Pacific,  Hewlett-Packard  Services;  Wu  Ying, 
President  and  CEO,  UTStarcom  (China)  Ltd.;  Charles  Zhang, 
Chairman,  President  and  CEO,  SOHU.com;  George  Gilder, 
Chairman,  Gilder  Publishing  LLC 

n   China's  Entrepreneurs  —  The  Growth  Engine  (from 
left):  Russell  Flannen/,  Shanghai  Bureau  Chief,  Forbes  Global; 
Hui  Wing  Mau,  Chairman,  Shimao  Group;  Charles  Zhang, 
Chairman,  President  and  CEO,  SOHU.com;  Liu  Yongxing, 
Chairman,  East  Hope  Group;  Guo  Guangchang,  President  of 
the  Board  and  General  Manager,  Fosun  Group;  Chauncey 
Shey,  President  and  CEO,  Softbank  China  Venture  Capital 
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ri]    The  Mystery  of  Capitalism  (from  left):  George  Gilder, 
Chairman,  Gilder  Publishing  LLC;  Steve  Forbes;  Hernando  de 
Soto,  President,  Institute  for  Liberty  and  Democracy 

O    Finding  the  Risk/Reward  Balance  in  Business  (from  left): 
Steve  Forbes;  Minoru  Mori,  President  and  CEO,  Mori  Building 
Co.,  Ltd.;  Stephanie  Burns,  President  and  COO,  Dow  Corning 
Corporation;  Dr.  Robert  Crav^ord,  Chief  Executive,  Scottish 
Enterprise;  John  Chen,  Chairman,  President  and  CEO,  Sybase 

|m]    Minoru  Mon,  President  and  CEO,  Mon  Building  Co.,  Ltd. 

[]]    Dr.  Helmut  Panke,  Chairman,  Board  of  Management, 
BMW  AG 

[v]    Making  News:  The  2003  Forbes  Global  CEO  Conference 
received  extensive  local,  regional  and  national  media  coverage. 
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INSIDE 

180    Funds 

198    Keep  It  Simple 

218    Stocks  and  Bonds 

We  like  to  think  of  mutual  fund  managers  as  seasoned  pros  who      I  236  Real  Estate 
safeguard  our  wealth  and  fatten  its  bounty.  But  lately  these  char-      I 
acters  are  looking  like  greedy  rogues  whose  concern  for  odiers  ri-      I  ^^^   Charities 
vals  Marie  Antoinette's.  FORBES  has  for  a  long  time  advised  skep-      I  250  Commodities 
ticism  about  funds  with  hefty  fees  and  big  promises.  I 

Our  2004  Investment  Guide  focuses  on  dealing  with  the  crisis  in  confidence      |  '^''"^^ 

besetting  mutual  funds.  We  show  how  you  can  tell  a  good  from  a  bad  fund       "" 

(p.  180).  For  instance,  when  one  congratulates  itself  in  an  ad  for  posting  hot  returns  this  year,  be  wary  Odds  are  the 
thmg  costs  a  lot  to  own,  and  you  are  at  high  risk  of  getting  in  at  the  top  of  some  fad.  We  also  warn  you  about  funds  of 
hedge  funds,  now  available  for  retail  investors  and  a  bad  deal  (p.  186).  Our  most  contrarian  advice:  Don't  panic  and 
bolt  from  a  mutual  fund  just  because  the  gendarmes  fingered  it  (p.  194).  There  maybe  other  reasons  to  leave  the  flmd, 
but  know  that  your  loss  was  minuscule  and  likely  will  be  repaid. 

This  issue  also  shows  how  to  simplify  financial  decisions  in  a  sophisticated  way  An  oxymoron?  In  our  "Keep  It  Sim- 
ple" section  we  sketch  how  to  allocate  a  sudden  lump  sum  of  money  and  where  to  get  good  advice  for  not  much 
(p.  198).  Read  about  simple  ways  to  buy  insurance  (p.  204),  plan  taxes  (p.  208)  and  pass  bequests  to  your  heirs  (p.  214). 
International  investing  is  a  part  of  a  well-balanced  portfoUo,  and  our  roundtable  of  five  investinent  savants  explores  where 
the  opportunities  lie  globally  (p.  218).  And  then  we  provide  an  answer  to  one  of  the  ongoing  puzzles  of  investing:  how  to 
buy  bonds  without  being  ripped  off  by  commission-hungry  brokers  or  nibbled  to  death  by  fiind  fees  (p.  224).  For  a  good 
list  of  stocks  to  avoid,  read  how  some  companies  are  inflating  their  cash  flow  from  operations,  the  metric  of  the  day  (p.  226). 
Want  to  buy  or  seU  a  house?  We  show  how  to  use  auctions  (p.  236)  and  how  to  pay  less  to  your  agent  (p.  240).  Once 
again  we  dissect  the  efficiency  of  charities,  and  this  year  anoint  the  ten  best  (p.  246).  Plus,  there  are  lessons  on  how  to 
mvest  in  gold  (p.  250)  and  trade  air  miles  (p.  254).  For  the  second-career  types,  indulge  your  fantasies  by  learning  how 
to  buy  a  kids'  summer  camp  (p.  258).  _ 
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Don't  give  up  on  mutual  funds  because  a  few,  stinkers  crossed 
the  line.  You  just  need  some  simple  precepts  for  telling  the  good 
vendors  from  the  bad.  By  Neil  Weinberg      


It  would  be  wrong  for  anyone  to  gloat  publicly  over 
the  travails  of  competitors,  but  it's  a  good  bet  that 
executives  at  certain  large  fiind  houses  are  smiling 
about  the  trading  scandal.  After  the  final  curtain  falls 
on  New  York  Attorney  General  Eliot  Spitzer's  dra- 
matic exposes  of  misdeeds,  very  little  of  the  industry's  $7 
trillion  asset  pile  likely  will  have  gone  away.  Rather,  assets 
will  just  move  around.  Customers  wUl  migrate  from  the 
tainted  fund  families  to  other  fund  families.  The  scandal,  in 
short,  is  probably  going  to  be  good  news  for  Fidelity  In- 
vestments, Vanguard  Group,  T.  Rowe  Price  and  other  low- 
cost,  well-run  operations  that  have  clean  records. 

For  all  the  noise  generated  by  the  investigations  of  illicit 
trading,  the  cast  of  offenders  (so  far)  numbers  only  a  dozen 
or  so  out  of  hundreds  of  fund  firms:  Bank  of  America's 
and  Bank  One's  fund  groups;  Putnam;  Janus;  Alliance;  and 
.Strong  among  them.  All  have  fired  executives,  admitted  to 
wrongdoing  or  been  the  subject  of  enforcement  action. 
Together  they  account  for  17%  of  the  industry's  assets. 
'-■  more  operators  that  get  black 
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that  sold  CD-like  bonds  that  cost  investors  90%  of  th\ 
money.  Nothing  in  the  fund  industry  comes  close. 

Should  you  give  up  on  funds  as  a  form  of  retiremt 
saving?  Absolutely  not.  Just  follow  a  few  principles  in  pio 
ing  a  money  manager:  Watch  your  costs.  Avoid  fads.  F 
little  mind  to  short-term  performance  numbers. 

Far  more  than  other  publications  that  rate  muti 
funds,  we  have  put  a  spotlight  on  costs  (loads  and  anni 
expense  ratios)  and  on  consistency  of  results  over  long  [ 
riods.  We  do  not  think  there  is  any  coincidence  that  fli 
operators  that  regularly  show  up  in  our  Best  Buy  a 
Honor  RoU  rankings  have  not  been  caught  up  in  the  sa 
dal.  These  efficient  operators  are,  by  nature,  more  cc 
cerned  with  preserving  their  customers'  wealth  than  seei 
how  much  loot  they  can  generate  for  insiders. 

Contrast  Putnam  Investments.  Try  as  it  might,  1 
scandal-plagued  mutual  fruid  firm  seems  genetically  p 
disposed  against  giving  small  investors  a  good  deal.  Re} 
lators  nailed  it  for  letting  managers  trade  in  and  out  of 
fluids  at  the  little  guys'  expense.  Putnam  and  two  execs  w 
charged  with  civil  securities  fraud.  Parent  Marsh  &  McL 
nan  ousted  Putnam's  lavishly  paid  boss,  Lawrence  Lass 

So  the  shaken  frmd  family  resorted  to  runnmg  ne\ 
paper  ads  declaring:  "We're  changing. . . .  For  the  bett( 
The  ads  vowed:  "The  new  leadership  will  work  closely  w 
the  Trustees  of  Putnam's  frmds  to  continue  the  firm's  pre 
heritage  of  acting  in  the  best  interests  of  financial  advis 
and  shareholders." 
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But  Putnam's  misdeeds  took  place  under  the  noses  of  those 
very  trustees.  The  trustees  were  well  paid  for  this  fine  job:  Chair- 
man John  Hill  earned  $403,500  for  about  60  days  of  work  in  2001. 
An  even  more  telling  tidbit  is  Putnam's  pledge  in  its  recent  ads  to 
act  first  in  the  interests  of  "financial  advisors" — the  brokers  who 
flog  its  fijnds — and  in  the  interests  of  investors  second. 

Lasser  collected  $163  million  in  pay  since  the  late  1990s  run- 
ning Putnam.  That  money  did  not  come  from  the  tooth  fairy  In- 
vestors in  Putnam's  funds  have  been  taking  some  very  steep  cost 
burdens  lying  down.  Putnam  OTC  Emerging  Growth  A,  a  lousy 
performer,  charges  a  5.75%  load  and  runs  up  an  annual  expense 
ratio  of  1.24%.  That's  1.4  times  the  fees  of  the  T.  Rowe  Price  Mid- 
Cap  Growth  Fund,  a  no-load  star. 

Putnam  has  a  lot  of  company  in  the  expense  derby.  The  aver- 
age expense  ratio  for  all  funds  is  1.44%,  up  ft-om  1.15%  in  1980. 
The  industry  has  seen  a  sixtyfold  growth  in  assets  during  that  time. 
Where  are  the  economies  of  scale? 

You  could  blame  fund  trustees  for  sitting  still  for  the  over- 
charging— they  do,  after  all,  have  to  approve  management  con- 
tracts— but  the  customers  are  equally  to  blame.  No  one  forces 
them  to  buy  overpriced  products. 

Compounding  its  folly  in  selecting  overpriced  merchandise,  the 
investing  public  has  turned  in  an  atrocious  record  in  the  timing  of 
its  investments.  Consider  this.  The  S&P  500  index  has  averaged  a 
12%  annual  return  and  actively  managed  ftinds  9.3%  over  the  past 
1 9  years,  a  study  period  chosen  by  the  Dalbar  research  firm  of 
Boston.  Dalbar  calculates  that  the  average  fund  investor  during  that 
time  has  earned  less  than  3%,  and  John  C.  Bogle,  fund  gadfly  and 
Vanguard  Group  founder,  thinks  even  that  is  too  generous. 

Fund  costs  explain  a  piece  of  that  wide  gap  between  the  12% 


that  could  have  been  earned  in  an  index  fund  and  the  3%  that  thi 
public  in  fact  enjoyed.,But  the  bigger  part  of  the  explanation  i 
that  investors  plunge  like  lemmings  into  stocks  toward  the  end  c 
bull  markets  and  get  out  after  the  crash.  They're  doing  it  agair 
After  a  yearlong  rally,  led  by  small  caps  and  growth  fiands,  investor 
have  been  pouring  cash  into  those  sectors  in  recent  weeks,  ac 
cording  to  AMG  Data  Services. 

Take  a  look  at  the  ads  that  ran  in  Money  magazine  in  Marc; 
2000,  at  the  market  peak.  The  average  return  boasted  by  the  4 
funds  advertised  in  the  issue  was  86%.  Egged  on  by  such  claim,-; 
investors  plunked  down  $460  billion  on  growth  funds  and  solj 
$100  billion  of  value  fijnds  between  1998  and  2000,  figures  BogI 
In  sum,  the  crowds  arrived  at  the  doors  of  hot  tech  funds  just  i: 
time  to  participate  in  the  tech  crash. 

Some  real  good  could  come  out  of  the  fund  scandal.  The  em 
barrassing  revelations  have  given  new  impetus  to  reform  legisla 
tion — mandating  greater  clarity  in  fee  disclosures  and  more  in 
dependence  among  fund  board  members — that  died  last  summe 
in  the  House  after  the  industry  lobbied  against  it.  But  don't  wa 
for  the  government  to  help  you  out.  Existing  disclosures  are  quit 
adequate  for  you  to  sort  good  fiands  fi"om  bad.  The  table  below  fea 
tures  Forbes  Best  Buy  funds,  which  combine  low  costs  with  soun 
risk-adjusted  performance,  and  is  a  good  place  to  start. 


Make  a  plan. 

If  you  are  like  a  lot  of  investors,  your  portfolio  is  a  hodgepodgt 
Perhaps  you  have  a  hot  fund  touted  years  ago  that  has  done  so-s 
since,  another  with  enormous  fees.  If  this  sounds  familiar,  or  you 
portfolio  just  needs  regular  tune-ups,  first  figure  out  what  asst 
classes  it  makes  sense  for  you  to  own.  After  all,  according  t 


Yin  and  Yang  for  Funds 

The  column  on  the  left  includes  good,  low-fee  hands  from  our  Best  Buys  list,  in  several 
categories.  The  hands  in  the  right  column  slap  you  with  high  fees. 


I 


Fund  category        Good  fund 


Annual  Five-year 
Sales  fees  annualized 
load      per  $100      return         Bad  fund 


Annualized 
Annual        Five-year    outperformanc 
Sales  fees        annualized      of  good  fund 

load       per  $100       return'        (pet.  points) 


Balanced 


Domestic 
Stock 


Oakmark  Equity  none      $0.96        13.2%         Nations  Asset  5.75%      $1.29  1.7% 

&  Income  I  Allocation-lnv  A 

T.  Rowe  Price 

Capital 

Appreciation 


11.5 


none 


0.85        11.3 


AllianceBernstein     4.25 
Premier  Growth  A 


1.73        -5.5 


international        Vanguard 

International 
Explorer 

Municipal  :?rdNY. 

New  York  ;  m  Tax- 

t  i.v'Rstor 

'Does  not  include  cost  of  saico  ii>. 


none 


1.04        14.1 


Morgan  Stanley        5.25 

Global 

Advantage  A 


1.31        -3.0 


none        0.18 


5.8 


Federated  NY 
Municipal 
Income  A 


4.50 


0.91 


4.2 


Taxable 

N> 

Junk 

Hit. 

Bor 

man    none        1.00  7.0  LoomisSayles  4.50 

High-Income  A 


1.58 


-2.5 


16.8 


17.1 


s 

Hi 

to 


1.6 


9.5 


'  unlngstar. 


182      !■    O    R    H    E    S   •    IVcfinbcr  8.  ?0<'J 


WE'RE    ALREADY 


FIGURING    OUT 


HOW    HIS 


GREAT-GRANDKIDS 


WILL   COMMUIMICATE 


B  Japan's  leading  mobile  communications  provider,  we're  generations  ahead  of  the  competition.  Our  major  breakthroughs 
-  tclude  the  world's  first  W-CDMA  third-generation  videophone  service  and  i-mode  mobile  Internet  platform  for  consumers,  plus  a 

Bvolutionary  new  wristwatch-style  phone.  What's  our  secret?  A  belief  in  the  power  of  an  idea,  and  the  R&D  talent  to  get  it  done. 

oday,  we're  teaming  up  with  partner  companies  to  move  advanced  mobile  technology  out  of  the  realm  of  science  fiction  —  and 
-ito  the  palm  of  your  hand.   To  see  how  we're  delivering  tomorrow's  communications  today,   visit  www.nttdocomo.com 


>••••! 


NTT 


©  2003  NTT  DoCoMo.  Inc.  All  rights  reserved. 


I  Investment  Guide 


Ibbotson  Associates,  asset  allocation  accounts  for  90%  of  the 
variability  in  fund  returns,  with  stock  selection,  timing  and  other 
factors  contributing  the  rest.  Classically,  young  investors  should 
tilt  toward  equities,  in  hopes  of  gaining  the  best  growth  prospects, 
while  those  at  or  near  retirement  should  lean  toward  safer  bonds. 

Watch  costs. 

You  can  get  a  diversified  stock  portfolio  for  0.2%  a  year.  Vanguard 
and  Fidelity  offer  index  funds  this  cheap.  Alternatively,  you  can 


Booby  Prize 


a  large-company  flind  that  comes  close  to  replicating  an  inde 
Look  at  scandal-plagoed  AllianceBernstein's  large-cap  Premi 
Growth  Fund.  Its  so-called  R-squared  is  0.91,  which  means  th 
91%  of  the  variation  in  returns  can  be  explained  by  the  mov 
ments  in  the  S&P  500.  The  class  A  shares  have  a  4.25%  sales  load  ar 
the  annual  fee  is  an  outlandish  1.73%.  Who  needs  it? 

A  better  way  to  complement  your  core  large-company  poi 
folio  is  with  something  like  the  Best  Buys  Ust's  Pennsylvania  M 
tual  Fund.  This  small-company  fund  has  an  R-squared  of  or 

0.59.  It  is  less  volatile  than  t 
S&P  500  and  offers  excelle 
risk-adjusted  returns.  E 
pense  ratio:  0.94%. 


Among  a  menagerie  of  overpriced  and  lackluster  funds  at  Putnam  Investments,  the 
award  for  the  worst  buy  goes  to  Putnam  U.S.  Government  Income.  Its  investment  focus 
is  government  bonds;  Ginnie  Maes  account  for  two-thirds  of  its  portfolio  and  Fannie 
Maes  and  Freddie  Macs  for  most  of  the  rest.  Issued  by  the  Government  National  Mortgage 
Association,  Ginnie  Maes  are  the  safest  of  mortgage-backed  securities,  their  credit- 
worthiness explicitly  backed  by  the  federal  government. 

A  well-educated  monkey  can  run  a  Ginnie  Mae  fund.  It  requires  no  credit  analysis.  Just 
buy  some  securities  and  collect  the  monthly  payouts.  There  are  some  subtleties  about  pre- 
payment histories— certain  mortgage  pools  are  more  desirable  when  rates  are  in  flux— but 
you  can  ignore  these  and  still  get  a  decent  return  because  the  market  is  so  liquid.  Even  the 
best  bond  managers  have  little  chance  of  beating  the  Ginnie  Mae  index.  Putnam  manager 
Kevin  Cronin  has  sure  failed  to  do  so. 

Over  the  past  ten  years  a  mindless  Ginnie  Mae  index  has  returned  6.9%  a  year.  The  aver- 
age Ginnie  fund  has  done  6.2%.  But  the  Putnam  fund's  class  A  shares  have  made  just  5.9%. 

Despite  the  mediocre  return,  investors  have  flocked  to  the  fund.  They  had  $3  billion  in  the 
fund  as  of  June  and  are  paying  $33  million  a  year  for  the  privilege.  Of  that,  $14  million  goes  to 
Putnam  for  overhead  and  for  salaries  of  managers  who  don't  even  work  on  the  fund  full  time. 
Custodial  and  servicing  fees  take  up  another  $5  million.  But  the  most  odious  is  the  $13  mil- 
lion in  "distribution"  fees.  Known  in  industry  parlance  as  I2b-I  fees,  they  subsidize  Putnam's 
efforts  to  pull  more  suckers  into  this  fund. 

The  fund's  trustees  get  a  total  of  $62,000  a  year  to  guard  the  interests  of  shareholders.  If 
they  were  really  doing  so,  they  would  fire  Putnam  and  hire  a  new  manager  Vanguard's  Ginnie 
Mae  fund  charges  0.22%  a  year  (the  Putnam  fund's  A  shares:  0.85%)  and  over  ten  years  has 
averaged  a  6.8%  return.  —Christopher  Helmar) 


Ignore  hot  funds. 

If  you  get  sucked  in  by  t' 
next  fund  advertising 
86%  return,  you  are  at  hi; 
risk  of  getting  in  at  the  top . 
something — either  the  wk 
market  or  some  sector 
style  of  investing. 

Pay  attention  to  character. 

Fund  families  that  have  yo 
interests  at  heart  tend  to  d. 
play  these  characteristii 
They  do  not  advertise  sho 
term  performance;  th< 
managers  stay  in  place  f 
years;  they  have  low  turnoi 
in  their  stock  fimds  (less  th 
50%  a  year);  they  do  not  hi 
a  blizzard  of  share  classes;  a 
they  do  not  make  a  habit 
throwing  trading  comm 
sions  to  brokerages  as  a  i 
ward  for  promoting  th' 

buy  the  index  in  a  fixed  market  basket  called  an  exchange- traded  funds.  (Tellingly,  the  prospectus  for  the  Putnam  Voyager  Func 
fund;  the  iShares  Dow  Jones  U.S.  Total  Market  ETF  is  an  example,  admits  broker  back-scratching. )  Dodge  &  Cox  and  Longleaf  Pa 
Pay  more  for  an  actively  traded  fund  with  a  proven  manager  or      ners  are  among  the  smaller  families  that  exhibit  the  traits  we  li 


a  specialty  that  you  want  to  emphasize.  But  be  leery  of  any  U.S. 
stock  fund  costing  more  than  1%  annually  or  a  foreign-stock 
fund  at  more  than  1.5%.  A  high-grade  bond  fund  needn't  cost 
more  than  0.6%. 

Concentrate  your  speculations. 


A  family  that  occasionally  closes  fimds  to  new  money  is  one  t) 
puts  shareholders'  interests  above  its  own  short-term  thirst  for  n 
enue.  Closing  the  doors  means:  We'd  rather  forgo  the  added  m< 
agement  fees  that  come  with  additional  assets  than  ruin  a  go 
record  by  giving  the  manager  more  money  than  he  can  profitably] 
to  use.  Alas,  a  paltry  137  out  of  3,363  domestic  equity  funds 
To  keep  costs  down,  make  .ui  ultracheap  index  fimd  your  core      closed,  so  you  can't  be  too  picky.  But  Calamos  and  Wasatch 


holding  (say,  80%  of  the  money  you  allocate  to  stocks).  Use  the  re- 
maining 20%  to  make  focused  bets  on  either  managers  with 
proven  records  who  might  beat  the  market  or  sectors  (like  health 
care)  that  you  want  to  overweight. 

Big  mistake  that  many  investors  i .  ike:  They  pay  op  dollar  for 
an  actively  managed  fund  as  their  cor     o'.ding  and  wind  up  with 


among  die  fund  families  that  have  occasionally  closed  funds. 

Stay  away  from  funds  vdth  back-end  loads  (sales  commissic 
that  go  to  brokers),  but  fiwor  those  with  a  redemption  fee  (an   t 
sessment  on  short-swing  trades  that  reverts  to  other  fimd  sha  '^ 
holders).  Among  vendors  with  redemption  fees  on  at  least  so  ,, 
funds:  Oakmark,  Fidelity  and  Vanguard. 
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"The  Broker  to  Beat"— Smart. 


maaazin 


Looking  for  the  alternative  to  higher-priced  stock  brokers 
like  Merrill  and  Schwab?  It's  TD  Waterhouse. 


FREE  TRADES  FOR  A  MONTH 


Open  an  account  online  at 

tdwaterhousexom/freetrades 

and  enter  offer  code: 

MRSFBF  to  get  your  free 

trades  for  a  month. 


CONTACT  US  AT: 

I.SOO.tdwaterhouse 
tdwaterhouse.com 

Online  trades  as  low  as  S9.95 


Why  pay  all  that  money  to  Merrill, 
Schwab  or  some  other  higher-priced 
broker,  when  you  can  switch  to 
TD  Waterhouse? 

As  a  TD  Waterhouse  customer, 
you  can  take  advantage  of  a  unique 
combination  of  online  tools  and  research. 
The  kind  of  objective,  independent  and 
well-organized  research  you  won't  find 
anywhere  else.  And  when  you're  ready 
to  trade,  it  won't  cost  an  arm  and  a  leg. 

You'll  get  free  market  overviews 
like  Standard  &  Poor's  The  Outlook  plus 
Standard  &  Poor's  Five  STARS  Stock 
Report.  You'll  also  find  in-depth  Argus 
Company  Reports,  Vickers  Insider 
Trading  Chronologies,  First  Call 


Earnings  Reports  and  Reuters  headlines. 
All  of  which  you  can  use  to  come  up 
with  your  own  investment  ideas,  then 
validate  them  yourself  No  wonder 
TD  Waterhouse  received  5  stars  from 
Kiplinger's  magazine**  for  the  amount 
and  quality  of  their  online  research. 

With  free  research  plus  low 
commissions  and  trades  for  as  little  as 
$9.95,  why  pay  Merrill  or  Schwab  just  to 
bounce  your  ideas  off  them?  Switch  to 
TD  Waterhouse  today.  Check  them  out  at 
tdwaterhouse.com/research.  And  discover 
the  alternative  you've  been  looking  for. 


m 


Waterhouse 

You're  in  Control. 
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Wall  Street  is  trying  to  convince  small  investors  that  pools  of 
hedge  funds  are  a  good  idea.  A  good  idea  for  Wall  Street,  maybe. 
By  Neil  Weinberg 


Fees  on  Fees 

I 


Guaranteed  Returns  Diversified  Inc.  is  just  the 
sort  of  overpromising  hedge  fiind  operator 
that  makes  regulators  queasy.  GRDl's  wares 
include  the  oxymoronic  Leveraged  Safety 
Fund  and  York  Partners  L.P.,  which  claims 
that  its  "sophisticated  securities  trading  strategy  has  gener- 
ated cumulative  returns  of  up  to  148%  for  investors." 

An  amazing  80,000  visitors  have  viewed  GRDl's  out- 
landi-h  .  V. 
com/i', 

'^edge  tiind  advisers  and  investment  bul- 

ns  out  the  site  is  a  spoof.  GRDI  (pro- 

^  . .  .  >  cooked  up  by  the  Securities  &  Ex- 

<tratc  investors'  vulnerability  to 

n.  flimsy,  over-the-top  boasts. 


there  0 
letin  hi  ,1. 

nounced  'gav.      '  ..  ; 
change  Commissioi , 
the  hedge  ftmd  iiiduM 


•nnce  its  Web  site  (www.growthventure. 
'i\'e  in  February.  Many  have  been  steered 


The  danger  is  especially  acute  these  days 
Despite  the  current  rally,  the  three-year  beaj 
market  has  made  the  masses  enormously  re 
ceptive  to  the  time-tested  shtick  about  hov 
"sophisticated"  investors  lucky  enough  t( 
get  into  hedge  funds  amass  vast  riches  eveii 
when  everyone  else  is  losing  money.  Neve 
one  to  miss  a  trick,  Wall  Street  is  respondinji 
by  lavmching  a  parade  of  hedge  funds  for  avi 
erage  investors.  Or,  more  precisely,  fiinds  o 
hedge  funds.  These  are  multiple-manage; 
baskets  with  two  tiers  of  fees.  They  are  alsd 
notable  for  their  short  performance  histot 
ries  and  rampant  conflicts  of  interest. 

Bank  of  America,  Wachovia's  Evergreei 
Investments,  Citigroup,  Morgan  Stanley,  LFB 
PaineWebber,  Oppenheimer,  Deutsche  Bank' 
Scudder  fund  unit  and  Rydex  are  among  re 
tailers  of  SEC-registered  pools  of  hedge  fund' 
Even  footballers  Joe  Montana  and  Rorini 
Lott,  who  helped  launch  a  venture  capital  en 
terprise  near  the  peak  of  the  tech  bubble,  ai 
in  the  game  with  the  Olyrnpius  Legends  hand  of  funds. 

Sure,  these  collections  of  hedge  fiands  may  be  subject  t 
federal  oversight,  unlike  the  underlying  hedge  fiands  their 
selves  (there  are  6,000  or  so  U.S.  hedge  funds,  but  nobod 
knows  the  exact  count).  To  iiwest  in  a  hedge  fimd,  you  nee 
to  have  a  minimum  $1  million  net  worth  or  make  at  lea 
$200,000  yearly 

Such  requirements  don't  apply  to  these  new  retail  flinc 
of  funds.  Because  the  SEC  is  making  noises  about  crackir 
down  on  the  hedge  world,  though,  the  new  fund  pools  aj 
voluntarily  hewing  to  the  wealth  requirements  that  apply  I 
traditional  hedge  customers — for  now.  But  they  are  othe 
wise  making  it  easier  for  investors  to  get  in:  Some  fun 
pools  ask  for  investments  as  low  as  $5,000,  in  contrast  to  ti 
millions  that  individual  hedge  funds  want.  One  hedge  po< 
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Cindy 
CRAWFORD'S  Choice 


Constellation 


The  Omega  Constellation  is  a  rare  blend  of  style  and  elegance, 
a  superb  example  of  the  watchmaker's  art.  This  is  no  wonder,  since 
Cindy  Crawford  assisted  Omega  in  its  design,  creating  the  only  watch  she 
is  proud  to  wear. 


Shreve  &  Co  Jewelers 


;GA 


www.omegawatches.com 


San  Francisco,  CA     Palo  Alto,  CA    1 -800-5-SHREVE 


the  Rydex  Sphinx  Fund,  which  Ucenses  its  name  from  a  new  Stan-  Maybe  you  feel  comfortable  having  a  seasoned  person  i 

dard  &  Poor's  hedge  hind  index,  is  open  to  investors  willing  to      charge  overseeing  hedge  funds  in  your  pool.  Too  bad  he  seldoi 


plop  down  as  little  as  $25,000  initially  and  $5,000  a  pop  thereafter. 

So  what  are  retail  customers  getting?  Hedge  funds  are  so 
murky  that  big  institutions  tellingly  spend  two  to  six  months 
checking  one  out  before  handing  over  money,  the  SEC  found. 
Since  reporting  on  individual  hedge  funds  is  voluntary  and  failed 
funds  don't  bother  to  answer  questionnaires,  performance  num- 
bers are  wide  open  to  bias. 

To  wade  through  this  thicket,  fimds-of-funds  operators  say, 
you  need  pros  like  them.  But  how  trustworthy  are  these  gatekeep- 
ers? The  SEC  in  September  expressed  concern  that  flinds-of-hedge- 
funds  vendors  fail  to  explain  the  impact  of  multiple  layers  of 


teUs  you  how  much  it's  going  to  cost  you.  The  Rydex  Sphinx] 
prospectus  notes-that  the  cut  of  profits  that  each  of  the  fund's  4 
independent  hedge  fund  managers  skims  off  is  calculated  v^t 
"unrealized  gains."  Investors  have  no  way  of  knowing  if  thos 
unrealized  gains  have  any  basis  in  reality.  The  SEC  may  requii 
disclosure,  but  disclosure  is  so  lax  the  operators  need  not  evfj 
tell  investors  what  cut  of  profits  the  underlying  hedge  funds  gt 
much  less  how  it's  calculated.  Rydex  declines  comment. 

Which  do  you  think  the  financial  institutions  sponsoring  func 
of  funds  favor:  the  hedge  fimds  in  their  portfolios  or  the  retail  ii 
vestors?  Hint:  These  big  sponsoring  fund  companies,  many 

which  are  big  broker-dea 


SK 

tl 


How  to  Hedge  Without  Hedge  Funds 

These  mutual  funds,  cheaper  than  hedge  pools,  tend  to  zig  when 
the  market  zags.  A  low  R-squared  number  shows  low  correlation 
with  the  S&P  500.  A  low  beta,  a  low  level  of  market-dependent  risk.   rvrr7thi]^g"for  "m 

funds,    from    handlii 


ers,    have    a    nice 
business    servicing 
hedge  operators.  So-call( 
prime     brokerage, 
which  broker-dealers  c 


Mutual  fund/category 

Five-year 

annualized 

return 

Annual 

expenses 

per  $100 

R-squared^ 

Beta' 

Dimensional  Real  Estate  Securities/real  estate 

13.8% 

$0.42 

0.12 

0.21 

Gabelli  Gold/precious  metals 

23.4 

1.67 

0.02 

0.23 

Icon  Healthcare/specialty  health 

10.9 

1.39 

0.12 

0.33 

Mairs  &  Power  Growths/large  blend 

11.2 

0.78 

0.60 

0.57 

T.  Rowe  Price  Capital  Appreciations/moderate  allocation 

11.2 

0.85 

0.49 

0.39 

Vanguard  Wellesley  Income/conservative  allocation 

6.1 

0.30 

0.22 

0.14 

'Percentage  of  movement  explained  by  correlation  with  S&P  500;  score  of  1.00  represents  a  perfect  correlation.  Based  on  3-year  trailing  returns.  Volatility 
relative  to  that  of  S&P  500;  score  of  1.00  represents  a  perfect  correlation.  Based  on  3-year  trailing  returns.  'Forbes  Best  Buy  fund.  Source:  Morningstar. 


expenses  or  properly  gauge  suitability;  expose  investors  to  unac- 
ceptable risk;  wrongly  value  assets;  and  hide  conflicts  of  interest. 

After  surveying  its  members,  the  National  Association  of  Se- 
curities Dealers  feared  that  such  lapses  pose  a  risk  to  mom-and- 
pop  investors  and  published  its  own  alert  in  February.  "One  rea- 
son we  raised  the  red  flag  is  the  retailization  of  hedge  funds 
through  fluids  of  funds,"  says  John  Gannon,  die  NASD's  head  of  in- 
vestor education. 

the  biggest  pitfall  is  cost.  In  a  fairly  standard  structure  the  Op- 
penheimer  Tremont  Opportunity  Fund  clips  investors  for  3.35% 
of  assets  annually,  plus  10%  of  any  profits  earned  above  an  8% 
annual  rate,  plus  a  2.5%  load  for  invesUnents  up  to  $500,000.  Each 
of  the  underlying  hedge  fimds  in  the  Opportunity  pool  also      milking  them  for  the  income.  Securities  firms  often  operate  cli« 


their  frenetic  trading  vc 
umes  to  paperwork 
providing  office  space,  i 
hugely  profitable. 

"People  look  at  prin 
brokers  as  their  due  d£ 
gence  arm,  but  they're  a 
tually  just  there  to  ma 
ket,"  says  Lee  Hennesst 
whose  New  York  advise 
firm  helps  clients  coi 
struct  and  manage  hedge  fund  portfolios. 

Some  of  these  big  Wall  Street  companies  sponsoring  the  fiu 
pools  frequently  supply  their  hedge  funds  with  seed  capital 
get  started.  Deutsche  Asset  Management  sprinkled  $25  milli« 
among  23  hedge  funds  when  it  set  up  the  SEC-registered  I 
Hedge  Strategy  Fund  last  year.  The  bank's  Scudder  mutual  ftu 
group  is  selling  the  fund  of  funds  to  investors  with  at  least  $50,0 
to  sink  in.  Deutsche  Asset  Management  sees  no  confhct  here.T 
seed  money  "helps  reach  critical  mass,"  according  to  spok< 
woman  Judy  Inosanto.  It's  hard  to  flog  these  puppies  withou 
track  record,  hence  the  financial  aid. 

The  fund  companies  do  have  a  use  for  retail  investors  beyoi 


deducts  fees  and  keeps  10%  to  25%  of  any  profits  it  earns — even 

■  noney.  Through  September  the  fund 

V   1  '!0/o_ 

.1  eat,  tlien  why  do  their  directors 

1  in  tliejii?  Registered  funds  of  hinds 

vctors  tl)  protect  investors.  It's  hardly 

,!,...   .  iwvids  his  01  her  own  home 

'  i;  ■  ihe  gaaie,  savs  Rank  of 


if  invo 

returuv 

Ifthe.se  fi'.iK.lsot  hiti 
at  Bank  oi 
are  requiretl 
rcas.suringwlk 
cooking.  Legal  i 
America. 


introduction — or  so-called  dating  services — as  one  of  the  lu) 
to  get  hedge  fimds  to  trade  through  them. 

No  doubt  some  individual  funds  of  ftuids  will  do  well;  th< 
is,  after  all,  a  huge  element  of  luck  in  investing.  But  expecti 
tiiat  the  category  will  do  well — that  is,  funds  of  funds  coll( 
tively — is  the  triumph  of  hope  over  common  sense.  If  you  rea 
want  to  hedge  your  bets  on  the  market,  find  some  other  vehi( 
There  are  lots  of  ways  to  do  it  without  taking  on  a  heavy  burd 
of  fees  {see  table). 
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iOW  TO  MAWFTOUR  SVPWlTlCHAm 
LE  ENOUGH  TO  DEAL  WITH  A  FLUCTyATlH© 
ECONOMY,  POLITICAL  UNREST,  AND  THi 
^flCKLE  NATURE  OF  IS-YEAR  Otl»  ©IRiS. 


Pink  is  hot.  Pink  is  not.  Plaids  ore  the  rage.  Plaids  are 
so  over.  How  are  retailers  supposed  to  cope  with  the 
ever-faster-chonaino  tn<:toc  r.f  t,^^^wv  t^^ ■■..'^ 


Easy.  They  coll  Menio  Worldwide.  Why?  We  have  the 
full  scope  of  technologies  and  services  necessar 
meet  the  intense  dennands  of  such  o"'^ 
marketplace.  We're  constantly  finding  mor 
ways  to  transport  supplies,  manage  invenii" 


distribute  products  around  the  world.  (In  a  real 
fashion  emergency,  we  con  even  overnight  product 


^amsawi!SWSm 


expertise  in  air  and  ocean  forwarding,  3rd  and  4th 

:arty  logistics,   supply  chain   technologies   and 

|fegrated  customs  and  trade  solutions.  Look  us  up 

^^^|i1oworldwide.com,  where  it^  all  spelled  out 

|iing  blue,  gray  and  orange  (at  least  for  today). 


'WARDING  LOGISTICS        VECTOR  SCM 


EXPEDITE!       TECHNOLOGIES      TkADE  SERVICES 


Nancy  DeViney,  IBM  cross-industry  learning  innovator 


4 


Gladiator  school  vs. 
modern  corporate  training. 

It's  a  question  of  assessing  results,  really.  In  ancient  Rome,  gladiators 
trained  professionally  for  years  at  the  Ludus  Gladiatorius.  Then  they  were 
evaluated.  There  wasn't  a  lot  of  gray  area  -  either  Antonius  kills  the  lion, 
or,  well,  Antonius  is  lunch. 

Now,  corporate  training:  it's  much  more  complicated.  Can  you  really 
know  what  the  chunk  of  payroll  you  invest  in  learning  accomplishes? 
There  is  no  "lion  test."  But  the  consequences  can  still  be  dire.  Especially 
if  your  learning  objectives  aren't  quite  aligned  with  your  strategy. 
In  an  on  demand  world,  you  need  to  think  quickly.  Adapt  fast.  It's  not 
about  teaching  one  thing.  It's  about  enabling  people.  Putting  real-time 
information  at  hand.  Making  better  decisions.  Do  that,  and  your  returns 
become  clear:  A  market  change  reveals  the  benefits  of  learning. 
Education  pays  off. 

The  lesson?  In  any  arena,  training  has  one  purpose:  Results. 
On  demand  business  starts  with  on  demand  thinking. 

IBM  has  over  3,000  learning  practitioners  who  can  work  with  you  from 
design  to  development  to  deployment.  So  your  training  goals  are  in  sync 
with  your  strategic  goals.  And  your  people,  business  processes  and  IT 
are  in  lockstep.  On  demand  business.  Get  there  with  on  demand  people. 
Call  800  IBM  7080  (ask  for  thinking)  or  visit  ibm.com/services/thinking 

Can  you  see  It? 


logo  are  trademarks  or  registered  traderr,arks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ©2003  IBM  Corp.  All  rights  reserved. 


The  lessons  can't  be  stressed  enough:  High  fees  and  market-timinj 
attempts  can  wreck  your  returns.  By  James  M.  Clash 


Mutual  Fund 

Math  10 
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The  little  things  will  kill  you.  With 
mutual  funds,  that  involves  sub- 
jecting yourself  to  return-sapping 
fees  and  moving  money  around  a 
lot  in  a  vain  bid  to  capture  what's 
hot.  We  have  preached  this  before,  but  it  never 
hurts  to  reiterate  just  how  much  such  mistakes 
can  hurt  portfolios  over  the  long  haul. 

I)  Expenses  Matter.  All  mutual  fund  companies 
charge  investors  overhead  for  managing  a 
fund.  Anything  over  1%  is  too  high,  unless  you 
have  a  compeOing  reason  to  own  a  particular 
fund.  Same  with  sales  loads.  Don't  pay  them. 

Morgan  Stanley's  S&P  500  Index  Fund 
charges  a  5.25%  upfront  load  and  0.73%  in  an- 
nual expenses  on  Class  A  shares.  The  cheaper 
Vanguard  500  Index  Fund  has  no  load  and  ex- 
penses of  only  0.18%.  Put  $100,000  into  each 
and  assume  an  annual  9%  return,  the  historic 
average  of  the  market.  After  a  year  the  Morgan 
Stanley  fund  will  be  worth  $102,524  and  Vanguard's 
$108,804,  a  gap  of  $6,280  that  was  due  mainly  to  the  load. 
After  10  years,  though,  that  difference  quadruples,  to 
$24,000.  Wait  40  years,  for  retirement,  and  the  Morgan 
Stanley  fiand  will  be  worth  $700,000  less.  Think  diat's  bad? 
Buy  Morgan  Stanley's  Class  B  shares,  with  1.5%  in  ex- 
penses, your  investment  would  be  worth  $1.2  million  less 
liter  40  years  ($1.7  million  versus  $2.9  million). 

?  Is  *of  Sjwkcrs.  Buying  and  selling  of  fiands 

.  i  link  the  market  looks  hot  or  cold  is  great  only 

•« '  '.v  itli  second  sight.  Studies  have  shown  that, 

ovti  u  w>  .;r.  i;v.Jk  of  ftmd  money  hos  gone  into  ftmds  at  or 

near  the  tops  of  the  market,  the  laig.  st  ,>util()ws  during  the 
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ding  to  tlu:  Leuthold  Group,  when  die  S&P 


was  at  1,500  in  spring  2000,  fund  flows  into  stock  ftir 
averaged  $42  billion  per  month.  By  fall  2002,  when  the  inc 
had  dropped  by  46%,  to  815,  $22  billion  was  exiting  stc 
ftmds  montlily  A  corollary  to  this  concerns  contributionJ 
401(k)  plans,  eidier  by  employees  or  employers.  Whent 
market  is  down,  some  cut  plan  contributions  because  the) 
worried  about  the  market  or  because  diey  need  more  moi 
to  maintain  similar  lifestyles  during  the  hard  times. 

Don't  do  it.  A  dollar  contributed  near  the  bottom  ( 
market  will  be  worth  much  more  down  the  road  tha 
dollar  invested  at  higher  levels.  For  example,  $100,000 1 
into  the  S&P  at  800  a  year  ago  versus  $100,000  put  in  at 
recent  level  of  1,000  (again,  assuming  a  9%  average  reti 
going  forward)  will  be  worth  $271,500  and  $217,2 
respectively,  a  $54,300  difference,  in  2012. 
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American  Focus 


I  intensity  of  our  concentration 


not  be  overstated. 


in  need  of  separate  accounts,  an  advisor  looking  for 
multiclass  pricing  or  an  individual  investor  wanting 


lerican  Century,  we're  focused  on  one  thing:  managing  mutual  funds.  Which  brings  us  to  what  we  don't  do: 


ments.  Any  way  you  work  with  us,  you  benefit  from 
:tive  approach  to  investment  management.  Which 


We  don't  stray  from  our  mission  by  lending  money 


or 


underwriting  securities.  To  learn  more,  please  ask  your 


i  you  can  be  assured  that  we  are  always  striving  to  financial  advisor  or  call  1-877-44-AMCEN.  B 


ecause  your 


lize  your  returns.  Whether  you're  a  large  institution  performance  has  our  complete  and  undivided  attention. 


l-8Z2;i4-AMCEN  or  visit  www.americancentury.com  to  obtain  a  prospectus  with  more  complete  infiyr- 
■luding  charges,  expenses  and  minimums.  Be  sure  to  real  it  carefully  before  you  invest  or  send  money. 

entury  Investment  Services,  Inc.  ©2003  American  Century  Services  Corporation 


American 
Century, 

Investment  Managers 


With  all  the  clamor  surrounding  the  mutual  funds  trading 
scandal,  what's  a  shareholder  in  a  tarnished  fund  to  do?  Restrain 
the  urge  to  sell.  By  James  M.  Clash  with  Matthew  Miller 


Don  t  Panic 


To  read  the  headlines,  you 
would  think  the  entire  $7 
trilhon  mutual  fund  busi- 
ness is  going  the  way  of 
Enron:  "Investors  Flee  Some 
Funds  Amid  Scandal"  (Wall  Street  Jour- 
nal, Nov.  4);  "Spitzer  Vows  Legal  Action 
Against  Head  of  Fund  Family"  (New  York 
Times,  Oct.  30j;  "Ex-Fred  Alger  Exec  Cops 
to  Evidence  Tampering"  (The  Street.com, 
Oct.  17). 

We're  three  months  into  this  scandal. 
What  should  victimized  investors  do? 
First,  tip  their  hats  to  New  York  Attorney 
General  Eliot  Spitzer,  who  uncovered 
mischief  while  the  experts  at  the  Securi- 
ties &  Exchange  Commission  were  sound 
asleep.  But,  just  as  important,  fund  cus- 
tomers should  put  the  misdeeds  in  per- 
spective. The  sums  of  money  lifted  out  of 
the  pockets  of  innocents  by  intraday  and 
afterhours  trading  are  very  small  in  rela- 
tion to  fund  assets.  If  you  want  to  bail  out 
of  a  bad  fund  family,  do  so  because  its 
performance  is  rotten  or  its  fees  high. 
;  >on't  exit  just  because  the  boss  is  named 
M  .<  1  v.v  .iiit  over  improper  trading. 

nding-pat  advice  appeals  even  to  the  lawyer 

if  the  families  under  scrutiny  (Alliance  Capi- 

■  nk  of  America,  Janus  Funds,  Putnam 

'•  Aon\  think  any  investor  should 


niakt 

'■'•■v.  simr'v  based 

on  what's  hap- 

pening  i 

'o 

el  Bernstein,  an 

attorncv  , 

Sucharow  in 

New  York. 

Here,  mm  ■ 

;ire  the  reaso; 

lu  probably 

shouldn't  son  ; 

i)ii  order 

•i? 

:.  .  -vay: 

I)  The  damage  is  small. 

Richard  Strong  reportedly  has  made  up  to  $600,000  } 
improper  trading  profits  in  his  funds,  and  he  suppose* 
is  going  to  give  the  money  back.  Even  if  he  doesn't,  coi 
pare  this  peculation  with  the  $30  billion  in  funds  that, 
company  has  under  management.  That  is,  in  the  lingo 
bond  traders,  a  fifth  of  a  basis  point,  a  basis  point  bei 
one  part  in  10,000.  If  you  have  $100,000  invested  w 
Strong,  you're  out  all  of  $2. 

Putnam  is  the  nation's  fifth-largest  ftind  family,  v) 
$146  billion  in  fund  assets,  according  to  Upper.  The  repor 
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[powering  and  delivering 


Everything  that  powers  the  American  economy  —  from  job  growth  to  international 
trade  to  the  development  of  new  technologies  —  is  powered  by  electricity.  Electricity 
runs  our  computers  and  machines  at  work  and  lights  up  our  nights  in  many  ways. 


^^m         By  2025,  the  demand  for  electricity  will  increase  49%,  and  America's  shareholder-owned 
electric  companies  are  doing  our  part  to  ensure  a  bright  future.  Our  power  plants, 
transmission  and  distribution  systems  are  assets  that  make  up  the  very  foundation  of  the  American 
economy.    We  believe  in  the  future  of  America,  and  we  will  be  here  to  power  the  things  that  matter. 


America's  SHAREHotE)ER-GwNED  Electric  Companies 


Real    Assets.    Real    Service.    Real    Growth 


EDI80N  ELECTRIC 

IIV8TITUTE  To      LEARN      MORE.     VISIT      E  D  M  0  «      F  I  F  r  T  l  i  r      I  u  t  t  i  r  „  ,  t  •  ,     ,.,  , 


Investment  GuMeJ 

$700,000  in  improper  trading  profits  sev- 
eral of  its  traders  made  amounts  to  a  20th 
of  a  basis  point,  or  48  cents  per  $100,000. 
It's  quite  possible  that  Spitzer  and  oth- 
ers will  uncover  more  bad  deeds.  It  is  un- 
likely that  the  amounts  in  question  wiU  be 
significant  in  relation  to  the  industry's 
$7  trillion  in  assets. 

2)  You  might  owe  faxes. 

Check  your  monthly  statement.  In  a  tax- 
able account,  if  your  shares  are  worth 
more  than  your  cost  basis,  switching  to  an 
honest  fund  will  cost  you  hard  cash,  unless 
you  have  unused  capital  loss  carry- 
forwards sitting  around. 

Of  course,  you  may  be  underwater, 
and  that's  a  fine  reason  to  sell.  Get  out  and 
claim  the  capital  loss  on  your  next  tax  re- 
turn. Immediately  get  back  into  a  fund 
with  similar  objectives — ^you  don't  want 
to  miss  a  rally.  But  pay  attention  to  the 
timing.  If  you  are  recording  a  loss,  you  are 
better  off  selling  within  12  months  of  pur- 
chasing shares,  since  a  short-term  loss  can 
be  more  valuable  on  your  tax  return  than 
a  long-term  loss.  If  you  must  exit  a  win- 
ning fund  position,  do  so  after  holding  for 
at  least  a  year  and  a  day.  Then  you  are  el- 
igible for  the  new  15%  rate  on  long-term 
capital  gains. 

3)  You  might  owe  a  redemption 
fee  or  back-end  load. 

Bank  of  America's  Nations  Funds,  for  ex- 
ample, will  charge  you  a  2%  redemption 
fee  if  you  hold  its  international/global 
stock  funds  for  less  than  three  months. 
Similarly,  Alliance  will  charge  you  a  4% 
back-end  load  on  all  of  its  equity  funds' 
class  B  shares  if  you  exit  less  than  a  year 
after  purchasing  them.  Both  fees  are  as- 
tronomical compared  with  what  investors 
may  have  lost  due  to  trading  scandals. 

4)  You  may  get  a  crummy  price. 

To  meet  redemption  orders  from  fund  in- 
vestors and  from  institutional  account 
holders  in  similar  portfolios,  your  money 
manager  has  to  raise  cash,  and  that  may 
mean  unloading  his  favorite  stocks,  de- 
pressing their  price  The  depressed  price 
would  be  reflected  in  the  net  pssct  value 
you  collect  at  the  exit  door. 

Demonstrating  a  trading  effect  of  this 
nature  may  be  hard,  but  it  may  come  into 


What's  better  than  the  millions  you'll 
technology?  The  fact  that  we'll  guarani 
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play  at  two  fund  families  with  significant 
redemption  volumes:  Janus  and  Putnam. 
AMG  Data  Services  calculates  that  from 
Sept.  3  through  Nov.  5  Janus  has  seen 
$4.7  billion,  or  4.9%  of  fund  assets,  go  out 
the  door  and  Putnam  has  lost  $5.3  billion, 
or  3.6%  of  fund  assets. 

5)  The  smart  money  may  not  be  so  smart. 

Individual  investors  are  spooked  when  a 
number  of  state  pension  plans  reportedly 
are  fleeing  Putnam.  What  do  they  know 
that  we  don't? 

Maybe  nothing.  Are  the  pension  giants 
reacting  to  cold  financial  analysis?  Or  to 
political  pressures?  We  can't  be  sure,  but 
you  don't  answer  to  their  constituencies, 
You're  responsible  only  to  yourself 


6)  The  fund  firms  aren't  in  grave  danger. 

They  are  not  going  to  turn  off  the  lights 
and  stop  answering  your  phone  calls.  Lip- 
per  data  show  that,  for  the  first  ten  months 
of  2003,  the  seven  largest  firms  involved 
in  the  scandal  have  raked  in  more  than,  or 
ahnost  as  much  as,  they  did  for  all  of  2002. 
Janus,  for  instance,  has  fee  and  other  rev- 
enue of  $923  million  versus  $917  million 
last  year,  according  to  Lipper.  And  fund 
families  are  hardly  supermarket  chains: 
Their  profit  margins  are  lush.  Right  before 
the  scandal  broke.  Value  Line  projected 
that  parent  Janus  Capital  would  deliver  a 
21%  net  margin  for  the  year.  The  scandal 
has  damaged  the  stock,  but  that's  not  the 
same  as  damaging  the  fund  customers. 

Don't  get  us  wrong.  We're  not  saying 
you  should  stay  with  any  fund  family  for- 
ever. But  you  should  leave  for  the  right  rea- 
sons. One  good  reason  to  leave  is  to  save 
on  money-management  costs.  Strong 
charges  a  weighted  average  of  1.05%  of  as- 
sets annually  to  manage  your  money;  you 
can  get  the  same  kind  of  portfolio  at 
Fidelity  for  only  0.72%.  Putnam  hits  you 
up  for  a  weighted  average  of  1.17%  annu- 
ally and  an  average  sales  load  of  5.42%; 
switch  to  Vanguard  at  only  0.26%  in  ex- 
penses and  no  sales  load. 

There's  nothing  new  here;  FORBES  has 
been  harping  on  the  importance  of  costs  for 
many  years,  long  before  Spitzer  spied  the  fin- 
gers in  the  till.  And,  as  we  said,  put  the  num- 
bers in  perspective.  Cost  differences  between 
fund  families  dwarf,  by  factors  of  100  or 
1 ,000,  the  money  lost  to  illegal  trading.    F 
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If  you  are  like  a  lot  of  investors,  you  don't  sweat  the  monthly 
allocations  for  your  40l(k),  but  when  you  get  a  big  wad  of  cash, 
you  panic.  Here's  some  advice.  By  Laura  Saxinders 


Lump 


Sum 


It's  very  frightening,"  says  Sandra  Rittenhouse,  53, 
of  Pasadena,  Calif.  Why  is  she  spooked?  Because  she 
has  $800,000  to  invest  and  doesn't  know  how,  even 
though  she  is  a  certified  public  accountant  and  bet- 
ter versed  in  money  matters  than  most:  "You  would 
think  I'd  know,  but  this  is  investing,  not  tax  planning. 
Where  the  hell  do  I  put  it?" 

Rittenhouse's  dilemma — investing  a  lump  sum — is 
hardly  uncommon.  Hers,  which  consists  of  $250,000  cash 
and  the  rest  in  retirement  accounts,  comes  from  a  divorce, 
a  common  occurrence  nowadays.  Others  come  from  in- 
heritances— as  the  richest  generation  in  U.S.  history  leaves 
assets  to  heirs — lump-sum  pension  payouts,  insurance  set- 
dements  and  even  the  occasional  lottery  winning. 

Whatever  their  source,  these  large  sums  are  mixed  bless- 
ings for  stressed  recipients  like  Rittenhouse,  who  takes  care 
ot  her  two  teenagers,  CPA  practice,  house  and  cat.  Here  she 
is  with  the  most  money  she  is  likely  ever  to  have  in  one  fell 
swoop,  yet  little  time  to  evaluate  the  economy  and  shop 
rtnv  )iiv;  thousands  of  products. 

•   ■     •  .)i    .lino  to  use  this  page  to  have  a  panel  of  ex- 
[•  i  pliin  for  Rittenhouse.  Instead,  we  are 

goinj,  I  •  'icr  key  points  that  anyone  in  this  boat  needs  to 
know,  wv'i-:  uniil.dy  to  hear  them  all  made  by  any  one 
salesman,  Nccaase  c-  '■-  ■  es  what  sells  his  product  and 
underplays,  omits  <'  .  (!ic  others. 

For  starters,  RittenJiome  it.  right  to  be  scared:  Too  many 


investors  do  get  chewed  up  by  the  markets.  Investment  Cor 
pany  Institute  data  show  that  money  surges  into  muti 
ftmds  during  market  peaks  and  flees  at  the  bottom — exad 
the  opposite  of  what  should  happen.  And  when  profess 
Terrance  Odean  of  UC,  Berkeley  examined  the  transactio 
of  60,000  investors  during  the  1990s,  he  found  that  "t 
stocks  they  bought  did  worse  than  the  ones  they  sold." 

Simply  by  buying  the  Vanguard  500  index  fund  ai 
holding  it  for  the  last  15  years,  an  investor  could  have  earn 
11.7%  annually  (pretax),  even  with  the  40%  drop  afi 
March  2000.  The  trouble  is  that  doing  so  is  hard,  just 
quitting  smoking  or  losing  weight  is  hard,  because  it  ru 
counter  to  basic  human  impulses — in  this  case  the  one  tl 
prompts  people  to  run  for  the  exits  when  fire  breaks  out 
stock  markets  crater.  Says  FORBES  columnist  Kenn€ 
Fisher,  "Buying  the  S&P  Index  is  a  good  idea  for  long-tei 
investors,  but  people  who  do  should  hire  a  psychologist 
tie  their  hands  when  the  market  crashes."  Adds  his  o 
league  David  Dreman:  "I  have  psychologists  as  clients,  a 
they  all  want  to  sell,  too." 

Would  it  be  prudent,  then,  to  just  hand  the  money  t 
stockbroker  and  take  his  advice?  Probably  not.  Rittenhoi 
knows  this,  because  she  has  had  several  clients  with  i 
counts  she  felt  were  quietiy  churned  by  brokers  from  i 
tional  houses— "and  these  Qpj^  Sandra  Rittenhouse:  i 
were  respected  members  of  $800,000  lump  sum  and  tv 
die  community,"  she  adds,      teenagers  to  worry  about 
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.•\nd  e\en  the  experts'  experts — money  managers — seldom  have 
stellar  records.  According  to  Momingstar,  only  one  in  four  do- 
mestic equirv  fund  managers  beat  the  S&P  500  over  the  last 
ten  years. 

And  here's  something  else:  Even  if  you  find  good  advice,  the 
price  may  be  such  a  drag  on  returns  as  to  render  this  prudent 
mo\e  aknost  Lmprudent.  We  know  we  sound  like  a  broken  record 
on  the  subjea  of  fees,  but  that's  because  they  matter  so:  Perfor- 
mance isn't  predictable,  but  fees  are.  Most  money  managers 
FORBES  spoke  with  charge  1  %  of  assets  to  oversee  amounts  under 


SI  million  and  put  it  in  funds  charging  as  much  or  more.  That'; 
good  if  it  keeps  you  fi-om  running  amok,  but  remember  the  cost 
As  the  forbes.com  fee  calculator  shows,  a  5100,000  ER.A.  earning 
8%  annually  with  0-2%  fees  will  have  S43,000  more  after  1 5  year> 
than  one  \vith  identical  investments  charging  1.2%  (S308,000  \  er 
sus  S265,000). 

How,  then,  to  steer  through  this  obstacle  course  of  imreliablsl 
human  impulses,  p>oor-to-mediocre  adxice  and  return-eating  fees 

Begin  by  thinking  hard  about  your  own  needs  and  how  the] 
mesh  with  what's  offered  by  the  sample  of  pro\'iders  in  the  tabl* 


Comparison  Shopping 

Need  financial  advice  or  money  management?  Begin  here:  Unlike  traditional  brokers, 
most  of  these  firms  don't  charge  commissions  for  their  products. 


/program  Senices  Fm 

Fideiity  l-SOO-nocUTY;  www.fiiielity.conc  91  offices 


Far  assets  tverS  Fees 


Financial  guidance 


Advice 


$0 


None 


Uses 

pnthKts 

■tfeer 
thMnm? 


No 


Dedicated 
accMMtrep? 


No 


Premium  service 


Advice 


$500,000 


None 


No 


Yes 


Funds  Manager 


Total  money 
management 


$50,000 


1.1%  plus  fund  fees- 


Yes 


Yes 


T.  Rowe  Price  1-800-541-4986;  www.troweprice.com;  11  offices 


Private  Portfolio 
Services 

Tax-managed 
money  management 

$300,000 

1.1%  plus  fees- 

Yes 

Yes 

1 

Charles  Schwab  1-800-435-4000;  www.schwab.com;  389  offices                                                                                                            1 

Consultation 

Portfolio  analysis 
and  advice 

$25,000 

$250-$l,000,  depending 
on  number  of  holdings 

Yes 

No 

i 

Financial  plan 

Comprehensive 
financial  plan 

$100,000 

Variable,  but  $3,000 
is  typical 

Yes 

No 

Private  client 

Ongoing  advice 
and  supervision 

$500,000 

0.75%  plus  fees,  with  $1,000 
quarterly  minimum^ 

Yes 

Yes 

1 

1 
1 

Private  adviser 
network 

Varies:  referrals  to 
approved  advisers 

$500,000 

Variable,  but  1%  plus  fees 
is  typical 

Yes 

Yes 

Investment 
Checkup 

One-time  asset 
allocation  advice 

$0 

$250 

No 

No 

Rollover 
Investment  Service 

One-time  asset 
allocation  advice 
for  rollover  IRAs 

$50,000 

$100,  refunded  if  you  open 
rollover  IRA:  free  annual 
assessments  and  rebalancing 

No 

No 

Retirement 
Income  Manager 

investment  and 
withdrawal  planning 

$100,000 

$500,  with  free 
annual  update 

No 

Yes 

-^ 

Vanguard  1-8Q0-567-S162;  www.vanguard.com;  3  offices                                                                                                                       f\ 

Personal  Financial 
Planning 

"e  investment, 
.!i\  or 
"8  planning 

$0 

$500  or  free  if  you 
invest  $250,000 
new  assets 

No 

No 

1 

Asset  Management 
Services 

$500,000 

0.65%  plus  fund  fees' 

No 

Yes 

J 

1  National  Association  of 

^HHJ^^HIl'  Advisors  1-800-366-2732  www.napfa.com 

■ 

NA 

Fee-onI',  .        ,ors 

OffP^ 

or  no                      ,.en* 

$0 

Variable,  but  all 
fees  disclosed 

NA 

Yes 

1 

'AiMmry  IM  pereamaca  dnreaset  w  hi^MT  ••                       NotapplicaUe^ 
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hey're  where  you've  been, 
hey're  where  you  are. 
hey're  where  you're  going 


.y  it's  San  Francisco,  tomorrow  Dallas,  and  so  it  goes..one  city  after  the  other  -  a  juggling  act  that  can  run  down  the  best  of  us 
hat  IS  the  modern  business  traveler  to  do?  T-Mobile  HotSpot.  There  are  over  3,500  of  them  nationwide  and  each  offers  wireless 
dband  Internet  service  for  your  Wi-Fi  enabled  laptop  or  PDA.  Check  e-mails,  download  files  and  send  out  important  presentations,  all 
the  road  that  you  call  home.  It's  Wi-Fi  in  its  most  reliable  and  secure  form,  and  it's  here  to  help  you  make  it  out  there.  For  more 
ation,  log  on  to  www.t-mobile.com/hotspot. 


I 


ble  at  over  3,500  locations  including: 

BORDERS..       |#inl#n'r°       AmericanAirlines- 

BOOKS  MUSIC  MOVIES  CAfE  l«ll  ll%W      t>  %      A/Jmmds  CluL 


Red  Carpet  Club" 


'-.  *<egistefea  t/ademark  of  Deutsche  Telekom  AG.  The  HmSpot  logos  are  service  mark-,  of  T-Mnbii<.,  USA,  Inc.  ©2003  T-Mobile  USA  Inc  All  othPr  mark'- 
jhio  required  for  admittance  into  airtinef^li/h<;  '      '  -  .> 


are  proptriie',  ol  Iheir  respective  owners. 


ma 


on  the  previous  page.  Must  you  have  eye-to-eye  contact?  Or  is  the 
phone  okay?  Do  you  want  to  deal  with  tlie  same  person  always,  or 
could  you  work  with  a  team?  Do  you  need  your  money  fully  man- 
aged by  someone  else  or  could  you  implement  a  plan  designed  by 
a  pro  and  then  monitor  it  yourself? 

The  choices  are  many,  even  without  full-service  brokerage 
firms.  Fidelity,  Schwab  and  Vanguard,  as  well  as  many  private 
money  managers,  offer  a  hands-off  management  option  to 
those  with  portfohos  over  $500,000.  At  0.65%  plus  fund  fees. 
Vanguard's  has  the  lowest  cost,  but  its  dearth  of  retail  offices 
makes  eye-to-eye  contact  all  but  impossible. 


Allocation 


The  editors  of  a  magazine  with  lots  of  specific  investment  tips  (see  pages  262  to 
272)  might  be  loath  to  admit  it,  but  it's  a  fact:  Decisions  about  what  kind  of 
things  to  buy  (big-company  stocks,  small-company  stocks  or  neither)  can  be  far 
more  important  to  your  financial  health  than  those  about  particular  securities  (say, 
Merck  or  Glaxo).  If  you  haven't  thought  about  allocations— if  your  portfolio  is  a  hodge- 
podge of  past  decisions  on  individual  securities— do  it  now. 

And  then  keep  doing  it,  say  the  experts.  Once  you  have  a  breakdown— say,  40%  in 
large-cap  stocks,  20%  in  high-grade  bonds,  15%  in  international,  and  so  on— stick  to 
these  percentages  through  up  markets  and  down.  That  means  rebalancing  a  category 
when  it's  out  of  whack  by  5%  or  so.  After  foreign  stocks  have  done  badly,  perhaps  be- 
cause the  dollar  was  strong,  you  should,  somewhat  counterintuitively,  buy  more. 

The  theory  here  derives  from  work  by  finance  professor  Harry  M.  Markowitz, 
among  others.  He  won  a  Nobel  Prize  for  showing  how  investors  can  reduce  risk  with- 
out sacrificing  much  return  by  combining  diverse  asset  classes. 

The  oldest  allocation  rule  of  thumb  is  to  subtract  your  age  from  100,  then  put  that 
percentage  into  stocks  and  the  rest  in  bonds.  Newer  computer  models  not  only 
broaden  the  asset  classes,  but  also  factor  in  risk  tolerance  and  time  horizon.  Several 
asset  allocators  are  free  on  the  Web,  among  them  www.javacalc.com. 

Does  asset  allocation  work?  While  there's  no  surefire  investment  formula,  it  does 
give  amateurs  a  substitute  for  the  gut  sense  professionals  have,  or  think  they  do.  An 
asset  allocation  provides  ballast  when  an  individual  market  sector  goes  haywire— 
since  the  effect  on  your  total  portfolio  is  small,  you're  less  likely  to  panic.  Moreover, 
rebalancing  prompts  you  to  sell  some  of  a  category  that  has  had  a  run-up  (and  may  be 
overvalued)  and  buy  more  of  one  that  has  been  beaten  down  (and  may  be  under- 
valued). That's  contrary  to  human  nature  but  can  boost  returns. 

Proper  allocation  can  also  save  those  with  lump  sums  from  worrying  about  dollar- 
cost  averaging,  i.e  ,  feeding  the  money  into  the  market  over  time.  With  allocation,  you 
can  pv'  a  large  chunk  of  money  to  work  right  away  and  still  sleep  at  night.  —LS. 


Fidelity's  "Funds  Manager"  program  offers  hands-off  man- 
agement on  amounts  as  low  as  $50,000.  But  the  advisory  fee  is  a 
steep  1.1%  (plus  fund  fees)  on  such  small  accounts,  although  you 
could  do  worse.  Investors  are  grouped  with  others  in  the  same 
category — growth,  aggressive  growth,  income,  etc. — and  assets 
are  invested  in  Fidelity  and  n^  Irlity  funds.  This  is  something 
of  a  cookie-cutter  approach,  but  ^  .ai's  true  of  most  options  offered 
those  with  less  than  millions  to  invest. 

If  you  don't  need  to  turn  over  all  management  of  your  money, 
many  providers  are  happy  to  give  advice  and  a  plan — either  free 


or  for  a  fee — that  you  implement  and  monitor.  Although  func 
houses  often  offer  only  their  own  products,  fee-only  planners  cas 
a  wider  net.  For  example,  Lewis  and  Karen  Altfest,  well-knowi 
New  York  fee-only  planners,  offer  4,000  funds;  they  also  can  pro 
vide  annual  or  as-heeded  checkups  for  as  little  as  $500. 

Whatever  the  level  of  service,  you  will  typically  be  given  a  ques 
tionnaire  to  assess  your  needs  and  risk  tolerance.  All  the  provider 
we  spoke  with,  even  no-frills  Vanguard,  will  talk  you  through  thii 
process  if  you  hate  filling  out  forms.  From  this  comes  your  asset  al 
location  and  investment  recommendations  (see  box). 

Our  advice:  Pay  only  for  as  much  hand-holding  as  you  needi 

and  try  to  do  it  hourly  rather  thai 
as  an  ongoing  charge  to  assets.  Bet 
ter,  if  necessary,  to  pay  a  fee-onl 
planner  $200  an  hour  to  help  yor 
make  appropriate  low-cos 
choices — even  if  it  means  havin 
that  person  help  you  make  phom 
calls  or  evaluate  returns — ^than  to  ac 
cept  layers  of  fees  constantly  nibblin; 
away  at  your  assets. 

While  evaluating  options,  don 
overlook  one  of  the  best  for  thi 
fixed-income  part  of  your  portfolio 
TreasuryDirect.  For  no  more  tha. 
$25  a  year,  you  can  join  400,00i 
other  investors  who  hold  $60  billio: 
of  Treasury  securities  directly,  in 
eluding  the  usefiil  inflation-indexe 
bonds  known  as  TIPS.  Once  you  ma 
in  the  initial  (simple)  paperworl 
you  can  buy  securities  online  or  ov( 
the  phone  at  periodic  auctions,  wit 
payments  deducted  from  or  credite 
to  your  bank  account.  (You  put  in 
"noncompetitive  bid,"  but  get  th 
same  price  as  the  average  successfi 
bid  from  the  pros.) 

Interest  paid  on  Treasurys  is  o 
empt  from  state  (but  not  federa 
taxes,  which  boosts  returns  in  higl" 
tax  areas  like  New  York  City  and  Ca 
ifornia.  And  whereas  some  munic 
pal  bonds  cause  Alternati> 
Minimum  Tax  trouble,  Treasurys  actually  help  avoid  it,  becaui 
state  taxes  are  a  major  source  of  AMT  problems.  (For  more  infoi 
mation,  call  1-800-722-2678  or  see  www.treasurydirect.gov.) 

As  for  Rittenhouse?  Based  on  this  information,  she's  consi( 
ering  a  basket  of  Vanguard  super-low-fee  index  fiands  (available  1 
those  with  accounts  exceeding  $250,000)  for  retirement  plannin 
plus  some  low-cost  bond  funds  or  Treasurys  to  pay  the  a{ 
proaching  coUege  tuition.  She  might  also  hire  a  planner  to  bi 
her  at  intervals  to  evaluate  and  rebalance:  "Women  tend  to  tal 
care  of  others  first,  and  this  is  not  something  I  want  to  forget." 
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GAME  PLAN 


(ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  the  end,  the  team  with  the  most  runs,  not  ho 


me  runs,  wins.  That's 


been  our  game  plan  at  PSEG  for  one  hundred  years.   Our  corporate 


style  is  to  stick  to  what  we  know  best.  We  go  for  singles  and  doubles 


Rather  than  swing  for  the  fences.  Besides,  our  portfolio  of  bu 


sinesses 


gives   us   a  balanced   lineup   of  performers,   including   a  New  Jersey 


utility,    a   Northeast   generating   company   and   other   energy   related 


businesses.   And   as   our  overall   earnings   record   suggests,   gooc 


things  happen  when  you  cover  all  the  bases. 


PSEG 

We  make  (kings  viork  for  you. 


'www.pseg.com 
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Buying  all  of  your  property/casualty  policies  from  the  same 
carrier  is  simpler — and  maybe  cheaper — than  buying  from  a 
hodge-podge  of  different  carriers.  By  Carrie  Coolidge 


One -Stop  Shoppin 


A  neighborhood  kid,  scrambhng  to  catch  a 
football,  crosses  onto  your  property  and 
slams  into  the  car  parked  in  your  driveway. 
He  suffers  a  spinal  injury  and  permanent 
nerve  damage. 
You  are  the  target  of  a  lawsuit.  But  you're  insured,  right? 
Um,  not  quite.  Your  homecv.Tier's  policy  excludes  any  lia- 
bility related  to  an  auto.  Your  auto  policy,  with  a  different 
carrier,  doesn't  apply  because  your  car  was  neither  in  mo- 
tion nor  parked  on  a  public  road.  "It  is  very  easy  to  have  a 
gap  in  coverage,"  laments  independent  insurance  agent 
Rodney  Leavitt  of  Las  Vegas'  Leavitt  Insurance  Agency. 

There's  a  cure  for  this  kind  of  problem,  and  it  is  analo- 
gous to  the  cure  that  big  industrial  companies  have  applied 
to  their  cost  problems:  Cut  down  on  the  number  of  sup- 
pliers. General  Motors  gets  efficiencies  by  having  fewer  com- 
panies selling  it  parts.  See  if  you  can  do  the  same  with  prop- 
erty/casualty insurance.  (Life  insurance  has  different 
considerations,  so  we  won't  deal  with  it  here.)  With  one 
carrier  handling  auto,  homeowner  and  umbrella  policies,  it 
is  much  less  likely  that  you  will  fall  victim  to  buck-passing. 
If  you  are  going  to  buy  all  of  your  eggs  from  one  bas- 
ket, make  sure  that  basket  is  sound.  Select 
one  of  the  biggest  providers  and  make  sure 
its  financial-strength  rating  is  top-notch,  as 
measured  by  Standard  &  Poor's  or  A.M.  Best 
(a  or  better).  You  are  paying  for  comprehen- 
siveness and  convenience.  By  buying  all  your 
property  and  liability  insurance  policies  from 
the  same  company,  you'll  enjoy  the  simplicity 
of  dealing  with  one  agent,  receiving  one  bill, 
and  (unless  that  company  is  inept)  having  to 
ii';ii.     '...r  only  one  renewal  date. 

:.  Iv,  insurers  love  multiline  policy- 
holders. As'dc  firom  the  extra  premium  income 
these  custon.  '^ring,  this  statistics-happy  in- 
dustry has  dis..  )■,  .i  cd  that  such  folks  are  better 
risks.  "They  tend  to  h3\  c  Tower  claims,"  sa)'s 
Loretta  Worters,  vice  president  at  the  Insur 
ance  Information  Institute. 


For  policyholders,  though,  is  one-stop  shopping  cheapei 
There's  no  quick  answer.  Costs  and  coverage  terms  vary  fron 
company  to  company  and  from  state  to  state.  True,  you  ma 
put  together  cheaper  individual  policies  from  smaller  insurj 
ers,  whose  premiums  you  can  suss  out  via  the  Web.  On 
good  site  is  www.insweb.com.  Still,  going  with  a  big  insure 
for  everything  often  outweighs  the  smorgasbord  approacl 

Reason:  discounts.  An  insurer  cuts  its  marketing  cosi 
(as  a  percent  of  premium  revenue)  when  it  sells  multipl 
policies  to  one  customer.  As  an  inducement  to  you  to  d^ 
business  this  way,  it  will  often  pass  along  some  of  the  sav 
ings  in  the  form  of  discounts  on  multiple-policy  pur| 
chases.  Among  the  bigger  insurers  offering  such  discount 
are  Met  Life,  Hartford,  State  Farm  and  Farmers  Group. 

Hartford  Property  &  Casualty,  for  example,  will  disi 
count  its  auto  and  homeowner's  policies  up  to  15"/ 
(depending  on  your  state)  when  you  buy  both.  You  caii 
get  another  5%  discount  after  insuring  with  the  compan 
for  five  years.  For  maintaining  a  good  driving  record  fo 
five  years,  a  Hartford  policyholder  can  take  an  addition£ 
5%  discount  on  an  auto  policy,  says  Jonathan  Bennett,  th 
company's  senior  vice  president  of  personal  lines.         I 
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N/bdka  In  The  World. 

h  1998.  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind  taste  test 
f  more  than  40  vodkas. They  awarded  points  based  on  smoothness,  nose, 
nd  most  importantly,  taste.  Of  all  the  vodkas.  Grey  Goose*  Vodka 
merged  victorious,  receiving  96  points  out  of  a  possible  1 00. 

I  Dunded  in  1981,  the  Beverage  Testing  Institute  conducts  tests  in 
j  specially  designed  lab  that  minimizes  external  factors  and 
I  laximizes  panelists'  concentration. The  Institute  selects 

dges  based  on  their  expertise,  and  its  tasting  and 

Coring  procedures  are  widely  praised  as 

le  best  in  the  industry. 


Vodka 

GREY  GOOSE  VODKA 
Canadian  Iceberg  Vodka 
Stolichnaya  Gold  Vodka 
Staraya  Moskva  Premium 
Van  Hoo  Vodka 
Stolichnaya  Vodka 
Tanqueray  Sterling  Vodka 
Rain  1995  Harvest  Vodka 
Ketel  One  Vodka 
Wyborowa  Vodka 
Kremlyovskaya  Vodka 
Finlandia  Vodka  of  Finland 
Alps  French  Vodka 
Skyy  Vodka 
Original  Polish  Vodka 
Glenmore  Special 
Fleischmann's  Royal  Vodka 
Mr.  Boston  Vodka 
Pole  Ster  Vodka 
Luksusowa  Potato  Vodka 
Absolut  Vodka 
Cardinal  Vodka 
Barton  Vodka 
~arclav's  Vodka 
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Allowance 


When  you  were  young,  luck  always  seemed  to  be  on  your  side.  Not  a  care  in  the  world.  E 
some  preparation.  Say  with  life  insurance,  disability  income  protection  or  a  retiremen 

Suddenly,  life  can  become  a  lot  less  worrisome  and  a  lot  m( 

Retirement  Services/401(k)Plans*Life  lnsurance>Disability  Income  Insurance 

'^tOOS  Massachusstts  Mutual  Ue  Insurance  Co.  (MassMulual),  Springfield,  MA  01 1 1 1 ,  Secunties  products  and  services  offered  through  MML  Investor; 


Pension 


got  extra  responsibilities.  More  things  to  worry  about.  So  consider 
investments  managed  by  our  affiliate  OppenheimerFunds,  Inc. 
n't  predict.  You  can  prepare? 

ice.Annuities'Trust  Services-OppenheimerFunds/lnveslttienls«For  our  nearest  office,  contact  massmutual.com 

iubsidiary.  member  SIPC,  and  OppenheimerFunds  Distributor,  incJrust  services  are  offered  through  The  MassMutual  Trust  Company,  FSB. 


SMassMutual 
FINANCIAL    GROUP«> 


OppenheimerFunds* 

The  Right  Way  to  Invest 


When  it  comes  to  taxes,  the  poUticians  have  t^ken  leave  of  their 
senses,  so  keep  yours.  By  Janet  Novack  


Nine  Steps . 


I 


Every  a .    ^  ■   •  . , :  t  has  tales  to  tell  of  taxpayers  who 
niaktetl.  'vcs  more  complicated  and  their 

tax  pre;  ^lls  bigger  than  need  be:  the 

doctor  with  50  iunited  partnerships;  the  busi- 
nessmar.  who  writes  hundreds  of  checks  (each 
one  technically  a  sale'  -i  his  short  term  bond  fund;  and  all 
those  folks  saving  rea::      for  deduction^  they'll  never  get. 
Yes,  tax  complexity  i      ongress'  fault.  !>iit  since  our  lead- 


ers have  forsaken  common  sense,  it  behooves  ordinary  fol 
to  use  some.  In  a  tax  code  contorted  by  phaseouts,  clawbac 
and  the  Alternative  Minimum  Tax,  not  every  supposed  bre 
is  worth  claiming — or  even  available  as  advertised.  And  r: 
every  investment  looks  as  good  when  you  consider  the  t 
hassles  it  can  cause.  Here  are  nine  tips  for  restoring  a  set 
blance  of  sanity  to  your  taxes: 

1)  Forgo  miscellaneous  itemized  deductions.  "People  feel  go 
when  they  see  these  deductions  on  the  return,  but  few  benefi 
says  Phoenix  CPA  Edward  Zollars.  Why?  You  can  dedi 
employee  business  expenses,  investment  expenses,  tax-pi 
fees  and  the  like  only  to  the  extent  they  exceed  2%  of  yc 
adjusted  gross  income,  and  they  aren't  allowed  at  aU  in  I 
AMT,  which  the  Tax  Policy  Center  projects  wiH  hit  55%  of  t; 
payers  with  income  between  $200,000  and  $500,000  on  2C 
returns.  Sometimes  Zollars  humors  clients:  "If  they  shove  a  s 
deposit  box  bill  across  the  table,  I  put  it  on  the  return.  Bu 
won't  help."  So  save  yourself  the  recordkeeping  hassle. 

2)  Ditto  medical  deductions.  Unless  a  taxpayer  is  in  assisted  I 
ing  or  a  nursing  home,  he  or  she  has  to  be  uninsured  or  pre 
sick  to  benefit  from  these;  they're  deductible  only  to  the  ext' 
they  exceed  7.5%  of  your  AGI,  or  10%  in  the  AMT.  "Pec 
come  in  with  a  stack  of  receipts  for  us  to  tally,  but  often  it 
comes  to  $1,000,"  sighs  Grant  Thornton  partner  Thon 
Ochsenschlager.  If  you  have  high  out-of-pocket  medical  b 
ask  your  employer  to  offer  a  flexible  spending  account 
which  you  divert  pretax  doUars  for  medical  expenses. 

Self-employed?  Consider  a  policy  with  low  deductibles 
of  2003,  100%  of  premiums  (up  to  net  earnings) 
deductible  "above-the-line" — meaning  this  break  ii 
snatched  away  by  the  AMT.  (Warning:  You  aren't  supposec 
take  this  if  you're  eligible  for  a  subsidized  health  plan  throi 
your  spouse's  employer.) 

3)  Pass  up  passthroughs.  Partnerships,  S  corps  and  ot 
"passthrough"  entities  don't  pay  taxes  but  do  fiinnel  tl 
income,  credits  and  complexity  directly  to  sharehold 
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IF  Wf  CAN'T 
AFFORP  THE 
SOLUTION. 


THEN  1 1  ':>  |\I1IT 


AsniUTION 


It  you  are  a  grcn\  ing  enterprise,  your  need  for  new  software  always  exceeds  your  budget.  Or  does  it? 
SAP  has  a  range  of  solutions  to  fit  any  size  business  and  any  budget.  Solutions  that  can  be  up  and 
running  quickly  -  even  in  a  matter  of  weeks.  And  since  they're  modular  and  based  on  an  open 
platform,  they  can  grow  and  e.xpand  as  \ou  do.  SAP  has  over  30  years  of  experience  helping  busmesses 
of  all  sizes  solve  business  issues.  Affordably. 

THE  eEST-RUN  BySINESSES  HUN  SAP 


FOR  AN  OPPORTUNITY  TO  WIN  UN  ALL-EXPEAISE-PAiO  fRIP  TO  A  BUSINESS  HHANAISERIENT 
SEMINAR,  LOG  ON  TO  SAPXOffil/USA/AFFORDABLE  OR  CAil  888  582  1127 

S!»^!  f  ^  tl  '^  TJ'^fZf'^r""'^.  "^  '^''^^  "f^Tf^  "^  ®*^  "^  '"  °'™'"^  ='""  '"'"^^  ''^'  '«'"""^=-  '^'i'^'  «™«i"«  ^I-Necs  .0  specific  prajed  scope  a.d  other  factors 


returns.  Thus,  having  them  often  multiplies  tax-prep  fees — say,  for 
dealing  with  oil  well  depletion  on  a  half-dozen  state  returns.  This 
has  worsened  recently,  notes  CCH  Inc.  tax  analyst  John  W.  Roth, 
since  many  states  haven't  opted  into  new  federal  breaks  such  as 
bonus  depreciation,  meaning  different  sets  of  numbers.  Revenue- 
hungry  states  are  also  cracking  down  on  out-of-state  investors  who 
don't  file  returns. 

What's  more,  passthroughs  often  are  late  sending  out  K-1  returns 
detailing  reportable  items,  forcing  you  to  file  for  an  extension  or  file 
an  amended  return.  CPA  Douglas  Stives  says  his  Red  Bank,  N.J.  firm, 
the  Curchin  Group,  has  to  charge  at  least  $250  to  amend  a  return  for 
a  straggler  K-l.  Bottom  Hne:  Unless  you're  making  a  big  investment 
(at  least  mid-five  figures),  running  a  passthrough  yourself,  or  are 
investing  in  a  passthrough  that  does  business  in  just  one  state,  avoid 
this  cesspool. 

4)  Rationalize  securities  holdings.  "The  clients  who  pay  us  way  too 
much  are  the  ones  who  keep 
certificates  in  a  safe  deposit 
box  and  come  in  with  a  stack 
of  1099s,"  says  Stives.  Holding 
securities  through  a  brokerage 
or  fund  company  is  even  more 
of  an  advantage  since  the  2003 
tax  cut,  because  you  should 
get  a  consolidated  statement 
tallying  the  dividends  "quali- 
fied" for  the  new  top  15% 
rate.  (Warning:  Don't  borrow 
from  your  broker  in  a  margin 
account  or  you  might  lose  that 
lower  rate  on  some  dividends 
and  gain  a  lot  of  confusion. ) 

Tired  of  a  stock  you  pur- 
chased through  a  dividend 


"The  clients 
who  pay  us 
way  too  much 
are  the  ones  who 
keep  certificates 
in  a  safe  deposit 
box  and  come 
in  with  a  stack 
of  1099s." 
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reinvestment  plan?  If  you  sell  any  of  the  shares  sell  all,  unless  you 
want  to  get  into  a  real  tangle  figuring  its  cost  basis.  Also,  don't  write 
checks  on  a  short-term  bond  fund — each  one  is  a  sale  requiring  a 
separate  gain  or  loss  calculation. 

Finally,  PricewaterhouseCoopers  partner  Bernard  Kent  suggests 
small  investors  keep  direct  ownership  of  foreign  stock  modest  in 
order  to  report  foreign  taxes  of  less  than  $600  on  a  joint  return.  That 
way  you  can  claim  a  full  foreign  tax  credit  on  your  1040,  instead  of 
filling  out  the  nightmarish  form  1 1 16,  which,  besides  being  compli- 
cated, can  limit  the  benefit. 
5)  Estimate  estimated.  Some  taxpayers  demand  that  accountants  cal- 


check  from  your  own  corporation  or  have  a  flexible  employer,  yc 
can  have  extra  tax  withheld  from  your  paycheck.  That  helps  becau 
withholding,  even  on  Dec.  31,  is  credited  by  the  IRS  as  if  paid  equal 
through  the  year.  If  you  mtist  make  up  a  shortfall  with  your  fouri 
estimated  payment,  there  might  be  a  small  penalty  (really  just  inte 
est),  but  you  may  be  able  to  escape  it  by  filing  a  form  2210  showin 
for  example,  a  big  gain  at  year-end.  It's  often  cheaper  to  pay  tl 
penalty.  "People  freak  at  the  thought  of  paying  a  penalty,"  muses  Zc 
lars.  "They  think  they'll  be  hauled  off  to  jail." 
6)  Limit  noncash  charitable  contributions.  When  deducting  nonca: 
contributions  of  $500  or  more  a  year,  you  must  file  form  8283.  A  bi 
ger  burden  comes  if  you  donate  something  (other  than  public 
traded  stock)  or  a  group  of  similar  somethings  worth  more  thii 
$5,000.  In  this  case  you  must  get  a  written  appraisal.  So  if  you' 
donating  historical  photos  worth  about  $6,000  to  the  local  museui 
split  them  up  over  two  years,  suggests  Kent.  Or  claim  $5,000  to  avo 
the  hassle  and  expense  of  an  appraisal. 

7)  Don't  mix  borrowing  streams.  Whether  interest  is  deductil 
depends  on  what  you're  borrowing  for.  Consumption  isi 
deductible,  housing  is;  interest  on  a  loan  to  buy  tax  exemp 
isn't  deductible,  interest  on  a  loan  to  buy  taxable  bonds  ai. 
stocks  is,  but  only  to  the  extent  you  have  investment  incor 
taxed  at  ordinary  rates.  If  you  borrow  from  a  margin  accou 
and  use  the  money  for  a  variety  of  purposes,  you've  boug 
yourself  a  mess,  warns  Kent.  And  then  there's  your  hou:, 
Theoretically  you  can  borrow  up  to  $100,000  of  equity 
your  house  and  use  the  money  for  anything.  Soimds  simp 
but  in  the  AMT,  only  that  portion  of  the  $100,000  used  f 
home  improvements  is  deductible. 

8)  Forget  regular  aftertax  IRAs.  With  income  under  $150,0( 
you  and  your  spouse  can  each  put  $3,000  for  2003  into  a  Ro 
IRA,  where  it  grows  tax  free.  If  your  income  is  higher,  you  cai 
have  Roths,  but  you  can  fiand  ordinary  aftertax  IRAs,  whi 
merely  defer  tax.  Don't  do  it:  You'll  have  one  more  sm 

accoimt  subject  to  different  rules.  And  the  advantage  is  debatable 
earnings  will  eventually  be  taxed  as  ordinary  income  at  a  top  rate 
35%,  whereas  long-term  capital  gains  and  dividends  now  face  a  t 
tax  rate  of  just  15%. 

9)  Use  a  casino  player's  card— maybe.  If  you  win  more  than  $1,200 
video  poker  or  other  slots,  it's  reported  to  the  IRS  on  a  W2-G.  You  c 
deduct  gambling  losses  as  a  miscellaneous  itemized  deduction  to  t 
extent  of  your  winnings,  but  you're  supposed  to  keep  a  log  of  all  yc 
bets.  Modesto,  Calif  CPA  Michael  R.  Chambers  says  that  in  a  rea 
1 RS  audit  of  a  client  who  gambled  hundreds  of  thousands  at  the  sk 
the  agent  accepted  the  casino's  card  records  instead  as  proof  of  loss 
Warning:  This  can  backfire.  Casino  cards  will  show  added  small  w 


culate  estimated  quarterly  taxes  down  to  the  penny  lest  they  incur  an 

underpayment  penalty.  "I  shouldn't  say  this,  since  it's  a  good  revenue      nings  you  should  have  reported,  but  maybe  didn't — a  problem  if  y 

source  for  us,  but  it's  a  waste,"  says  Othsenschlager.  Remember      owe  AMT,  since  offsetting  losses  can't  be  deducted  in  AMT.  Wor 


there's  no  penalty  on  underpayments  less  dian  $1,000.  For  AGI  above 
$150,000,  there's  no  penalty  if  yo  've  prepaid  (through  withholding 
and  nearly  equal  quarterlies)  Wr  ^r%  ,3^  ^^  j  jqo/o  of  2002's  tax. 
(Under  $150,000  you  must  pay  1)1  ,  > 

Cupertino,  Calif,  tax  advi.scr  <  '  .,  doing  more 

detailed  calculations  near  the  end  i  v.  ,  1,, ,, 


<.c  ,1  pay- 


says  Roth,  is  that  some  states  tax  all  winnings  but  allow  no  dedi 
tions  at  all  for  losses.  He  recalls  an  elderly  Illinois  woman  who  gi 
him  her  casino  records  showing  $175,000  in  slot  machine  winnii 
and  slightly  more  in  losses.  When  he  told  her  she  had  $175,000 
extra  taxable  Illinois  income  but  no  deduction,  she  accused  him 
incompetence  and  stormed  out. 
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If  you've  invested 

^25,000  or  more 

in  a  mutual  fund  and  paid  an 
upfront  sales  charge,  you  could  be 
entided  to  a  breakpoint  refund. 

Mutual  funds  have  different  ways  of  charging  investors.  Some  funds  charge  an 
upfront  sales  fee  or  front-end  load.  Discounts  on  these  charges  are  regularly  offered 
for  larger  nnutual  fund  investments  -  usually  starting  at  $50,000,  but  sometimes  as 
low  as  $25,000.  An  NASD  investigation  has  determined  that  many  investors  have 
not  received  the  discounts  owed  to  them. 

Are  you  one  of  these  investors?  Ask  yourself: 

/  Have  I  purchased  a  mutual  fund  with  a  front-end  sales  load? 

/  Have  I  purchased  additional  funds  in  the  same  fund  family? 

/  Have  close  family  members  purchased  shares  of  this  fund  or  fund  family? 

/  Is  the  total  of  my  purchases  and  my  family's  purchases  together  greater  than  $25,000? 

If  a  discount  owed  to  you  was  never  paid,  NASD  requires  your  brokerage  firm 
to  refund  the  money  Contact  your  financial  advisor  if  you  think  you  may  be 
entitled  to  a  breakpoint  refund.  Or  visit  nasd.com  for  more  information. 


NASD's  mission  is  clear:  To  protect  investors  and  bring 
integrity  to  the  markets.  We're  the  world's  leading  private- 
sector  provider  of  financial  regulatory  services,  and  every 
securities  firm  doing  business  with  the  American  public  is 
a  member  of  NASD.  We  believ^  that  investor  education  is 
often  the  best  investor  protection.  For  more  information 
about  investing  and  the  marketplace,  you  can  read  our 
Investor  Alerts  online  at  nasd.com. 
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G  SUPPLIER 


Progress  Energy  may  be  a  young  com- 
pany, but  it  has  a  long  history  of  involve- 
ment in  supplier  diversity.  Created 
in  December  2000  following  the  completion 
of  Carolina  Power  and  Light  Company's 
(CP&L)  acquisition  of  Florida  Progress,  the 
parent  company  of  Florida  Power,  Raleigh, 
N.C.-based  Progress  Energy  is  a  diversified 
energy  company  at  No.  154  on  the  Forbes 
Super  500  list.  The  company  has  more  than 
23,000  megawatts  of  generation  capacity 
and  $8  billion  in  annual  revenues. 

The  two  electric  utilities  involved  —  since 
rebranded  as  Progress  Energy  Carolinas  Inc. 
and  Progress  Energy  Florida  Inc.  —  serve 
more  than  2.8  million  customers  in  North 
Carolina,  South  Carolina  and  Florida.  The 
company  also  has  nonregulated  operations 
covering  competitive  generation,  energy 
marketing,  natural  gas  production,  fuel  extrac- 
tion, rail  services  and  broadband  capacity. 

"CP&L's  involvement  in  promoting, 
advocating  and  facilitating  the  success  of 
diverse  businesses  dates  back  to  the 
early  1980s,  but  it  was  then  viewed  as  a 
part-time  responsibility  of  the  buyers 
within  the  company's  contracting  and  pur- 
chasing organizations,"  says  Thomas  Stith, 
Progress  Energy's  manager.  Supplier 
Diversity  &  Business  Development.  "The 
prcgrar  .  i'ecame  increasingly  formalized 
c'"-'    "  but  since  the  merger,  it 

has  accei..  .-i  tremendous  pace." 

The  nui .  qtory  The  company 

awarded  i    ■        i ,.-;         contracts  to 
minority-  anu  v..  d  business 

enterprises  (MWL  ^  ,j,  ,^,13,3  mil- 

lion in  2002  and  is    , ,  uack  to  swo?.^.?.  its 
$72.5  million  goal  foi    '  . 
"The  most  significant  factor  in  our  suc- 


cess in  developing  effective  work- 
ing relationships  with  qualified 
minority-  and  women-owned  busi- 
nesses has  been  the  commitment 
of  our  senior  management  across 
business  units,"  says  Brenda 
Castonguay,  Progress  Energy's 
senior  vice  president.  Administra- 
tive Services.  "This  year,  we  moved  to  insti- 
tutionalize the  supplier  diversity  program  by 
setting  targets  not  just  at  an  enterprise  level, 
but  also  at  the  level  of  some  50  business 
units.  This  has  pushed  ownership  of  the  pro- 
gram down  in  the  organization  and  greatly 
increased  participation  and  commitment." 

The  Supplier  Diversity  &  Business 
Development  organization  at  Progress 
Energy  identifies  MWBEs,  evaluates  their 
capabilities  and  advocates  for  their  inclu- 
sion in  Progress  Energy's  procurement 
process  and  business  plans.  Stith  says  the 
company  has  been  making  steady  progress 
in  expanding  MWBE  involvement  into  all 
parts  of  its  organization.  For  example,  the 
company  recently  made  large  awards  to 
minority-  and  women-owned  businesses 
in  several  nontraditional  areas  such  as 
investment  banking  and  fuel  purchases. 

Progress  Energy's  supplier  diversity  team 
has  recently  been  involved  in  the  selection 
of  several  MWBE  contractors  to  participate 
in  the  development  of  Two  Progress  Plaza, 
Progress  Energy's  mixed-use  building  project 
in  downtown  Raleigh.  Many  MWBE  con- 
tractor services  have  been  rendered, 
including  hauling  materials,  grading  the  site, 
creating  engineering  designs  and  installing 
the  structure's  concrete  framework.  One  of 
the  MWBE  contractors  on  the  project,  Bar- 
bara H.  Mulkey  Engineering,  has  provided 


schematic  site  design,  land  surveying, 
struction  drawings,  utility  coordinatior 
construction  administration.  The  10-ye« 
civil  engineering  consulting  firm  has 
employees  in  offices  in  Raleigh,  Chai 
and  Cary,  N.C.,  and  Columbia,  S.C,  a 
a  Certified  Women's  Business  Enter^ 
with  the  Women's  Business  Enteri 
National  Council. 

The  company's  supplier  diversity  e 
have  been  recognized  on  the  local,  region; 
national  level.  In  2002,  for  example,  Pro( 
Energy  received  a  national  award  fror 
Minority  Business  Development  Agen^ 
its  support  of  MED  Week  activities.  In ; 
CP&L  was  given  the  Regional  Corpor 
of  the  Year  Award  by  the  Carolinas  Mil 
Supplier  Development  Councils  for  its 
mitment  to  MWBE  utilization. 

"Progress  Energy  is  committe 
developing  successful  working  relf 
ships  with  qualified  minority-  and  wo 
owned  businesses,"  says  Bill  Cavan; 
chairman  and  CEO  of  Progress  Er 
Service  Company.  "We  believe  ther 
direct  correlation  between  strength! 
and  employing  MWBEs  and  suppc 
the  economic  growth  and  expansi 
the  communities  we  serve." 

S^  Progress  Enei 
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SOME  BELIEVE  GREAT  MINDS 
THINK  ALIKE. 

WE  HAPPEN  TO  BELIEVE  THEY 
THINK  VERY  OIFFERENTLY 


r' 


1BRACING 

'ERSIJYIN 

Ak. 

■RY  FACET 
miNESS.       I 

We  believe  our  collective  success  as  a  company  is  due  to  the  diverse  backgrounds  and  skills  of  our 
individual  employees.  That's  why  we  embrace  diversity  in  every  facet  of  our  business.  Each  of  our  employees 
participates  in  our  diversity  program  to  leam  about  our  broad  corporate  culture.  And,  through  our  Supplier 
Diversity  and  Business  Development  Program,  we  are  committed  to  supporting  and  benefiting  from  the 
services  of  minohty-  and  women-owned  businesses.  To  leam  more  about  us,  visit  progress-energy.com. 
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Leaving  your  money  to  your  heirs  in  trust  complicates  their  Hves 
Sometimes  it's  worth  it.  Sometimes  it's  not.  By  Ashlea  EbeHng 


Do  You  Tr  usi 

A  Trust  i 


Would  you  set  up  a  trust  to  pay  the 
future  wedding  expenses  of  a  6-year- 
old  grandchild?  How  about  a  dynasty 
trust  lasting  forever?  Or  an  "incentive 
trust"  that  pays  heirs  only  if  they  lead 
a  good  life?  Or  a  trust  to  care  for  your  cat? 

Other  folks  have.  Americans  have  gone  trust-happy. 
But  before  you  join  the  crowd,  ask  yourself  what  you 
want  a  trust  for  and  whether  you  can  accomplish  your 
aims  by  simpler  means. 

There  are  four  main  reasons  to  use  trusts:  to  save  on 
estate  taxes;  to  provide  for  your  children  if  you  and  your 

spouse  both  die;  to  pro- 


Kitty  sense:  If  you  must  create  a  cat  trust, 
at  least  don't  fund  for  all  nine  lives. 


tect  assets  from  your 
heirs'  creditors  and  ex- 
spouses;  and  to  maintain 
control,  after  your  death, 
over  the  behavior  of 
heirs.  Within  these  cate- 
gories there  is  a  wide 
range  of  necessity  for  a 
trust.  One  compelling 
case,  for  example,  is  pro- 
viding for  a  disabled 
adult  child  who  would 
be  disqualified  from 
receiving  government 
health  care  if  left  too 
much  in  assets  directly. 

Yet  even  if  you  do 
need  or  want  a  trust, 
you  c.Tn  b\iild  in  escape 
hatches  to  make  sure  it 
doesn't  become  an  ex- 


pensive pain  for  your  family.  The  thousands  you'll  pa 
lawyer  to  draft  a  trust  is  nothing  compared  with  the  c 
of  maintaining  it  for  decades,  particularly  if  you  nanr 
bank  or  other  institution  as  trustee.  Robert  Wolf,  a  tri 
and  estates  lawyer  in  Pittsburgh,  Pa.,  is  advising  a  cli 
to  terminate  a  $200,000  trust  held  at  a  bank  with  a  $5,i 
minimum  annual  fee  for  administration  and  investm 
services.  Shop  around — fees  vary  widely,  particularly 
small  trusts. 

Aligned  Partners  Trust  Co.  in  Pittsburgh  charges  a 
fee  on  the  first  $1.5  million  and  normally  has  a  $1, 
annual  fee  minimum.  But  it  will  manage  a  $50,000  ti 
for  a  minor  for  only  $500  a  year.  Why?  Investing 
money  is  easier  than  handling  payout  requests  from  a( 
beneficiaries,  explains  President  John  Shaffer.  And  m 
sure  you  uncover  all  the  fees.  Some  banks  or  brokers  ir 
on  using  their  own  high-cost  mutual  fixnds.  Aligned 
contrast,  doesn't  run  its  own  funds  and  applies  any  cc 
missions  it  receives  on  your  funds  to  reduce  its  own  f 

One  smart  move  is  to  put  into  your  trust  a  provi; 
allowing  the  beneficiary  to  replace  one  corporate  tru 
with  another.  That  gives  him  leverage  to  negotiate  lo 
fees.  Another  approach  is  to  name  a  relative  or  frieni 
trustee.  But  remember,  that  amateur  trustee  will  hav 
file  a  trust  income  tax  return  (or  pay  a  CPA  to  do  it),  in 
the  assets  (or  hire  a  financial  adviser)  and  understand 
arcane  tax  consequences  of  distributions,  warns  Ro' 
Connolly,  a  lawyer  with  brokerage  A.G.  Edwards  ir 
Louis.  "A  family  member  can  do  it  for  nothing,"  he  .< 
"but  what's  family  harmony  worth?" 

Yes,  it  can  get  ugly.  A  trustee  is  supposed  to  turn  di 
requests  that  don't  conform  with  the  trust  docum 
Richard  Nenno,  trust  counsel  at  Wilmington  Trust 
estimates  that  10%  to  15%  of  beneficiaries'  for 
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While  your  Financial  Advisor  can  now 
tap  into  resources  around  the  world, 

important  decisions  will  still  be  made  in  the  same  place: 


Today's  investor  has  more  complex  needs 
than  ever  before.  And  your  Financial 
Advisor  is  better  equipped  than  ever  to 
provide  the  kinds  of  solutions  necessary  to 
address  the  intricacies  of  your  financial 
situation.  But  we  never  forget  it's  still 
about  two  people  working  together:  you 
and  your  Financial  Advisor. 

You  used  to  know  us  as  PaineWebber. 
Now,  as  part  of  one  of  the  world's  leading 
wealth  management  firms  and  backed 
by  a  top-ranking  investment  bank  and"  a 
premier  global  asset  manager,  your 
Financial  Advisor  has  access  to  a  vast  array 
of  resources.  Like  structured  products, 
alternative  investments  and  professionally 
managed  funds,  and  research  with  a 
significantly  broadened  global  reach. 

With  the  expanding  resources  we  now  have 
to  offer,  your  Financial  Advisor  has  an  even 
greater  ability  to  deliver  strategies  and 
opportunities   to   assist   you    in    pursuing 


your  individual  goals.  Whether  it's  planning 
for  retirement  or  a  college  education,  or 
sophisticated  solutions  like  specialized 
lending  products  or  equity  risk  management, 
we  can  help  you  get  where  you  want 
to  be. 

And  while  a  lot  may  have  changed,  one 
thing  hasn't.  And  that  is  the  committed 
relationship  between  you  and  your 
Financial  Advisor.  A  relationship  built  on 
listening,  understanding  your  individuality 
and  finding  customized  investment 
solutions  tailored  to  your  financial  goals. 
For  we  know  that  it  is  through  this  kind 
of  dialogue  that  we  can  help  you 
make  the  appropriate  financial  decisions, 
with  confidence. 

Our  Financial  Advisors  are  excited  about 
the  resources  they  now  have  available 
to  them. 

We  think  you  will  be,  too. 


iBS  Financial  Services  Inc. 


UBS  "^^'* 


Management 
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requests  for  money  are  denied. 

So  make  sure  your  lawyer  drafts  carefully  and  that  you  leave 
clear  guidelines  on  how  openhanded  the  trustee  should  be.  New 
York  lawyer  Edward  Schlesinger  has  clients  fill  out  a  200-ques- 
tion  form  to  determine  their  intent.  One  client  told  Schlesinger 
he  wanted  his  widow  to  have  money  fi-om  her  trust  for  capital 
expenses.  "Like  an  airplane?"  Schlesinger  asked.  "Buy  her  two," 
the  client  answered.  Without  that,  she  might  have  had  to  fly 
commercial. 

Don't  be  too  quick  to  set  up  a  dynasty  trust,  one  that  goes  on 
forever.  Such  trusts,  traditionally  barred  by  common  law,  are 
now  allowed  in  16  states.  For  a  small  trust  the  total  fees  over  the 
decades  could  be  horrendous,  and  it  isn't  certain  these  trusts 
work,  as  advertised,  to  avoid  estate  and  gift  taxes.  Also  consider 
giving  the  trustee  or  a  trust  protector  (someone  appointed  to 
look  over  the  trustee's  shoulder)  explicit  permission  to  end  a 
dynasty  or  any  other  trust  that  has  gotten  too  small. 

Here  are  other  ideas  to  Umit  trusts  and  trust  hassles. 

Bypass  the  bypass 

A  bypass,  or  credit  shelter  trust,  is  a  widely  used  device  designed 

to  preserve  the  exemption  from  estate  tax  of  the  first  spouse  to 

die,  without  leaving  the  survivor 

broke.  At  the  death  of  the  first  spouse 

(let's  say  the  husband),  the  amount 

exempt  from  estate  tax  goes  into  a 

trust  that  pays  income — and,  if  need 

be,  principal — to  his  widow.  At  her 

death,   what's   left   in   the    trust 

bypasses  her  estate  and  goes  directly 

to  the  kids. 

With  the  estate  tax  exemption 
rising  from  $1  million  per  person  this  year  to  $1.5  million  in 
2004,  $2  million  in  2006  and  $3.5  million  in  2009,  fewer  couples 
will  need  these  trusts;  the  survivor  may  be  able  to  pass  on  all  the 
couple's  wealth  untaxed  using  only  her  own  exemption.  Such 
simple  techniques  as  periodic  gifts — ^you  can  give  $1 1,000  annu- 
ally to  any  other  individual,  free  of  gift  tax — can  quickly  reduce 
your  estate,  particularly  if  you  have  lots  of  grandkids.  You  can 
also  pay  anyone's  medical  or  school  bills  directly  without  eating 
into  your  exemption. 

If  the  value  of  your  combined  estate  is  on  the  cusp,  consider 
creating  an  empty  bypass  trust  in  your  will  and  leaving  every- 
thing to  your  spouse.  She'll  have  nine  months  after  your  death  to 
decide  whether  to  "disclaim" — or  give  up — assets  to  fund  the 
trust.  (Warnios:  The  surviving  spouse  has  to  be  careful  not  to 
use  any  .ucf  :  '  •  :  .;;  she  plans  to  disclaim.)  Or  you  can 
include  a  pi  a  ill  that  funds  the  trust  only  with 

the  amount  in  c  j  viving  spouse's  exemption  and 

let  the  trustee  decide  v/nethfi  'o  keep  the  trust  or  to  end  it  and 
hand  the  funds  to  the    v  pouse.  (Neither  strategy  is 

advisable  if  you  arc  on  yoi..  ...  >,id  marria;;.>  and  the  uhimate 
beneficiaries  of  the  bypass  trust  .ire  suppv  vi  to  be  the  kids  ft-om 
your  first  marriage.) 


Trust  Me 

•  to  save  estate  taxes 

•  to  protect  orphaned  minors 

Trust  Me  Not 

•  to  last  forever 

•  to  care  for  a  cat 


Own  insurance  directly 

It's  common  to  set  Up  a  trust  for  the  kids  owning  insuranct 
your  life  and  to  pay  the  premiums  using  your  $11,000  am 
gifts.  At  your  death  the  money  passes  outside  of  your  estate, 
to  make  this  work  you  must  give  aU  beneficiaries  a  letter  (knc 
as  a  Crummey  letter,  after  a  court  case  allowing  this  technic 
granting  them  the  right,  for  at  least  30  days,  to  withdraw  t 
$11,000.  A  simpler  alternative,  which  trusts  lawyer  Step 
Leimberg  of  Bryn  Mawr,  Pa.  has  used  with  his  own  daughtei 
to  give  the  kids  $1 1,000  each  and  let  them  decide  if  they  war 
buy  insurance  on  your  Ufe. 

Educate,  ttien  liquidate 

If  your  main  objective  is  to  make  sure  all  the  grandkids 
afford  the  college  of  their  choice — a  common  goal — creat 
educational  trust  that  terminates  when  the  youngest  hits  2'. 
that  point  the  money  is  divided  among  them  and  the  trvj 
fees  end.  Or  fund  a  529  college  savings  plan  now  for  ( 
grandchild.  (Think  carefully  about  who  is  fisted  as  the  "ow 
of  the  account,  since  that  person,  who  coxild  in  some  case 
the  child  himself,  can  pay  a  tax  penalty  and  withdraw 
money  for  noneducational  purposes.) 

For  minors,  a  custodial  account — under 
Uniform  Transfers  (or  Gifts)  to  Minors  Act 
another  good  trust  alternative,  says  Laurie  H; 
trusts  lawyer  with  Palmer  &  Dodge  in  Bos 
Instead  of  setting  up  a  minor's  trust  under  ] 
will,  provide  that  the  money  is  put  into  an  U 
account,  with  the  custodian  of  the  account  dis 
uting  cash  as  needed  for  the  child's  support, 
that  the  child  gets  control  of  what's  left  at  the  a; 
majority  (usually  18  or  21)  in  the  state  when 
account  is  set  up.  (In  California  and  Pennsylvania  you 
extend  it  to  age  25.) 

Annuitize 

If  you  simply  don't  want  too  much  money  in  your  heirs'  h 
all  at  once,  consider  an  annuity.  Your  estate  executor  ca 
instructed  to  buy  an  annuity  that  spreads  out  income  over 
number  of  years  or  the  rest  of  your  child's  life  (with  s 
remainder,  if  she  dies  prematurely,  going  to  her  heirs). 

Find  a  pet  lover 

Believe  it  or  not,  16  states  explicitly  allow  pet  trusts.  If  you 
have  a  cat  trust,  don't  fund  for  all  nine  lives — in  most  stJ 
court  can  reduce  the  amount  in  the  trust  if  it's  excessive, 
suggestion:  Leave  a  bequest  to  a  friend  who  agrees  to  take  a 
your  pet.  Or  use  a  not-for-profit  program  such  as  the  Texas 
Veterinary  College's  Stevenson  Companion  Animal  Life- 
Center.  In  return  for  an  "endowment"  Stevenson  carf 
orphaned  pets — which  have  included  a  goat — in  high  st^ 
50-year-old  can  assure  lifetime  care  for  a  cat  by  contrib 
$30,000  now.  Some  portion  is  deductible,  so  Stevenson  sa^ 
•  our  tax  adviser. 
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A  Wide  World 

Of  Investment 

We  set  five  professional  investors  to  look  for  investments  from  around  the  world  thj 
would  prove  rewarding  well  into  2004.  As  these  investors  metaphorically  traverse 
the  globe,  certain  themes  became  apparent.  The  metric  of  choice  for  this  bunch,  wh 
head  funds  running  the  gamut  ft-om  large-cap  value  to  an  emerging-markets  hed^ 
vehicle,  was  return  on  equity — no  recently  faddish  measures  like  enterprise  value  t 
cash  flow.  They  found  plenty  of  opportunities  to  see  profits  relative  to  investe 
capital,  but  these  were  concentrated  in  a  few  industries:  financials,  pharmaceutica 
and,  interestingly,  technology.  By  Mitchell  Marti 


Our  five  virtual  travelers  are  Caesar  Bryan, 
manager  of  the  Gabelli  International 
Growth  Fund  and  Gabelli  Gold  Fund; 
David  Halpert,  managing  partner  at 
Prince  Street  Capital  Management,  which 
runs  an  emerging- markets  hedge  fund;  Ross  Margolies, 
manager  of  the  Salomon  Brothers  Capital  Fund;  Ronald 
Saba,  principal  at  NorthRoad  Capital  Management;  and 
Wendy  Trevisani,  an  associate  portfolio  manager  at 
Thornburg  hivestment  Management  in  Santa  Fe. 

JAPAN  After  more  than  a  decade  of  torpor  in  Japan,  are 
there  bargains  to  be  had?  Saba  thinks  not.  NorthRoad 
looks  for  investments  with  a  return  on  equity  averaging  at 
least  10%  over  the  past  five  years,  he  says,  and  that  nar- 
rows Japan  down  to  a  handful  of  big  companies. 

Trevisani,  who,  like  Saba,  is  a  value-based  investor,  gen- 
tly interjects:  "Will  you  buy  things  based  on  potentially 
improving  ROEs,  like  some  of  die  regional  banks  in  Japan?" 
"The  answer  is  no,"  says  Saba.  "If  they  applied  world  stan- 
dards to  writing  off  bad  loans,  they'd  ail  be  insolvent.  Every 
bank,  ever/  insurance  conxpany,  every  trust  company." 

While  nobody  disagrees  about  die  parlous  state  o^  die 
country's  economy,  Trevisani  says  she  also  owns  exporters, 


with  revenue  sources  far  away  from  Japan.  Canon  a: 
Toyota  are  two  examples,  she  says:  "Toyota  is  a  compa 
that  is  gaining  share  and  has  industry-leading  margins." 
the  U.S.,  she  adds,  "we  talk  about  the  Big  Three.  In  a  f 
years  you're  going  to  hear  of  Toyota  being  another." 

"Honda  being  another,"  Halpert  chimes  in. 

Saba  allows  that  Toyota  and  Honda  are  "good  opei 
tors,"  but  he  is  wary  about  auto  companies  anywhe 
"We  do  own  two  stocks  in  Japan.  Canon  is  one.  The  otl 
is  Kao,  the  consumer  goods  company."  Its  ROE  has  be 
above  13%  in  the  past  three  years,  and  that  with  no  de 

Venturing  into  the  sphere  of  smaller  compani 
Bryan  offers  Nakanishi,  which  collects  revenue  of  $1 
million  a  year  from  dental  equipment.  It  has  a  20%  sh; 
of  its  global  market.  The  stock  has  roughly  doubled  in  t 
past  year  but  still  trades  below  18  times  last  year's  ear 
ings.  "So  that's  a  small-cap  stock,  globally  competiti 
reasonably  priced  and  with  a  great  balance  sheet,"  Bry 
says.  His  other  Japanese  growth  pick  is  Index  Corp.,  a  pi 
lisher  that  provides  Internet  content  to  mobile  phon 
It's  pricey  at  100  times  trailing  earnings,  but  Bryan 
expecting  huge  growth  that  brings  it  down  to  51  tin 
forward  profit.  "Sixty-five  million  people  in  Japan  hi 
Internet-capable  cell  phones,"  he  says. 
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lesar  Bryan 


David  Halpt-i  I 


Ross  Margolies 


Ronald  Saba 


Wendy  Trevisani 


iCHNOLOGY  Margolies  gets  everyone's  attention  when  he 
iggests  a  pseudo-China  play:  "I'll  give  you  my  favorite  Chi- 
;se  stock:  SCom."  This  is  a  U.S.  networking  equipment  com- 
iny,  the  coulda-been  Cisco.  Margolies  says:  "It  has  a  lot  of 
sh  on  the  balance  sheet  [$1.5  billion],  very  little  debt,  and 
ey  realized  that  they'd  lost  the  battle  with  Cisco,  but  they 
d  have  a  lot  of  valuable  assets."  To  Margolies  these  are  dis- 
bution,  brand  name,  market  presence  and  a  huge  patent 
)rtfolio.  So  3Com  is  teaming  up  with  the  leading  Chinese 
;tworking  company,  Huawei.  "Of  all  my  technology  stocks, 
s  really  the  only  one  that  I've  added  in  the  last  one  to  two 
onths,"  Margolies  says.  "You're  not  paying  that  much  above 
sh" — the  market  cap  is  $2.7  billion — "for  what  could  be 
le  of  the  larger  networking  companies  down  the  road." 
If  3Com  was  a  stage-managed  surprise,  Trevisani's  tech 


suggestion,  Samsung  Electronics,  is  not.  The  company,  which 
has  been  making  strides  in  the  cell  phone  handset  market, 
according  to  Trevisani,  has  been  a  favorite  of  portfolio  man- 
agers for  years.  You  would  think  it  should  be  fully  valued.  Not 
so,  she  says,  "it's  extremely  cheap."  It  trades  at  ten  times  trail- 
ing earnings. 

Cheaper  still,  says  Halpert,  are  Samsung's  preferred  shares. 
They  trade  at  more  than  a  50%  discount  to  the  common.  The 
preferred,  which  carries  the  same  dividend  as  the  common, 
yields  2.3%,  twice  the  return  of  the  regular  shares.  Adds 
Trevisani:  "People  always  focus  on  the  aspect  of  Samsung  that 
isn't  doing  well.  When  DRAM  [memory]  is  doing  poorly, 
everyone  thinks  they're  a  DRAM  manufacturer.  Yet  they're  one 
of  the  only  companies  that  made  money  during  that  whole 
debacle." 
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COMMODITIES  All  five  of  our  participants  think  that  a  little  infla- 
tion in  the  world  would  be  a  good  thing,  which  could  augur  well 
for  commodities.  Bryan,  who  runs  a  gold  fund,  notes  that  the 
metal,  even  after  a  good  run  this  year,  is  trading  below  the  $400 
level;  it  hasn't  traded  above  that  mark  in  almost  a  decade.  (See 
story,  p.  250.)  Having  failed  to  reward  investors  for  a  long  time, 
gold- mining  stocks  trade  at  the  same  low  valuations  as  commod- 
ity producers.  Bryan  feels  they  have  room  to  rise  even  if  the  gold 
price  doesn't  move  much. 

He  likes  Harmony  Gold  Mining,  a  Soudi  African  company  that  has 
recently  lagged  competitors  because  it  is  based  in  a  strong-currency 
economy,  making  its  operating  costs  relatively  high.  "I  sincerely  hope 
that  the  managers  of  the  South  African  economy  take  it  upon  them- 
selves to  reduce  interest  rates  sufficiently  to  wetiken  their  currency 
and  make  their  exports  more  competitive,"  Bryan  says.  Harmony 
would  be  a  beneficiary  of  that,  he  believes.  "I  think  the  company  has 
pretty  decent  management  and  a  great  balance  sheet." 

Another  one  he  likes  is  the  Canadian  Agnico-Eagfe  Mines.  It  has 
had  operating  issues,  but  its  assets  would  make  it  attractive  to  an- 
other large  company  if  the  incumbent  managers  can't  fix  it. 

Irevisani  likes  Russia's  Norilsk  Nickel,  "an  extremely  low-cost 
producer  of  nickel,  of  which  the  by-products  arc  palladium  and 
platinum."  Prices  of  both  those  precious  metals  have  been  rising. 
Norilsk  produces  a  fifth  of  the  world's  nickel,  a  big  component  of 
stainless  steel. 


HEALTH  CARE  Saba:  "Glaxa  is  trading  at  very  good  valuations  h 
the  U.K.,  probably  sustainable  ROE  well  north  of  25%."  Glaxo : 
on  track  for  a  good  year  after  three  poor  ones  that  followed  th 
agglomeration  of  Glaxo  Wellcome  and  SmithKline  Beecharr 
Likewise,  Merck  has  had  "short-term  issues"  (like  expirin 
patents  and  competition  for  its  anticholesterol  drug)  but,  at  1 
times  trailing  earnings,  hasn't  been  this  cheap  since  1994. 

Trevisani  owns  Gedeon  Richter,  a  Hungarian  pharmaceuti 
cals  maker.  "They  sell  a  lot  into  Russia  and  the  former  Sovie 
states — a  high-quality,  low-cost  manufacturer.  As  per  capit 
income  increases,  there's  a  higher  demand  for  quality  pharma 
ceuticals."  Richter  goes  for  16  times  traihng  earnings. 

FINANCIALS  Saba  proposes  Fannie  Mae.  It's  "dirt  cheap,"  he  says,  i 
ten  times  earnings  and  offers  a  return  on  equity  in  the  25%  rang< 

But  what  about  the  U.S. -government-backed  mortgag 
lender's  accounting  practices? 

"That  always  comes  up,"  Saba  says.  "I've  been  in  this  busi 
ness  20  years,  and  it's  always  the  recurring  thing  about  Fanni 
Mae.  People  say,  'Well,  its  capital  is  too  low.'  Its  capital  can  b 
low  because  its  loan-loss  experience  is  minuscule.  You  have  t 
look  at  the  left-hand  side  of  the  balance  sheet — the  asset  bas( 
mortgages.  It's  just  great  quality." 

Margolies  raises  a  red  flag:  Fannie  Mae  and  its  cousin,  Fred 
die  Mac,  may  not  be  prepared  for  "systemic  risk"— in  this  cas( 
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isruption  in  the  mortgage  market.  "When  you  become  the 
/hole  market,  it  becomes  an  issue,"  he  warns. 

Trevisani  owns  the  two  leading  Continental  European  stock 
xchanges,  Deutsche  Borse  and  Euronext,  an  alliance  of  the  Am- 
terdam,  Brussels,  Paris  and  Lisbon  markets.  But  won't  one  of 
le  Big  Two  markets,  London  and  New  York,  gobble  up  the 
mailer  rivals  or  their  business?  "I  don't  think  so,"  says  Trevisani. 
They  run  on  different  systems.  They  are  too  disparate  to  com- 
ine  easily.  But  even  if  there  is  further  M&A,  I  don't  think  that's 
ad  for  either  Deutsche  Borse  or  Euronext.  It  will  entail  some 
ort  of  acquisition." 

.Also  in  Europe,  Saba  likes  MG,  the  Dutch  financial  company, 
hich  is  trading  at  nine  times  earnings  with  a  yield  above  5%:  "Sus- 
ainable  ROE,  probably  13%  to  14%.  Good  quality  company.  It's 
ad  a  tremendous  move  since  March,  but  that's  only  because  it  was 
rading  at  five,  six  times  earnings  with  a  yield  well  north  of  6%." 

If  juicy  bank  dividends  appeal,  consider  Saba's  other  picks: 
)anske  Bank,  trading  around  ten  times  earnings  and  yielding 
°/o,  and  ING's  domestic  competitor,  ABN  Amro,  which  costs  ten 
imes  its  annual  earnings  and  yields  5%.  Meanwhile,  Lloyd's  TSB 
■roup,  a  British  High  Street  bank,  yields  more  than  8%  and  also 
osts  ten  times  its  earnings. 

The  Danes,  Dutch  and  Brits  sent  their  fleets  and  financiers  to 
olonize  the  world.  Halpert  scours  the  kinds  of  places  they 
nded  up.  "We  like  India,  which  we  think  has  lower  risk  both 
conomically  and  politically  than  many  of  the  countries  that 


offer  comparable  value  and  growth."  Investing  in  his  pick.  State 
Bank  of  India,  requires  some  effort:  You  have  to  "call  London  to 
buy  it,"  he  says.  But  it  is  "trading  right  around  book  value.  It  has 
significantly  understated  its  profitability,  which  is  the  opposite 
of  what  I  believe  is  occurring  in  Fannie  Mae." 

EMERGING  MARKETS  A  Moscow-on-the-Hudson  investment  is 
Mobile  Telesystems,  a  Russian  wireless  telephone  company  that 
trades  in  New  York.  "The  opportunity  with  the  cellular  market 
there  outweighs  the  political  risks,"  Trevisani  says.  The  company 
has  a  40%  market  share  in  the  regions  outside  Moscow,  where 
cellular  penetration  is  just  15%,  leaving  plenty  of  room  for 
growth,  she  reckons. 

Trevisani  also  likes  Tesco,  a  U.K.  grocer  that  has  been  open- 
ing stores  in  Hungary,  Poland,  Korea,  Taiwan  and  Turkey.  Unlike 
rival  Carrefour,  which  runs  everything  the  French  way,  she  says, 
Tesco  uses  local  managers.  In  its  home  market,  she  says,  Tesco 
has  weathered  the  acquisition  of  Asda  by  Wal-Mart. 

Halpert  likes  Telekomunikasi  Indonesia,  the  biggest  stock  on 
the  lakarta  exchange.  Trading  around  $14  a  share  in  New  York, 
"I  think  it  can  go  to  30  in  the  next  two  years,"  he  says.  "It's  still 
extraordinarily  profitable  and  has  a  growth  rate  that  would  put 
Verizon  and  NTT  to  shame."  F 
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To  see  videoclips  of  an  extended  version  of  this  discussion, 
visit  our  Web  site  at  www.forbes.com/video. 
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You  do  a  million 
things  a  day 
without  crashing. 
Why  can't  your 
computer? 
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.  performing'  HfUptbyees  out  there.  So  how 
you  make  sure  that  their  computers  will  keep  up?  With  PCs  that  were  designed  to  reduce  costly  downtime. 
Rapid  Restore™  feature  lets  users  instantly  begin  to  restore  previously  saved  data  in  case  of  a  virus  attack, 
an  Intel'  Pentium^ 4  Processor  with  HT  Technology  on  select  ThinkCentre™  PCs  keeps  things  running  smoothly 
e  multiple  applications  run  simultaneously.  Little  things  that  can  prevent  a  lot  of  headaches  -  and  save  a  lot  of 
ble  hours.  To  learn  more,  visit  ibm.com/pc/think 

Think  perfdrmance      ThinkCentre™ 
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Bond  investors  have  a  new  way  to  buy  bonds,  avoiding  funds. 
But  do  the  math  first.  By  Daniel  Kruger  


Go  Direct  and 
Save.  Maybel 

n  equities  investor  who  wants  to  match  wits      with  their  broker  networHI,  to  an  average  $  1 0  per  $  1 ,00 


n  equities 

with  the  best  fund  managers  or  just  dodge 
hefty  fees  for  active  portfolio  management 
has  long  had  the  tools  to  do  the  job:  cheap 
-online  trading,  price  transparency  and  easy 
execution.  Not  so  bond  buyers.  In  the  main,  bonds  are 
traded  over-the-counter.  Short  of  a  Bloomberg  terminal, 
there  is  no  easy  way  to  get  a  clear  and  current  look  at  the 
prices  at  which  bonds  are  changing  hands.  Unless  a  bond 
investor  gets  a  sUce  of  a  new  issue,  markups — bond-sales- 
speak  for  "commissions" — can  eat  up 
between  0.25%  and  3%  of  the  princi- 
pal. Mutual  funds  are  hardly  better; 
the  average  fee  on  an  investment- 
grade  corporate  bond  fund  is  1%,  or 
one-fifth  of  a  typical  return.  And  while 
you  can  pay  $30  to  buy  $10,000  worth 
of,  say,  Boeing  stock,  ordering  a  like 
sum  of  bonds  could  generate  a 
markup  of  $300. 

Enter,  at  last,  direct-access  pro- 
grams like  those  run  by  Incapital,  Mer- 
rill Lynch  and  LaSalle  Broker  Dealer,  a 
subsidiary  of  ABN  Amro.  They  have 
organized  an  end-run  around  the  tra- 
ditional underwriting  process,  to  get  to 
28  companifs  that  want  to  place  their 
debt  in  the  hands  of  individual 
investors  in  blocks  starting  at  $1,000. 

The  yield  on  the  bonds,  all  sold  at 
par,  is  often  sliglnlv  less  than  what  in- 
stitutions would  get  on  similar  bonds 
in  the  o-t-c  market.  In  return  for  this 
skim,  the  investor  gets  •-  few  benefits. 
The  direct-access  com'Mnies  shave 
underwriting  fees,  whi'li  aio  shared 


ige  :])iuper ; 

bond  no  matter  whether  the  investor  wants  100  or  ju:i 
one.  That  buys  easy  access  to  diversification:  You  coul 
own  a  $20,000  bond  portfolio  with  20  different  issues. 
Many  bonds  bought  through  these  direct-acce; 
channels  also  offer  a  "death  put,"  or,  more  politely,  a  su' 
vivor's  option.  The  estate  of  a  deceased  person  can  se 
back  that  person's  direct-access  bonds  at  their  full  fac 
value,  no  matter  how  much  of  a  bite  rising  interest  rat( 
may  have  taken  from  the  open-market  value  of  the  deb 
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<jiow  When  to  Hold  'Em 

)irect  access  yields  pale  in  comparison  when  you  look  at  what  bond  funds  can  buy  in  the  open 
narket.  But  when  you  factor  in  what  funds  charge  you  in  fees,  you  may  want  to  think  again.  If 
he  difference  in  yields  is  smaller  than  your  fund  fees,  get  a  new  fund,  or  buy  direct. 


bSMT 

rieldto 
maturity 

Direct  Access 

Onen  Market 

Yield 

difference 

(basis  points) 

Rating* 

Maturity 

Yield  to 
maturity 

Rating 

Maturity 

Bear  Steams 

5.70% 

A 

Oct.  '232 

6.64% 

A 

Jan.  '23^ 

94 

GE  Capital 

5.40 

AAA 

Oct.  '223 

6.03 

AAA 

Feb.  '225 

63 

iBanl(  of  America 

4.80 

A 

Oct.  '13 

4.96 

A+ 

Jan.  '13 

16 

American  General  (AIG) 

4.20 

A+ 

Oct.  '10 

4.61 

AAA^ 

May  '11 

41 

DaimlerChrysler 

4.10 

BBB+ 

Oct.  '08 

4.39 

BBB+ 

June  '08 

29 

GE  Capital 

3.20 

AAA 

Oct.  '08 

3.58 

AAA 

Sept.  '08 

38 

Household  Finance  (HSBC) 

3.65 

A 

Oct.  '08 

3.88 

A 

Nov.  '08 

23 

John  Hancock 

2.30 

AA 

Oct.  '06 

2.50 

AA 

Aug.  '06 

20 

S&P  ratings.  ^Callable  10/08  at  par.  'Callable  10/08  at  par.  'Callable  1/07  at  par.  'Callable  2/06  at  par.  'Bond  issued  by  different  AIG  unit.  Sources:  Bloomberg:  Charles  Schwab. 
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Such  benefits  are  nice,  but  of  course  you  can't  kid  yourself  that 
irect  access  takes  the  risks  out  of  fixed-income  investing.  Corpo- 
ate  bond  funds  have  done  fairly  well  over  the  past  decade  (Van- 
uard's  long-term  fund  has  averaged  a  7.3%  annual  return),  but 
icy  have  bad  years.  Bond  funds  got  murdered  in  1994  and  1999. 
'our  little  do-it-yourself  bond  fund  would  have  fared  just  as  badly. 

An  alternative  approach  is  to  measure  a  bond  by  whether  it 
an  be  held  at  a  lower  cost  in  your  portfolio,  or  in  a  fund  after  it 
jkes  its  cut.  To  determine  whether  you  get  a  better  deal  with 
irect  access,  check  the  direct-access  bonds  offered  through  a 
•roker  (such  as  Edward  Jones,  A.G.  Edwards,  Schwab  or 
•idelity)  against  similar  bonds  sold  by  the  same  issuer  and  now 
rading  in  the  secondary  market. 

There  are  two  ways  to  do  this.  The  quicker  and  more  trans- 
>arent,  because  it  carries  current  prices,  is  a  Bloomberg  termi- 
lai.  You  can  also  check  prices  on  the  Bond  Market  Association's 
avestinginbonds.com  site,  which  links  to  prices  of  bond  trades 
eported  to  the  NASD's  Trace  system.  Prices  reported  on  Trace 
ire  a  few  hours  stale,  but  because  most  direct-access  bond  prices 
ire  set  once  a  week,  this  shouldn't  matter  much. 

To  calculate  whether  you  benefit  by  holding  a  given  bond 
lirectly,  calculate  the  yield  give- up  in  the  retail  direct-purchase 
narket  and  compare  that  cost  to  the  cost  of  a  fund  you  might 
uy  as  an  alternative.  If  you  were  looking  at,  say,  Household 
•inance  bonds  offered  with  a  3.65%  coupon  maturing  in  Octo- 
)er  2008,  you  might  compare  them  to  the  6.5s  due  in  November 
1008  and  recently  trading  at  a  price  that  yields  3.88%  to  institu- 
ions.  (Both  of  these  are  noncallable.)  Yield  give-up:  0.23%,  or  23 
)asis  points.  That's  a  lot  cheaper  than  the  average  intermediate- 
erm  corporate  bond  fund,  which  will  cost  you  97  basis  points  in 
nanagement  fees  and  overhead.  Compare  direct  bonds  to  cheap- 
kate  Vanguard,  though,  and  the  former  lose-much  of  their 
ppeal.  Vanguard's  intermediate-term  corporate  fiind  costs  20 
)asis  points. 

Liquidity  is  something  else  to  think  about.  You  can  get  out  of 
I  no-load  fund  at  no  transaction  cost,  but  if  you  were  to  seU  your 
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five-year  bonds  before  maturity,  you  might  only  get  back  $992  of 
each  $1,000  (assuming  rates  have  stayed  the  same).  Additionally, 
some  brokers  charge  up  to  $50  to  handle  the  sale.  The  yield  you 
sell  at  wOl  be  comparable  to  yields  being  offered  for  a  bond  of 
similar  maturity.  You  will  get  that  market  price  because  two 
dozen  dealers  now  bid  on  bonds  being  sold  by  individuals  in 
direct-access  programs.  If  the  market  has  softened,  you  will  take 
a  hit;  if  the  market  has  improved,  you  can  realize  gains.  But  sell- 
ing bonds  isn't  as  easy  as  buying  them.  Few  brokerages  let  their 
clients  sell  bonds  with  the  click  of  a  mouse.  You  will  likely  have  to 
call  your  broker  to  have  him  do  it  for  you.  If  you  want  to  sell  out 
of  20  separate  bonds,  your  broker  will  have  a  headache  and 
charge  you  to  relieve  it,  diminishing  your  proceeds. 

Next  caution:  defaults.  A  well-diversified  corporate  bond 
fund  will  lose  maybe  1%  of  its  principal  if  one  issuer  goes  the 
way  of  Enron.  But  with  only  28  names  in  the  direct  bond  pro- 
gram at  the  moment,  you're  going  to  be  out  4%  if  one  of  those 
goes  kerplunk.  Most  of  the  28  are  banks  or  financial  firms,  like 
Bank  of  America,  Bear  Stearns  and  GIT,  or  the  financing  arms  of 
industrial  companies,  like  Caterpillar,  General  Motors  and  Boe- 
ing. Average  credit  quality:  A-t-.  Do  note  that  Enron  and  World- 
Com bonds  had  high  credit  ratings  when  they  came  out. 

Direct-access  holders  have  no  easy  way  to  reinvest  inter- 
est payments  the  way  a  fundholder  can,  increasing  principal 
by  buying  more  shares  of  the  fund.  If  you  are  a  reasonably 
active  investor,  however — you  frequently  have  wads  of  cash 
coming  into  and  out  of  your  brokerage  account — this  is  not 
an  issue. 

Last  worry:  calls,  the  right  of  issuers  to  force  early  redemp- 
tion after  interest  rates  have  fallen.  Bonds  maturing  within  ten 
years  are  usually  protected  from  calls,  while  most  longer-term 
bonds  are  callable  in  ten  years.  Mutual  fund  managers  have  to 
cope  with  calls,  too,  but  they  are  better  equipped  to  evaluate 
how  much  they  are  giving  away  to  the  issuer  when  they  own  a 
callable  bond.  (It's  a  complicated  question  involving  embedded 
options.)  If  you  are  intimidated,  buy  a  fund.  F 
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If  you  think  the  popular  performance  metric,  cash  from 
operations,  is  the  last  bastion  of  financial  integrity — think  again. 
By  Elizabeth  MacDonald        ^^^ 


Artificial 


Sweetener 


Cash  is  king,"  say  invest- 
ors scalded  by  account- 
ing scandals  and  corpo- 
rate bankruptcies.  More 
to  the  point,  cash  from 
operations,  a  figure  found  on  the  flow- 
of-fiands  page  right  after  the  profit  and 
loss  statement,  is  now  the  metric  of  the 
moment. 

"Investors,"  says  Charles  Mulford, 
director  of  the  Georgia  Institute  of 
Technology's  DuPree  Financial 
Analysis  Lab,  "think  that  profit  is  an 
opinion;  cash  from  operations  is  a 
fact."  When  this  number  shines — 
along  with  its  sibling,  free  cash  flow 
(net  income  plus  depreciation,  minus 
capital  spending) — so  too  does  a 
stock's  performance,  says  Howard  Sil- 
verblatt,  a  top  equity  analyst  at  Stan- 
dard &  Poor's.  "The  sell-side  guys  are 
increasingly  paying  a  lot  of  attention 
to  it,"  he  says. 

Sadly,  cash  flow  from  operations 
also  can  be  distorted,  just  as  net  income 
and  sales  were  in  recent  market  scan- 
dals, warns  Michael  Markowski,  who 
runs  a  research  boutiqut  in  Sarasota, 
Fla.  His  StockDiagnostics.com  makes 
buy  and  sell  rccomniend-itions  based 
on  cash  flow  from  ope:  m  ions.  Ikit 
Markowski  takes  raw  number.';  in  financial  statements  with 
warranted  skepticism.  Instead  of  GAAP,  or  "generally 
accepted  accounting  principles,"  we're  still  getting  GEAP, 
as  in  "generally  elastic  accounting  principles." 


Cash  from  operations  starts  with  net  income  and  tl 
makes  adjustments  to  reflect  the  fact  that  profits  dii 
equal  money  in  the  bank.  To  net  income  you  add  ix 
such  noncash  costs  as  depreciation  and  additions 
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Imagine  a  monthly  income  you 
can't  outlive. 


Monthly  income  for  life.  That's  a 'smart  way  to  plan  for 
retirement.  And  it's  just  one  of  the  many  products  and 
services  from  the  GE  Financial  companies  designed  to 
meet  your  long  and  short  term  financial  goals. 

From  annuities  to  long  term  care  insurance  to  mutual 
funds,  you  can  invest,  protect  and  retire  with  a  name 
you  trust.  GE  Financial. 

To  learn  more,  contact  your  representative  or  call 
1-800  THINK  GE.  It's  the  Smartest  Move  You  Can  Make. 


Retirement  Income 
•Income  Annuities 
•Variable  Annuities 

•  Fixed  Annuities 
Personal  Protection 

•  Long  Term  Care  Insurance 
•Term  Life  Insurance 

•  Universal  Life  Insurance 
Wealth  Accumulation 
•401(k)  Rollovers 

•  Investment  Plans 
•Mutual  Funds 


imagination  at  work 


Mutual  funds  and  variable  insurance  products  available  through  Capital  Brokerage  Corporation  (dba  GE  Capital  Brokerage  Corporation  in  MN, 
IN,  NM  and  TX),  201  Merritt  7,  Norwalk,  CT  06856.  Member  NASD/SIPC 

Guarantees  apply  only  to  certain  insurance  products  and  the  guarantees  are  based  solely  on  the  claims-paying 
ability  of  the  individual  GE  Rnancial  member  companies.  Products  and/or  riders  may  not  be  available  in  all  states 
or  markets.  Features  and  benefits  may  also  vary  by  state  or  market. 

Mutual  funds  and  variable  insurance  products  are  sold  by  prospectuses,  which  describe  risk  factors,  fees 
and  charges  that  may  apply.  You  can  obtain  prospectuses  by  calling  i-800  THINK  GE.  Please  read  the 
prospectuses  for  the  product  and  underlying  portfolios  carefully  before  you  invest  or  send  money. 

©  2003  GE  Rnancial  Assurance  Holdings,  Inc.  All  rights  reserved. 


reserves  for  future  taxes.  Now  subtract  increases  in  inventories 
and  receivables — such  things  consume  cash.  Not  counting  some 
other  items  that  we'll  omit  for  simplicity,  what  you  have  at  this 
point  is  cash  How  from  operations. 

Below  this  number  on  the  flow-of-funds  page  are  two  other 
kinds  of  cash  flow,  from  investing  (buying  and  selling  factories, 
for  example,  or  Treasury  bills),  and  from  financing  (paying  div- 
idends, selling  or  retiring 

Trash  Cash 

These  companies  have  used 
maneuvers  to  goose  cash  from 
operations,  a  vital  number  that 
helps  buoy  their  stock. 


or 


Company 


Arctic  Cat 

$22.09 

$24.98 

16 

Curtiss-Wright 

74.56 

77.20 

16 

Halliburton 

23.83 

26.70 

NM 

Home  Depot 

36.93 

3789 

22 

Norfolk  Southern 

21.25 

22.39 

17 

RadioShack 

31.49 

32.25 

19 

Prices  as  of  Nov.  II.  NM:  Not  meaningful. 

Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 


Stock,    taking    out 
repaying  loans). 

With  help  from 
Mulford  and  some  of  his 
colleagues,  we  have  pre- 
pared a  road  map  of  some 
of  the  most  common 
tricks  used  to  boost  cash 
flow  from  operations.  In- 
vestors, beware. 

Liquidating  securities.  Say  a 

corporate  treasurer  invests 
idle  cash  in  some  short- 
term  securities.  Time 
comes  when  he  needs  the 
cash  and  sells  the  securi- 
ties off.  Proceeds  do  not 

constitute  cash  from  operations,  do  they?  They  wouldn't  in  most 
companies'  financial  statements,  but  they  do  at  Curtiss-Wright. 

This  manufacturer  of  electronics  systems  and  components  for 
aerospace  companies  and  the  military  reported  a  net  $41  million 
from  sales  of  short-term  investments,  such  as  Treasury  bills  and 
money  market  funds,  in  cash  from  operations  in  2002,  almost 
double  the  $21  million  it  recorded  in  2001. 

That  helped  drive  its  cash  from  operations  to  $89  million  in 
2002  from  $61  million  the  previous  year.  But  why  aren't  these 
liquidations  put  under  cash  from  investing  activities?  "Our 
accountants  require  us  to  put  it  there,"  as  they  are  short-term 
trades,  says  Glenn  Tynan,  Curtiss-Wright's  chief  financial  officer. 
Seems  the  company  regards  itself  as  a  Wall  Street  trading  house, 
where  trading  really  is  a  part  of  core  operations. 

Eventually,  one  runs  out  of  securities  to  sell.  There  were  no 
such  sales  in  the  first  half  of  2003.  As  a  result  Curtiss-Wright's 
cash  from  operations  dropped  to  $29  million  in  the  first  half  from 
$42  million  in  2002's  first  six  months. 

Likewise,  Arctic  Cat,  an  all-terrain-vehicle  maker  in  Thief 
River  Falls,  Minn.,  also  thinks  of  itself  as  a  Wall  Street  trader.  In  its 
fiscal  first  quarter,  ended  in  June,  Arctic  inchided  in  cash  from 
operations  $40  million  in  net  proceeds  from  selling  Treasury  bills 
and  money  market  funds,  up  from  $35  million  in  the  same 
period  a  year  aj^o.  Arctic  notes  that  the  seajion^ii  savings  in  its  sales 
(it  makes  snowmobiles,  for  example)  force  it  to  dvww  down  cash 
during  warm  montiis.  "We  are  .reporting  things  according  to  the 
accounting  standards  as  bles.scd  by  our  auditors,"  says  Timothy 
Delmore,  chief  financial  officer  at  Arctic  Cat. 


52-week 
high 


Doing  business  on  the  cuff.  Home  Depot  has  been  increasing  tl 
length  of  time  it  tak^s  to  pay  its  suppliers.  At  the  end  of  fisc 
2002,  last  Feb.  2,  payables  came  to  41  days'  worth  of  purchases,  i 
from  34  days  in  fiscal  2001  and  22  days  in  2000. 

The  upward  drift  sweetened  its  cash-from-operations  figu 
by  some  $800  million  in  fiscal  2002,  17%  of  its  $4.8  billion 
cash  from  ops  for  the  period,  notes  Mulford.  The  stretch-o 
continues:  As  of  Aug.  3  the  balance  she 
showed  47  days'  worth  of  payables.  The  mOj 
goosed  cash  from  operations  by  $248  millic 
for  the  period.  In  a  sense  this  is  good  busine 
management:  The  big-box  retailer  is  getting .: 
hapless  suppliers  to  finance  what  goes  on  t 
shelves.  And  Home  Depot  says  its  account 
payable  days  are  close  to  industry  norms.  B 
investors  should  know  where  the  cash  is  cor 
ing  from.  Increasing  payable  days  can  providf 
stimulus  only  once.  After  that  the  store  has  i 
get  cash  by  selling  more  snow  shovels. 

Electronics  vendor  RadioShack  is  also  s 
ting  on  its  bills,  now  waiting  50  days  to  pay,  i 
from  41  days  a  year  ago.  Despite  the  resulti 
$52  million  boost,  cash  from  ops  fell 
$269  million  for  this  year's  first  half,  dov 
from  $315  million  in  2002. 


Selling  the  furniture.  Turning  receivables  into  cash  raises  a  cor 
pany's  cash  from  operations.  Taking  out  a  mortgage  does  not 
such  activity  would  show  up  lower  down  on  the  flow  of  fun 
page,  in  cash  from  financing.  What  about  selling  receivables 
cash?  Despite  the  close  similarity,  in  practical  terms,  to  taking  c 
a  loan,  selling  receivables  counts  toward  operating  cash  flow. 

There's  a  problem,  as  there  is  with  some  of  the  other  mane 
vers  to  inflate  cash  from  ops:  You  get  a  one-time  boost  from  th« 
sales.  Eventually  the  company  has  no  more  room  to  create  a  i 
decline  in  receivables,  says  Mulford. 

Thus  in  2002  the  engineering  concern  Halliburton  sc 
receivables,  boosting  cash  from  operations  by  $180  million. 

That  came  to  1 1%  of  its  $1.6  billion  in  operating  cash  for  t 
year,  a  nice  distraction  in  a  year  with  a  flood  of  red  ink  from 
asbestos  liabilities.  Wendy  Hall,  a  Halliburton  spokeswoman,  & 
the  company  found  that  securitizing  receivables  was  more  eff^ 
tive  than  trying  to  raise  cash  in  a  commercial  paper  market  tha 
leery  of  its  asbestos  exposure. 

In  2003's  first  half  Halliburton  did  not  securitize  any  rece 
ables,  contributing  to  a  fall  in  cash  from  operations  to  -$213  n 
lion  from  $620  million  in  the  2002  period. 

Norfolk  Southern,  the  railroad,  got  $388  million  of  proce( 
from  securitizing  receivables  in  2000,  which  came  to  30%  of 
$1.3  billion  in  cash  from  ops. 

However,  tlie  amount  securitized  declined  to  $300  millior 
2001,  just  $30  miUion  in  2002  and  zero  in  2003's  first  half.  T 
helps  explain  why  Norfolk's  cash  from  ops  slid  to  $803  millior 
2002  and  to  just  $366  million  in  the  first  half  of  2003. 
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Fly  on  the  private  jets 

that  don't  take  you  for  a  ride. 


Fractional  ownership  designed  to  keep  amenities  up,  your  costs  down.  Imagine 
riding  in  a  new  best-selling  Cessna  Citation.  Everything  is  managed  for  you. 
Fly  when  you  want,  arrive  refreshed,  ready,  punctual.  An  expensive  luxury? 
Not  anymore.  Our  smarter  infrastructure  affords  you  the  industry's  lowest 
upfront  and  ongoing  costs.  Fly  wisely,  spend  smartly.  See  specs  and  jets  at 
citationshares.com.  For  a  free  cost  comparison,  call  1  800  3^0-7767,  ext  121. 
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Samsung  unleashes  the 
future  of  technology 

Samsung  Electronics,  the  company  at  the  forefront  of  the  digital 
convergence  revolution,  is  devoted  to  delivering  cutting  edge 
technologies  that  will  enrich  the  global  community.  Advanced  chip 
technologies,  ground-breaking  displays  and  a  host  of  next 
generation  innovations  are  a  priority  for  Samsung  Electronics. 

Samsung  is  a  committed  investor  in  R&D  with  a  keen  eye  on  cost 
effectiveness  and  high  performance.  It  is  Samsung's  key 
component  technology  that  is  making  possible  the  development  of 
breathtaking  new  technologies. 


Making  it  Mobile 

Advances  in  technology  are  opening  up  a 
new  world  of  possibilities  beyond  the  PC 
and  are  unleashing  the  potential  of 
mobile  connectivity.  The  result  will  be  a 
new  age  of  mobile  and  consumer 
electronics  appliances  in  the  form  of 
multifunctional  gadgets  which  deliver 
anytime,  anywhere  operation. 

Samsung  has  invested  heavily  in  next 
generation  design  to  facilitate  the 
introduction  of  advanced  mobile 
applications.  Manufacturing  technologies 
have  enabled  the  company  to  offer  a 
unique  portfolio  of  advanced 
semiconductor  devices  which  fully  satisfy 
the  key  characteristics  of  the  mobile 
environment:  low-power  consumption, 
small  size,  maximum  capacity  and  high 
performance. 


Mobile  Computing 


Samsung  has  developed  the  world's 
fastest  mobile  application  prccessor(AP) 
with  a  core  speed  of  533  MHz.  This  will 
be  a  key  component  in  the  development 
of  new  functions  and  multimedia  content 
for  mobile  handheld  devices. 

The  Samsung  mobile  AP  deiivtib  the 
power,    flexibility    and    memory  p^ 
potential  which  will  allow  users  tc 


watch  their  favourite  movies  on  their 
handheld  computer,  to  effectively  browse 
the  web  on  their  PDA  or  to  edit  their 
office  documents  on  the  road. 

A  complete  'System-on-Chip',  the  mobile 
application  processor  will  reduce  overall 
system  costs  and  eliminate  the  need  to 
configure  additional  components.  The 
integrated  features  include  a  camera 
interface,  TFT  &  STN  LCD  display 
support,  SD/MMC/SDIO,  USB  host  and 
device,  and  touch  screen  interface.  It  also 
supports  major  operating  systems 
including  Microsoft  Windows  CE,  Palm 
OS,  Symbian  and  Linux. 

Samsung's  technological  advances  will 
provide  significant  benefits  for  the 
consumer  through  a  variety  of  different, 
dynamic  and  exciting  products. 


NAND  Flash  memory 

Samsung  views  NAND  Flash  memory 
pioneering  technology  for  the  digi^ 
environment  — especially  for  mob 
devices.  NAND  Flash  memory  makes 
more  cost  efficient  to  manage  and  utill 
the  increasing  volume  of  data  general 
from  the  multimedia  and  multitask! 
features  of  the  next  generation  mob 
devices.  As  the  capacity  of  NAND  Fla 
memory  increases,  carrying  a  memc 
card  with  gigabytes  of  data  becomes  j 
reality.  With  Samsung's  flash  memc 
technology,  your  entire  digital  phc 
collection  or  hours  of  high-quality  vid 
can  be  carried  around  in  your  pocket. 

The  demand  and  application  diversity 

flash  memory  are  already  growing  fast 

digital  cameras,  MP3  players  and  ott 

portable  electronic  devices  becoi 

more  popular  and  sophisticated.  V\i 

Samsung's   cutting   edge  fla 

^        memory  technology,  even  a  dig 


amcorder  without  a  tape  or  an  ultra-low 
ower  consumption  laptop  without  a 
pinning  storage  disk  may  become  a 
^ality  soon, 

"^  leading  semiconductor  giant  has 

eloped  the  world's  first  70  nanometer, 

Gigabit  NAND  Flash  memory  in  2003. 

I  his  represents  the  fourth  generation  of 

lAND  flash  memory,  which  has  doubled 


in  capacity  every  12  months. 

It  is  now  a  viable  choice  for  solid-state 
data  storage,  replacing  magnetic  tapes 
and  low-density  hard  disk  drives.  NAND 
flash  will  be  extremely  significant  for 
mobile  applications,  such  as  notebook 
PCs,  tablet  PCs,  mobile  handsets,  MPS 
players  and  PDAs,  where  the  emphasis 
is  on  saving  space,  weight  and  power. 


\ 


Mobile  AP 
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TFT-LCD 


Flat  Panel  Forefront 

Samsung  is  also  one  of  the  leading 
TFT-LCD  manufacturers.  Flat  Panel 
Displays  for  advanced  digital  gadgets, 
computer  monitors,  and  TVs  are  in  high 
demand  and  are  providing  video  features 
which  deliver  images  that  are  more 
lifelike  than  ever. 

Samsung's  TFT  LCD  offering  represents 
the  broadest  range  of  sizes  and  markets 
—  from  the  miniature  screens  in  Samsung's 
advanced  mobile  phones  to  the  massive 
54"  screen  for  flat  panel  TVs.  The  company 
is  especially  strong  in  large-size  panels 
used  to  manufacture  monitors  and  TVs. 
Samsung  has  particularly  dominated  TFT 
LCD  TV  innovation  —especially  in  the 
last  two  years  during  which  time  the 
company  has  broken  all  size  records  by 
pioneering  40,  46  and  54  inch  displays 
ahead  of  the  competition. 

A  legacy  of  Innovation 

Samsung's  past  10  years  of  memory 
leadership  translates  into  a  well-built  product 
portfolio,  flexible  operation  and,  above  all 
else,  the  technology  to  see  this  through. 

The  new  digital  world  of  convergence  will 
be  driven  by  increasing  speed  and  adhering 
to  the  highest  standards  and  the  efficiency 
that  can  only  be  achieved  through  the 
development  of  new  value-rich,  high-quality, 
and  standardized  semiconductor  products. 

Samsung's  outstanding  key  component 
portfolio  —  from  memory  to  mobile 
application  processors  and  TFT  LCD 
panels  —sets  the  foundation  for  future 
innovation  and  positions  Samsung  to 
meet  the  challenges  of  convergence  and 
mobility  in  tomorrow's  digital  marketplace. 


NAND  Flash  memory 
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The  bulls  in  our  annual  Love  Only  One  stock-picking  contest 
blew  past  the  S&P  500  in  2003.  Bets  for  2004:  Aventis,  Liberty 
Media  and  1 5  others.  By  Andrew  T.  Gillies  -. 


Just  One  Stocki 


If  you  could  have  a  single  stock  in  your  portfolio  for 
the  next  year,  which  would  it  be?  That's  the  question 
we  put  to  1 7  investment  pros  each  autumn.  Five 
give  us  short  picks,  the  rest  go  long,  and  anyone  who 
beats  the  market  is  asked  back  for  another  year. 
The  bulls  ended  the  2002-03  contest  with  a  collective 
30%  gain,  versus  19%  for  the  S&P  500  index.  But  propelled 
skyward  by  a  pair  of  rebounding  microchip  stocks — Intel 
and  KLA-Tencor — our  bears  selected  stocks  that  rose  an 
average  44%,  no  fun  for  a  short-seller. 

Richard  Driehaus  headed  our  bulls  with  a  114%  in- 
crease on  Nextel  but  declined  our  return  invitation.  Not  so 

Take  This  Pick  and  Love  It 

Of  our  17  fearless  forecasters  for  2004, 12  enter  the  contest  for  the  first  time. 
Their  mission:  Beat  (or  lag)  the  S&P  500  over  the  coming  year. 


for  Joseph  Zock,  who  took  the  silver  medal  with  Cendanl 
78%  surge.  Zock,  president  of  Capital  Manageme 
Associates,  re-ups  with  shipper  CNF.  Reason:  An  imprc 
ing  economy  means  more  stuff  to  haul. 

The  only  bear  to  survive  the  last  round  is  Bernie 
Schaeffer,  who  runs  a  research  firm  in  Cincirmati.  He  foi 
saw  trouble  for  Pfizer  last  year;  the  stock  shed  1%  over  t 
course  of  the  contest.  For  the  year  ahead,  Schaeffer  t? 
Johnson  &  Johnson  for  a  short  sale;  he  sees  trouble  in  be 
the  Procrit  anemia  drug  and  stent  businesses. 

Among  the  returning  bulls  are  several  Love  Only  O 
veterans.  Richard  Cripps,  chief  equity  strategist  for  Le 


Name/affiliation 


0.  Thomas  Barry/Bjurman,  Barry  &  Associates 


contest        Stock 


Eresearch  Technology 


Recent 
price 


$45.80  hot  product,  hot  earnings 


Richard  Cripps/Legg  Mason 


Bank  of  America 


75.73  merger-related  selloff  unwarrante 


i. 


Jean-Marie  Eveillard/First  Eagle  Funds 


Liberty  Media 


10.09 


media  assets  undervalued 


Owen  Fitzpatrick/Deutsche  Bank 


Viacom 


39.87 


comeback  in  radio,  TV  ad  spendin 


Sarah  Ketterer/Causeway  Capital  Management 


Aventis 


52.96  solid  blockbusters,  nice  pipeline 


Yang  Lie/Third  Avenue  Management 


Cross  Country  Healthcare        13.93  cheap,  boomers  will  need  nurses 


Jeffrey  Lindsey/State  Street  Research 


InterActiveCorp 


36.81 


Web  businesses  =  cash  machines 


Elisa  Mazen/Oppenhcincr  Capital 


Dassault  Systemes 


42.10 


trades  below  intrinsic  value 


Kevin  McClintock/DavId  L.  Babson  &  C': 


Alexander  &  Baldwin 


31.16 


will  ride  strong  Hawaiian  economy 


Jason  Trennert/lnternational  Strategy  &  Investment    1 


Pfizer 


31.60 


drug  stocks  at  historic  lows 


Thyra  Zerhusen/ABN  Amro  Mid  Cap  Fui  ci 


Pearson 


10.50  cheap  relative  to  sales  and  cash  fl 


Joseph  Zock/Capital  Management  Asso   r^^r  r 

JWorton  Cohen/Clarion  Group 
JHenry  Van  der  Eb/Gabelli  Mathers  Fund 
Bernie  Schaeffer/Schaeffer's  Investment  Research 
Harindra  de  Silva/Analytic  Investors 
Mitchcl  Zacks/Zacks  Investment  f*1c  nagement 


CNF 


35.02 


1 


Bradley  Pharmaceuticals         26.87 


economic  upturn  kind  to  truckers 


insider  selling,  competitive  threats 


in 


Research  in  Motion 


44.12 


expensive,  patent  risk,  competitio 


to 


Johnson  &  Johnson 


50.33 


product  line  under  siege 


1 
1 


Teco  Energy 


13.13 


high  valuation,  poor  prospects 


Scientific-Atlanta 


29.60 


cable  technology  changing,  price) 


Prices  as  of  Del.  31.  Participants  or  their  firms  may  hold  positions  In  these  stocks. 
Source:  FT  Interactive  Data  via  FaciSet  Research  Systems. 
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Trevor  Harris,  Head  of  Global  Valuation  and  Accounting  Policy 

Equity  Research 


Ya^vn  or  Yell? 

What  to  do  about  pesky  pension  liabilities. 


Pension  deficits  keep  growing,  and  funding 

is  rapidly  becoming  necessary.  In  a  continuing 

low-growth  environment,  investors  cannot  ignore  the  impact 
ot  pension  obHgations  on  earnings,  cash  flow  and  capital.  But 
the  market  still  seems  to  struggle  with  the  economic  realities 
surrounding  the  issue. 

A  dangerous  combination  of  falling  equity  returns  and 
interest  (discount)  rates  has  led  to  a  drastic  increase  in 
pension  shortfalls.  We  estimate  the  aggregate  deficit  lor 
defined  benefit  pension  plans  was  around  $220  billion  for 
companies  in  the  S&P  500  at  the  end  of  fiscal  2002,  up  from 
around  zero  a  year  earlier.  In  the  first  six  months  of  2003,  the 
estimated  deficit  rose  by  over  SI 00  billion,  to  $340  billion, 
despite  strong  equity  markets.  A  similar  trend  occurred  in  the 
UK,  with  deficits  growing  from  nothing  in  2001  to  an  almost 
£80  billion  shortfall  in  early  2003. 


^ 


Will  a  bull  market  save  the  day?  Many  companies' 
managements  and  investors  believe  that  the  deficits  can  be 
filled  by  an  inevitable  improvement  in  equity  returns  as  the 
economy  recovers.  ^Tiile  this  is  plausible  for  some,  we  think 
it  is  a  very  remote  possibility  for  most  companies.  Our  work 
shows  that  the  combined  levels  of  returns  and  interest  rates 
required  are  just  too  high.  Bottom  line:  if  companies  believe 
interest  rates  are  rising  and  equity  markets  are  headed  up,  now 
is  a  good  time  to  fund  their  pension  deficits. 

A  small  deficit  is  not  a  sure  sign  of  safety.  The  key  is  its 

size  relative  to  the  company's  market  capitalization.  For  most 

companies,  the  ratio  is  relatively  low,  and  these  companies 

Jean  and  should  be  filling  deficits  with  contributions.  If  the 

%  tatio  is  high,  any  "misses"  in  plan  returns  or  in  meeting  future 

funding  needs  must  be  managed  carefully,  and  companies 


may  face  cash  funding  calls  and/or  debt  or  equity  issuance  to 
fill  the  hole.  A  company's  ability  to  manage  this  depends  on 
free  cash  flow  generation  and  the  market's  willingness  to 
provide  funding. 

Current  US  administration  proposals  do  not  change 
the  economics.  The  administration's  proposal  to  change  the 
discount  rate  for  Employee  Retirement  Income  Security  Act 
(ERISA)  funding  purposes  raises  two  questions:  would  this 
help  companies  avoid  early  payments?  And  would  it  change 
the  deficits?  Our  answer  to  both  questions  is,  "Not  really." 


The  pension  deficit  problem  is  worth  yelling  about  for  a 
small  number  of  companies  globally.  For  most  other 
companies,  the  issue  is  manageable  so  long  as  they  do  not  let 
accounting  or  actuarial  fictions  delude  them  into  a  world  of  hope 
and  inaction.  They  should  not  let  their  fiinded  status  deteriorate; 
be  realistic  about  the  risk  profile  of  their  pension  assets; 
understand  the  size  and  distribution  over  time  of  their  cash 
obligations;  and,  most  importandy,  should  not  wait  too  long  to 
fiind  shortfalls  —  so  that  they  fiind  from  strength,  not  weakness. 
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This  is  an  edited  acerpt  from  "Yawn  or  YeO?  What  to  do  about  Pensions?"  dated  March  4,  2003,  and  "Yawn  or  YeO  on  Pensions:  An  Update"  dated  July  9, 2003,  by  Trevor  !^arris.  For  copies  of  die 
fijl  anides,  including  important  information  and  disclosures  regarding  Morgan  Stanley  please  see  www.morganstanleycom/ouniews  or  contact  1-800-962-1343.  This  anicle  does  not  pronde 
mdividuaily  tailored  investment  advice  and  has  been  prepared  without  regard  to  the  individual  financial  circumstances  and  objectives  of  persons  who  receive  it.  It  was  based  on  public  information,  and 
'  Morgan  Stanley  makes  no  representation  that  it  is  accurate  or  complete.  Estimates  of  future  performance  are  based  on  assumptions  that  may  not  be  realized.  Investments  and  services  offered  through 
Morgan  Stanley  &  Co.  Incorporated  and  Morgan  Stanley  DW  Inc.,  members  SIPC.  Morgan  Stanley  and  One  Client  At  A  Time  are  service  marks  of  Morgan  Stanley  ©  2003  Morgan  Stanley 


Year  of  the  Bull 

After  several  disappointing  rounds,  our  Love  Only  One  longs 
regained  their  stride.  Taken  together,  their  2002-03  bets  beat 
the  market  by  1 1  percentage  points. 


Name/affiliation 


Change^ 


Richard  Cripps/Legg  Mason 

Smithfield  Foods 

37% 

Anna  Dopkin/T.  Rowe  Price 

Safeco 

3 

Philip  Dow/RBC  Dain  Rauscher 

Medtronic 

2 

Richard  Driehaus/Driehaus  Capital  Management 

Nextel  Communications 

114 

Jean-Marie  Evelllard/First  Eagle  Funds 

Tyco  International 

44 

Grace  Keeney  Fey/Frontier  Capital  Management 

L-3  Communications 

-1 

Sandi  Gleason/Kayne  Anderson  Rudnick 

Orthodontic  Ctrs.  of  America 

-7 

Joseph  Kalinowski/Puglisi  &  Co. 

Baxter  International 

6 

Susan  Kalla/Friedman  Billings  Ramsey 

AT&T 

13 

Christopher  Wolfe/JPMorgan  Private  Bank 

Kroger 

18 

Thyra  Zerhusen/ABN  Amro  Mid  Cap  Fund 

Andrew  Corp. 

53 

Joseph  Zock/Capital  Management  Associates 

Cendant 

78 

SHORT-SELLERS 

Patrick  Adams/Choice  Investment  Management 

Starbucks 

33 

Patricia  Coronado/Riverside  Capital  Partners 

Omnicom  Group 

38 

Frederick  Hickey/High  Tech  Strategist 

Intel 

90 

Bernie  Schaeffer/Schaeffer's  Investment  Research 

Pfizer 

-1 

Martin  Weiner/Comstock  Partners 

KLA-Tencor 

61 

'From  Oct.  31,  2002  through  Oct.  31,  2003;  split-  and  spinoff-adjusted.  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 

Mason,  is  back  for  his  fifth  consecutive  year.  This  time  around  he 
goes  for  Bank  of  America,  which  he  thinks  v^^as  unduly  sold  off 
following  the  announcement  of  the  FleetBoston  merger  and  looks 
cheap  at  12  times  trailing  profits. 

Thyra  Zerhusen  and  Jean-Marie  Eveillard  are  four-year  contest 
veterans.  Zerhusen,  who  oversees  the  $  190  million  ABN  Amro  Mid 
Cap  Fund,  picks  Pearson  Pic.  Among  other  businesses,  Pearson 
owns  the  Financial  Times  and  Penguin  Books.  Zerhusen  likes  its 
price-to-sales  ratio,  1.2,  versus  2.7  at  McGraw-Hill. 

Eveillard,  a  true  value  connoisseur  and  manager  of  the  First 
Eagle  Global  Fund,  sniffs  a  bargain  in  Liberty  Media.  By  his  tally 
the  holding  company's  assets,  including  stakes  in  the  Discovery 
Channel  and  the  QVC  shopping  network,  are  worth  30%  more 
than  what  all  of  Liberty  now  fetches  in  the  marketplace. 

Eight  bulls  make  their  Love  One  debut.  As  portfolio  manager 
with  value  shop  Third  Avenue  Management,  Yang  Lie  handles  the 
firm's  investing  for  private  clients  as  well  as  pension  funds, 
universities  and  exempt  entities.  She  tcUs  us  Cross  Countiy  Health- 
care, a  health  staffing  firm,  is  timely  and  sports  a  reasonable  price 
tag  of  1.4  times  book  value. 

Owen  Fitzpatrick  heads  uji  U.i..  equity  investing  for 
Deutsche  Bank's  Private  Wealth  Management  unit.  He  puts  his 
chips  on  Viacom,  suggesting  the  media  conglomerate  will  ride 
a  rebounding  ad  market,  particularly  on  the  radio  side. 

Barry  Dillcr's  InterActiveCorp,  parent  to  Expedia  and  Lend- 
ingTrcc,  looks  good  to  Jeffrey  Lindscy,  who  oversees  $10  billion 
as  the  head  of  State  Street  Research's  various  growth  investins; 


portfolios.  "Online  businesses  ai 
fabulous  cash  flow  generators  whe 
they  work  well,"  he  says. 

Equity  strategist  Jason  Trenne 

haiJs  from  International  Strategy  ^ 

Investment,  a  New  York  brokeraj 

specializing  in  economic  and  polic 

research.  The  firm's  Washingto 

analysts  expect  Congress  to  pass  lej 

islation  on  prescription  drug  benefit 

Trennert  rates  Pfizer — Bernie  Schae 

fer's  previous  short  pick — a  winneij 

We  get  a  Hawaii-based  pick  froji 

Kevin  McClintock,  the  chief  inves 

ment  officer  for  money  manage 

David  L.  Babson  &  Co.  in  Cambrids 

Mass.  McClintock  likes  Honolulu 

Alexander  &  Baldwin,  which  has  h 

terests  in  real  estate,  ocean  transpo 

and  sugarcane.  "The  weak  doll 

against  the  yen  is  boosting  Japane 

demand  for  Hawaiian  land,"  he  say 

O.  Thomas  Barry,  chief  inves 

ment  officer  at  Los  Angeles'  Bjurma 

Barry  &  Associates,  predicts  Eresear( 

Technology  will  continue  to  deliv 

huge  earnings  gains. 

Finally,  two  international  prospects.  Sarah  Ketterer,  chief  e 

ecutive  at  Causeway  Capital  Management  in  Los  Angeles,  sees 

bargain  in  Strasbourg,  France-based  Aventis  and  says  that  sales 

its  cardiovascular,  cancer  and  diabetes  drugs  will  remain  stronj 

Oppenheimer  Capital's  Elisa  Mazen,  who  runs  an  $800  milli( 

value  portfolio,  picks  Dassault  Systemes.  She  deems  the  Fren^ 

outfit — which  has  20%  of  the  market  for  software  for  designi; 

buildings  and  factories — inexpensive  relative  to  its  history. 

Four  new  bears  join  the  2004  roster.  Morton  Cohen  ru 
Clarion  Group,  a  $162  million  fund  company  in  Cleveland.  1 
wants  you  to  short  Bradley  Pharmaceuticals,  valued  on  W 
Street  at  five  times  its  $52  million  in  sales.  Cohen  says  Bradle 
flagship  skin  cream  product,  Carmol,  faces  new  competition. 
Henry  Van  der  Eb,  who  manages  the  $71  million  (asse 
Gabelli  Mathers  Fund,  singles  out  Canada's  Research  in  Motit 
the  maker  of  the  BlackBerry.  "Classically  overvalued  on  func 
mentals,"  he  says.  Its  shares  sell  for  54  times  projected  profits. 
President  and  portfolio  manager  at  Los  Angeles  quantitat 
boutique  Analytic  Investors,  Harindra  de  Silva  signs  up  with  a  r 
on  Teco  Energy.  The  Tampa-based  utility,  he  argues,  is  beset 
short-sellers  and  belongs  to  a  sector  that  has  historically  lagg 
the  market  when  the  economy  turns  up. 

Finally,  Mitchel  Zacks,  vice  president  of  Chicago-based  Zac 
Investment  Management,  puts  a  hex  on  Scientific-Atlanta,  1 
niiiker  of  cable  set-top  boxes.  A  price  of  27  times  forward  earnii 
is  rich  for  a  company  whose  growth  is  tapering  offl 


For  updates,  go  to  www.forbes.com/love. 
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You  won't  be  able  to  get  your  hands  on  one  fast  enough.  Life  moves  quickly.  So 
does  the  Kyocera  SL300R  digital  camera.  Push  the  power  button,  it  starts  right 
up.  Squeeze  the  shutter,  the  picture's  captured  immediately.  Shoot  again 
quickly,  with  the  world's  fastest  image  processing.  Even  shoot  3.5  pictures 
a  second  until  your  card  is  full.'  It's  all  thanks  to  our  exclusive  RTUNE™  Rapid 
Tuning  technology.  And  our  desire  to  make  sure  you  never  miss  a  single  picture. 


3.2  megap 

technology.  And  a  size  that  lets  you  take  it  with 
everywhere.  Learn  about  it  and  see  a  demo  of  RTUj 
on  our  website,  kyocera.com/sl300r 


I'SjOi  K><j^erd  Corporation,  Corporate  Optical  tquipment  Division,  2-14-9  Tarnagawadai,  Setagaya-Ku.  Tokyo  158-8610  Japan  Specifications  subject  to  change  without  notice.  'In  Continuous  mode,  optional  high-speed  10MB  per  second  memory  card  required. 


laifable  at  these  stores  and  other  fine  photo  specialty  retailers: 


mmm 

CAMERA 


ScaRDCIIMERR 


amazon.com 

^-    ^^~'     and  you're  doner 


More  and  more  homes  are  being  bought  and  sold  at  auction. 
Should  you  try  it?  By  Luisa  Kroll 


Before 

You  Bid 


Keith  Ferrari,  an  entrepreneur  who  owns 
companies  in  Tennessee  and  Illinois,  wanted 
a  bigger  house  for  his  growing  family.  So  he 
attended  an  auction  of  country  singer  Bar- 
bara Mandrell's  27,000-square-foot  log 
house  in  Nashville,  Term.  He  bowed  out  when  the  bidding 
passed  his  self-imposed  limit  of  $2  million  (it  sold  for  $2.1 
million).  Next,  in  Franklin,  Tenn.,  he  bid  on  a  13,000- 
square-foot  replica  of  former  President  Andrew  Jackson's 
home.  This  time,  his  $1.5  million  was 
the  winning  bid.  "You  have  to  set  a 
limit,"  says  Ferrari.  "A  lot  of  people 
who  attend  auctions  get  whipped  into 
a  frenzy.  The  key  is  to  make  sure  you 
don't  get  too  emotionaUy  invested." 

Real  estate  auctions  are  on  the  rise: 
Sales  exceeded  $60  billion  in  2002,  up 
from  $10  billion  in  1980,  according  to 
consultants  Gwent  Group  in  Bloom- 
ington,  Ind.  That  takes  them  to  less  than 
3%  of  total  real  estate  sales.  From  the 
seller's  perspective,  auction  is  best  suited 
to  homes  that  are  hard  to  value.  These 
include  estate  sales,  waterfront  homes, 
ranches  and  homes  with  historical  sig- 
nificance, such  as  the  Andrew  Jackson 
replica  that  Fen'ari  bought.  "Half  the 
homes  we  auction  have  never  been  on 
the  market  before,"  says  Craig  King, 
president  of  J.  P.  King,  one  of  th.e  oldest 
rciil  estate  auction  tup.is  in  the  U.S. 
For  buyers  tlie  biggest  ri  k  is  over- 


Keith  Ferrari  kept  his  wits  when 
bidding  on  a  replica  of  Andrew 
Jackson'  estate.  It's  now  his  home 


paying.  Retired  Blockbuster  executive  Thomas  Gruber  s 
himself  a  $3  million  Limit  when  he  went  to  the  auction 
Alamo  Car  Rental  founder  Michael  Egan's  Fort  Lauderdal 
estate  in  May  2001.  Competing  against  27  registered  bit 
ders,  including  pro  baseball  player  Mike  Piazza,  Grubl 
ended  up  paying  $5.6  million.  "I  got  carried  away." 
says,  "My  wife  was  playing  tennis.  I  thought  it  would  I 
fun  to  go  down  [to  the  auction],  but  we  already  had  thr 
homes  and  I  had  no  business  buying  it." 

Rule  number  one  for  potential  bui 
ers:  do  your  homework  ahead  of  tim 
First,  find  a  reputable  auction  hous 
There  are  6,500  auctioneers  selling  n 
estate  in  the  U.S.,  100  of  whom  banc 
the  majority  of  the  sales.  Find  one  wi 
a  good  track  record  of  closing  sah 
Check  the  Dun  &  Bradstreet  repoi 
Most  of  the  top  ones  are  a  Certified  Au 
tioneers  Institute  graduate  or  an  A 
credited  Auctioneer  of  Real  Esta 
(www.auctioneers.org  has  a  director 
Also,  speak  to  former  customers  ai 
check  with  the  state  real  estate  comm 
sion  for  lawsuits  and  complaints. 

Better  auction  houses  often  provi 
Property  Information  Packets  (PIP; 
These  include  details  of  the  land  surv( 
title  and  lien  search,  radon  and  term 
inspections,  zoning,  taxes  and  a  contra 
You're  unlikely  to  get  a  PIP  in  a  forecl 
sure  sale.  These  are  risky.  Most  indivi 
ual  buyers  should  avoid  them. 
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Option  Traders 
Deserve... 

More 


"Favorite 
Options  Site"* 


BARRON'S 


^-^BEST 

ONLINE 

BROKERS 


"****l/2" 

"#1  Online 
Broker"** 

opiionsXp»'©ss 

HWniMr  NASO  •  S<PC 

Online  Options  &  Stock  Brokers 

www.optionsxpress.com 

1-888-280-80M 

Forbes 

■■■■^■■■■i^  «  com 

Visit  the  OptionsXpress  content 
module  at  www.forbes.com/markets 


Options  involve  risk  and  are  not  suitable  tor  an  invnstots.  Plca.se 
request  options  risk  disclosure  materials  from  optionsVpross,  liic 
1 -888-280-8020  O  2003 '  "Best  of  the  Web"  "Favonie  site"  ■  fortes 
3/8/02  ""Unprecedented"  "Winner"&  '4  1/2  stars  ■  Barton's 
3/10/03  "dl  Online  Broker"  ■  Barions  a'l7/03:  moiO  ba.<!is  Into 
available  at  www.optionsxpress.com.  BARRON'S  is  .i  leqisterod 
trademark  ol  Dow  Jones  &  Company  O  2003  ^OnBt^.  ^ad  ottter 
names  ol  FORBES  products  reterenced  tteroln  arp  tMdomarks  or 
registered  trademarks  ot  FORBES  Management  Co .  \,\:.  O  2003 


■MJ 


A  PIP  is  no  substitute  for  due  diligence.  Jerome  J.  Manning  &  Co.  "I  thcfught  au 
After  almost  a  year  of  looking  for  a  single-  tions  were  for  distressed  or  bankrupt  prO' 
family  home  in  Chicago,  interior  designer    "  erties,  and  I  didn't  want  it  perceived  thj 


Shelly  Barrad  found  the  house  she  wanted 
being  offered  at  auction.  She  spent  the 
weeks  leading  up  to  the  auction  learning 
all  she  could  about  the  5,000-square-foot 
structure.  Her  lawyer  reviewed  the  PIP.  She 
hired  her  own  inspector,  attended  all  four 
open  houses  and  spoke  to  city  officials 
about  zoning.  She  then  lined  up  her  mort- 
gage (the  bank's  appraisal  helped  her  value 
the  home).  She  even  brought  her  mortgage 
broker  along  to  the  auction  to  keep 
her  within  her  spending  range. 

That  range  has  to  include  the 
"Buyer's  Premium."  In  brokered  real 
estate  sales  the  seller  pays  the  entire 
commission.  At  auctions  the  buyer 
pays  a  4%  to  10%  surcharge,  and  the 
seller  is  in  some  cases  liable  for  a 
small  additional  percentage. 

Potential  buyers  must  write  a 
check  or  put  up  a  line  of  credit  (the 
amount  varies  depending  on  auction 
firm  but  can  run  as  high  as  $100,000) 
before  the  auction  begins.  All  but  the  win- 
ning bidder's  checks  are  returned  after  the 
hammer  falls;  the  winner  often  has  to 
stump  up  an  additional  deposit  on  the 
spot,  to  cover  the  difference  between  the 
initial  payment  and  10%  to  20%  of  the 
final  price.  The  deposit  is  nonrefundable 
and  contingency  free.  Most  sales  then  close 
within  15  to  45  days,  as  predetermined  by 
the  auction  contract. 

Buying  at  auction  means  buying  as  is. 
Hilton  Smith  bought  a  waterfront  house 
in  South  Carolina  for  $1.9  million.  Because 
he  was  a  real  estate  developer  and  the  home 
was  new,  he  didn't  expect  problems.  In- 
stead, he  and  his  wife  have  spent  an  addi- 
tional $400,000  on  such  things  as  a  new 
central  heating  and  air-conditioning  unit. 
"We  love  the  home.  I  am  a  busy  guy,  and 
closing  the  deal  quickly  made  a  lot  of 
sense,"  says  Smith,  "But  I  am  happy  that  I 
have  very  deep  pockets." 

For  sellers,  time  is  often  the  big  moti- 
vator: An  auction  abnost  guarantees  a  sale 
within  90  days.  When  Barbara  Crouchley's 
ha.sband  died,  he  left  her  with  a  costly 
Riiode  Island  waterfront  estate.  Rather  than 
list  with  a  broker,  she  hired  auctioneer 


way,"  says  Crouchley.  "But  after  all  I'd  gor 
through,  I  didn't  want  the  uncertainty 
listing  the  home."  She  sold  it  for  $1.7  mj 
Uon,  $500,000  above  its  appraised  value.: 
Another  reason  to  consider  an  aucti( 
is  for  the  buzz  a  good  auction  firm  c;, 
generate.  To  publicize  the  sale  of  a  remc 
90-acre  Montana  ranch  this  summer,  f 
Redfield  Group  mailed  brochures  to  10,0< 
multimillionaires  and  plane  ownesi 


DO 

•  Read  the 
Property 
Information 
Package 

•  Set  yourself  a 
bid  limit 

•  Factor  in 
unexpected 
costs 


DON'T 

•  Bid  on  a 
foreclosure 

•  Get  carried 
away  in  a 
bidding  war 

•  Forget  the 
Buyer's 
Premium 


Broadcom's  chief  executive,  Alan 
(Lanny)  Ross,  flew  in  and  made  a  preem 
tive  bid  the  day  of  the  auction. 

Auctioneers  often  prod  sellers  to  i 
absolute  (no  reserve)  auctions,  where  b: 
start  at  $1.  This,  they  say,  whips  up  crow 
and  money.  But  it  is  nerve-racking  fo 
seller  who  has,  say,  to  clear  a  mortga; 
"We  rarely  use  absolute  auctions  on  beh 
of  individual  sellers  of  residential  home 
says  Steven  Good,  chief  executive  of  Sh 
don  Good,  a  large  real  estate  auction  fir 
"They  can't  handle  the  mental  risk."  Go 
suggests  using  a  minimum  bid  to  start  l 
auction,  or  setting  a  reserve  price,  wh 
means  a  seller  can  accept  or  reject  the  ft 
bid.  Sellers  may  have  to  pay  a  fee  to  the  ai 
tioneer  if  the  reserve  isn't  met. 

Real  estate  auctions  aren't  as  risky 
they  seem.  Nor  are  they  a  bargain  hunt< 
paradise.  Typically  houses  are  auctioned 
at  somewhere  between  85%  and  105% 
estimated  fair  market  value.  Says  inter 
designer  Barrad,  who  ended  up  spend 
more  than  she  wanted  but  less  than  i 
original  list  price  on  her  Chicago  hor 
"Nothing  is  cheap.  If  it's  a  good  propert 
will  go  for  something  reasonable." 
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where  the  future 


Situated  at  a  crossroads  of  the  nation's  fiber-optic  network  and  one  of  the 
top  cities  in  the  nation  for  fiber  connectivity,  Jacksonville  is  wired  and  ready  for 
your  business.  We  are  home  to  a  new  $24  million  Advanced  Technology  Center 
created  to  educate  and  train  a  state-of-the-art  workforce.  To  find  out  how  your 
company  can  connect  with  us,  call  Jerry  Mallot  at  904.366.6680  or  log  onto 


http://network.expapdinjax.com. 
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You're  not  locked  in  to  6%.  How  to  negotiate  a  better  deal  with  a 
real  estate  agent.  By  Ira  Carnahan 


Seller 


beware 


If  you  sold  a  house  a  decade  ago  for  $300,000,  you 
probably  paid  a  standard  sales  commission  of  6%, 
or  $18,000.  Sell  the  same  house  today  and  you 
might  get  $750,000,  with  a  6%  commission  taking 
out  $45,000.  That's  odd.  It  doesn't  cost  an  agent 
two,  three  or  even  ten  times  as  much  to  sell  a  pricier  house. 
Too  often,  house  seOers  find  themselves  on  the  short 
end,  with  high  commissions  and  unfriendly  contract 


terms.  Sellers  tend  to  rely  on  their  real  estate  agents  fi 
everything.  That's  a  mistake.  Here  are  some  tips  to  he 
you  get  a  better  deal. 

Negotiate  down  from  6%.  The  more  your  house  is  worth,  tl 
less  you  ought  to  pay,  advises  American  University  finan 
professor  John  Benjamin,  who  has  studied  real  esta 
commissions.  For  a  $100,000  house,  you  may  have  litl 
choice  but  to  pay  close  to  6%.  For 
house  worth  $500,000  or  up,  look  to  p 
5%  or  even  less. 

Your  agent  will  surely  object.  "Son 
things  are  too  important  to  discount 
one  leading  real  estate  book  advis 
agents  to  warn  discount-seeking  selle) 
Don't  fall  for  such  nonsense.  Your  age 
is  going  to  get  paid  thousands  of  dc 
lars  if  he  sells  your  house  and  nothing 
he  doesn't. 

You  can,  though,  increase  yo 
agent's  willingness  to  cut  his  commissi< 
by  setting  a  reasonable  asking  price.  Th 
will  save  a  lot  of  time  and  hassle  for  yo 
agent,  who  won't  be  forced  to  spei 
extra  weeks  or  months  trying  to  unlo 
the  property.  In  return,  it's  fair  to  pa) 
lower  commission. 

Pay  less  if  your  agent  brings  in  the  buy 

Most  home  sellers  give  the  listing  ag€ 
half  the  commission  if  he  sells  the  hoi 
to  a  buyer  with  another  agent  and  t 
whole  commission  if  the  listing  age 
brings  in  his  own  buyer  (often  by  way 
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experience  •  independence  ■  discipline 
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INVESTMENT  MANAGEMENT  EXCELLENCE 


Proven  performance.  Low  cost. 

That's  the  T.  Rowe  Price  difference. 


Mutual  fund  fees  and  expenses  have  been 
getting  more  and  more  attention  lately.  At 
T.  Rowe  Price,  we  believe  that  you  shouldn't 
have  to  choose  between  low  expenses  and 
strong  performance.  We  offer  funds  with  both. 

The  following T.  Rowe  Price  funds  have  posted 
impressive  returns  for  the  1-,  5-,  and  10-year  or 
since-inception  periods.  We've  accomplished 
this  performance  while  still  keeping  expenses 
low— 39%  below  their  peer  averages.'*  All  funds 
are  subject  to  market  risks,  and  past  performance 
can't  guarantee  future  results.  International 
and  bond  funds  carry  special  risks,  including 
currency  and  interest  rate  risk,  respectively. 
When  assessing  performance,  investors  should 
consider  both  short-  and  long-term  returns. 

AIIT.  Rowe  Price  retail  funds  have  expense 
ratios  below  their  Lipper  averages,  so  we  can 
help  find  a  low-cost  fund  that's  right  for  you."*' 
Visit  our  Web  site  or  call  our  Investment 
Guidance  Specialists. 


Average  annual  total 
returns  as  of  9/30/03 


10  year 
or  since 
1  year       5  year     inception 


Blue  Chip  Growth  Fund         25.23%       1.91%       10.41% 


Equity  Income  Fund 


21.67%       5.14%       10.91% 


Equity  Index  500  Fund  24.06%      0.75%         9.76% 


Global  Stock  Fund 


Growth  Stock  Fund 


24.33%       2.06%  5.54%* 


2713%       4.23%       10.73% 


Short-Temi  Bond  Fund  4.69%       5.63%         5.11% 


Spectrum  Income  Fund  14.63%      6.39%        732% 


Value  Fund 


24.65%       6.68%       13.44%* 


TR0WEPRICE.COM/MUTUALFUNDS 


TRoweR-ice 


INVEST    WITH    CONFIDENCE 

'Global  Slock  Fund  inception  date:  lZ/29/95;  Value  Fund  inception  dale:  9130/94. 

For  more  information,  including  risks,  fees,  and  expenses,  request  a  fund  profile  or  prospectus;  read  it  carefully  before  investing.  For  updated  performance  information,  please  visit  our  Web 

site  or  contact  a  1.  Rowe  Price  representative.  Average  annual  total  rehirn  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment  return 

and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase, 

*  *As  of  9/30/03,  the  funds'  total  expense  ratios  versus  their  retail  Lipper  category  averages  are:  0.96%  and  0.?6%  for  Blue  Chip  Growth  and  Growth  Stock,  respectively,  versus  1,80%  for 

the  large-cap  growth  funds  category:  0.78%  for  Eguity  Income  versus  1 .59%  for  the  equity  income  funds  category:  0.35%  for  Equity  Index  500  versus  0.85%  for  the  S&P  500  Index  Objective 

funds  category:  1.21%  for  Global  Stock  versus  2.01%  for  the  global  funds  category:  0.55%  for  Shorl-lerm  Bond  versus  0.99%  for  the  short  investment-grade  debt  funds  category:  0,79%  for 

Spectrum  Income  versus  1.42%  for  the  general  bond  funds  category:  and  0,94%  for  Value  versus  1.62%  for  the  multi-cap  value  funds  category,  tAII  funds,  including  separate  share  classes, 

more  than  six  months  old  as  of  9/30/03  are  included  in  this  study,  (Source  for  data:  Lipper  Inc.)  T,  Rowe  Price  Investment  Services,  Inc.,  Distributor,  MPiowo68024 


©2001  American  Advertising  Federation.  The  ALTOiO  ss  is  used  with  the  express  written  permission  of  Kraft  Foods  North  America,  Inc.,  the  US 


aiiuy  anu  ipiiiiia,  auu  ivaii  i  uuua  ur\,  uu.,  inc  iiaucnicim  uwiiei.    M  le  rt«r  LiidiIKi  Mail  ruoUS,  IIIC.  tOf  Uieir  SUppOrl  anu  parTtCipdllOn. 


nvented  in  1780. 
Properly  marketed  215  years  later. 


Advertising.  The  way  great  brands  get  to  be  great  brands! 


jM 


^ 


an  open  house).  The  problem:  This  gives  the  listing  agent  toO 
strong  an  incentive  to  find  and  then  favor  his  own  buyer. 

Certainly,  you  want  to  give  the  listing  agent  some  incentive 
to  find  his  own  buyer.  But  double  the  payday  is  too  much.  The 
prospect  of  such  a  windfall  can  encourage  your  agent  to  hold  at 
bay  or  deal  unfairly  with  buyers  represented  by  others,  even  if 
they  might  offer  you  more.  And  that's  not  the  only  problem. 
Your  agent's  loyalty  to  you,  the  seller,  can  be  compromised  if 
your  agent  or  one  of  his  co-workers  suddenly  represents  both 
you  and  the  person  you're  trying  to  sell  to.  You  thought  you  had 
hired  a  loyal  ally;  now,  you're  not  so  sure. 

Ilyce  R.  Glink,  author  of  100  Questions  Every  Home  Seller 
Should  Ask,  suggests  that  when  negotiating  the  listing  agreement 
you  might  try  cutting  the  commission  by  one  percentage  point  if 
the  agent's  firm  brings  in  the  buyer  and  by  two  percentage 
points  if  the  agent  himself  brings  in  the  buyer. 

Consider  a  variable  commission.  In  nearly  every  listing  agreement, 
the  house  seller  agrees  to  pay  the  agent  a  fixed  percentage  of  the 
sales  price.  This  arrangement  does  have  the  virtue  of  simplicity. 
But  the  concept  is  also  badly  flawed,  because  it  gives  the  agent 
little  incentive  to  get  you,  the  seller,  the  highest  price.  WOl  your 
agent  put  in  vastly  more  effort  to  eke  out  another  $25,000  on  the 
sales  price  when  his  cut  is  just  $750  (3%  of  $25,000)?  Hardly 

This  is  not  mere  speculation.  A  recent  study  by  University  of 
Chicago  economists  Steven  Levitt  and  Chad  Syverson  finds  that 
when  agents  sell  their  own 
houses,  as  opposed  to  other 
people's,  they  sell  them  for 
thousands  of  dollars  more. 
That's  clear  evidence  the  current 
commission  structure  isn't 
motivating  agents  properly. 

A  variable  commission  aims 
at  ensuring  that  your  agent  is 
on  your  side.  Assume,  say,  that 
the  agents  you  consult  estimate 
your  house  will  probably  sell  for 
$500,000,  but  could  go  for  any- 
where from  $450,000  to 
$550,000.  Instead  of  just  paying 
your  listing  agent  3%  of  whatever  the  house  ends  up  selling  for, 
you  could  instead  offer  him  0%  of  the  first  $400,000,  and  then 
15%  of  anything  beyond  that.  (The  buyer's  agent  still  gets  the 
normal  fixed-percentage  commission.) 

What  if  your  agent  is  insulted  by  the  suggestion  he's  not  act- 
ing in  your  interest?  Well,  that's  no  more  insulting  than  the 
countless  incentive  and  bonus  schemes  used  by  employers 
everywhere.  Some  agents  may  even  claim  that  a  variable  com- 
mission is  illegal.  But  that's  not  so,  says  Craig  Cheatham  of  the 
Association  of  Real  Estate  License  Law  Officials. 

Keep  the  listing  term  short,  /..i-v  ,v  an  exclusive  listuii;  contract 
for  six  months  or  even  longer,  and  vnn  can  find  yourself  locked 


DO 

DON'T 

•  Negotiate  with 

•  Accept  agents' 

your  real  estate 

arguments  that 

agent. 

discounting  is 

•  Pay  less 

unwise. 

than  6%  on 

•  Pay  rip-off 

large  sales. 

processing  fees. 

•  List  your 

•  Pay  anything 

house  for  a 

to  a  previous 

maximum 

agent  who 

three  months 

didn't  sell  your 

with  one  agent. 

house. 

in  with  an  agent  you've  come  to  dislike.  A  long  contract  can  al; 
weaken  your  agent's  incentive  to  work  hard  for  a  quick  sale, 
you're  aU  his  for  half  a  year,  why  rush? 

StUl,  notes  Columbia  University  finance  professor  Christ(' 
pher  Mayer,  if  you  insist  on  a  very  brief  contract,  your  agei: 
won't  have  an  incentive  to  invest  much  in  advertising  or  oth 
marketing,  since  there's  a  big  risk  the  listing  wiU  expire  befoj 
the  house  is  sold.  Mayer  suggests  three  months. 

Skip  the  junk  fees.  Following  the  dubious  lead  of  mortgage  bn 
kers,  many  real  estate  agents  are  now  trying  to  collect  extra  "pn 
cessing  fees"  and  other  charges  on  top  of  their  already  genero'; 
commissions.  In  Washington,  D.C.  the  biggest  agency's  standa 
contract  now  includes  a  preprinted  $225  in  "administrati" 
fees."  Don't  agree  to  such  a  charge.  Thousands  of  dollars 
commission  is  compensation  enough. 

Get  a  double-deal  discount.  If  you're  using  the  same  agent  to  si' 
your  old  house  and  buy  a  new  one,  you  should  certainly  requf 
a  cut  on  the  commission.  Sheila  Leifer,  a  Chevy  Chase,  Md.  age 
with  Long  &  Foster  Real  Estate,  says  she  often  gives  sellers  a  dj 
count  of  a  percentage  point  if  they  use  her  to  buy  as  well. 

Don't  pay  twice.  Listing  contracts  typically  say  that  you  owe  yo 
agent  a  commission  once  he  deUvers  a  "ready,  willing  and  al: 
buyer."  Don't  accept  such  wording,  warns  Columbia's  May 
because  if  the  sale  falls  through  you  could  end  i 
owing  two  commissions — one  for  the  buyer  wl 
doesn't  work  out  and  one  for  the  buyer  who  do' 
Avoid  this  problem  by  specifying  that  you  owt 
commission  only  if  the  deal  settles.  "Most  brok( 
will  go  along  with  this  if  you  propose  it  to  therr 
says  Mayer. 

Listing  contracts  also  typically  include  a  broh 
protection  clause  that  specifies  the  agent  will  reed 
his  commission  if  someone  who  saw  the  hou 
during  the  listing  period  buys  it,  even  if  the  pi 
chase  is  months  after  the  listing  period  has  expire 
The  goal,  note  Eric  Tyson  and  Ray  Brown,  auth( 
of  House  Selling  for  Dutmuies,  is  to  protect  the  agt 
from  unethical  sellers,  who  might  tell  buyers  to  w 
until  just  after  the  listing  agreement  has  expired  before  buying, 
the  seller  wiggles  out  of  the  commission. 

Fair  enough.  But  if  you're  selling,  advise  Tyson  and  Brow 
you  want  to  make  sure  this  clause  doesn't  end  up  forcing  you 
pay  two  commissions  if  you  switch  to  a  new  agent  who  then  st 
your  house  to  someone  who  first  saw  it  under  the  old  age: 
Solution:  Make  sure  the  contract  states  that  the  clause  will  r 
apply  if  you've  signed  a  Hsting  agreement  with  another  agent 


J 


Hire  a  lawyer.  You  should  ask  the  same  real  estate  lawyer  who  v 
vet  your  sales  contract  to  look  at  your  listing  agreement.  Wir 
ing  it  without  legal  advice,  as  sellers  commonly  do,  is  a  mista 
These  are  complex  contracts  with  big  money  at  stake. 
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40NG  KONG 
RENEWED 


SPECIAL  ADVERTISING  SECTION 


th  its  location  at  China's  doorstep,  open  economy  and  world-class  infrastructure, 
ng  Kong  is  affirming  its  position  as  Asia's  premier  business  center. 


a  kid,  Hah  Harilela  hawked  sundries  outside  a  British  military 
3cks.  Seven  decades  later  he  runs  his  family's  billion-dollar  global 
.  jl,  banking  and  real-estate  empire.  The  tycoon's  tale  of  triumph 
adversity  mirrors  Hong  Kong's  progress  from  refugee  haven  to 
cling  financial  center  Hong  Kong  has  overcome  political  and  eco- 
lic  crises  —  including  the  outbreak  of  SARS 
/  this  year  —  only  to  emerge  stronger. 
^  ince  the  city  reverted  to  Chinese  sover- 
ity  in  1997  critics  have  suggested  that 
ig  Kong  has  been  in  decline.  Believers 
to  differ.  "Hong  Kong's  economic  devel- 
nent  is  a  history  of  constant  change  and  adaptation  to  new 
ortunities  and  challenges,"  Harilela  says.  "This  ability  to  rein- 
t  Itself  is  particularly  important  in  today's  global  economy." 


jig  Kong  has  no  problem  attracting  talented 
(ople  from  all  over  the  world.  The  city  is  always 
i  as  a  highly  desirable  place  to  live.  It  is  ideal." 

—  Christopher  Cheng  Wai-chee, 
Chairman,  Wing Tai  Corporation  Ltd. 


aeed,  Hong  Kong  has  all  the  ingredients  to  succeed  in  the 
ily  competitive  globalization  age.  "Our  key  advantages  are  the 
of  law,  our  'hardware,'  such  as  the  airport,  and  our  'software,' 
[♦i  as  our  local  talent,"  says  Christopher  Cheng  Wai-chee,  chair- 
'  1  of  Wing  Tai  Corporation  Ltd.,  a  diversified  regional  group  with 
rests  in  property,  telecommunications  and  apparel.  Hong  Kong 
more  than  sufficient  human  resources,  particularly  with  the 
yving  number  of  mainland  professionals  coming  to  live  in  the 
'We  have  no  problem  attracting  talented  people,"  Cheng  says. 
1  recent  years,  as  Hong  Kong  has  grappled  with  the  global 
nomic  slowdown,  deflation  and  rising  unemployment,  some 
e  cast  doubt  on  its  long-term  future.  Critics  argue  that 
na's  increasing  openness  to  direct  investment  and  mem- 
hip  in  the  World  Trade  Organization  (WTO)  are_eroding  Hong 
ig's  role  as  gateway  to  the  mainland.  Competition  from  other 
}s  in  Asia  is  growing,  they  add. 


But  Hong  Kong's  leading  position  is  unassailable."This  is  one  of 
the  most  open  economies  in  the  world,"  Harilela  explains.  "The  rule 
of  law  provides  a  level  playing  field,  and  intellectual  prop- 
erty rights  are  protected  and  effectively  enforced."  The  fact  that  more 

than  80  international  investors  set  up  offices  or  substantially  expand- 


long  Kong  is  the  only  place  in  the  world 
at  assimilates  so  many  cultures  that  are 

_instantly  mingling  together  in  a  spirit  of 

tolerance  and  mutual  respect." 

—  Hari  Harilela,  Chairman,  The  Harilela  Group 


ed  their  presence  during  the  first  six  months  of  this  year  —  even  as 
the  city  was  in  the  grip  of  SARS  —  is  evidence  of  Hong  Kong's  endur- 
ing attractiveness.  "A  great  vote  of  confidence,"  Harilela  concludes. 
Harilela  and  Cheng,  who  serve  as  Investment 
Promotion  Ambassadors  for  the  Hong  Kong 
government,  both  welcome  the  recent  signing 
of  the  Closer  Economic  Partnership  Arrange- 
ment (CEPA)  between  Hong  Kong  and  the 
mainland.  CEPA  eliminates  most  tariffs  on  Hong 
Kong  goods  exported  across  the  border.  It  extends  market  liberal- 
ization terms  between  Hong  Kong  and  the  mainland  beyond  the 
commitments  China  made  to  join  the  WTO,  creating  new  opportu- 
nities for  Hong  Kong  firms  in  18  service  sectors.  "We  will  be  able 
to  expand  our  professional  services,"  reckons  Cheng.  "There  will  be 
a  lot  of  opportunities  for  local  businesses  and  foreign  investors  to 
explore,  such  as  bringing  in  semi-manufactured  goods  duty  free  for 
reprocessing  and  then  reexporting  them  to  the  mainland." 

Beyond  these  attractions.  Hong  Kong  has  much  more  to 
offer.  It  is  both  a  cosmopolitan  city  and  a  pleasant  home  base. 
Much  of  Hong  Kong  is  parkland,  with  beautiful  countryside  and 
beaches,  Cheng  notes.  When  Harilela  is  away  on  business, 
what  does  he  miss  most?  "The  vibrant  character,"  he  replies. 
"This  is  the  only  place  in  the  world  that  assimilates  so  many 
cultures  that  are  constantly  mingling  together  in  a  spirit  of 
tolerance  and  mutual  respect" 


:1 


/est  Hong  Kong  is  the  Hong  Kong  SAR  government  department  set  up  in  July  2000  to  spearhead 
ong  Kong's  efforts  to  attract  foreign  direct  investment.  It  provides  free,  one-stop-shop  services 
to  potential  investors.  Find  out  more  at  www.lnvestHK.gov^hk. 


Our  annual  survey  of  200  large  charities  picks  10  that  shine. 
By  William  P.  Barrett 


Genuinely  Needy 


Looking  a  gift  water  buffalo  in  the  mouth:  Heifer  International  in  Thailand. 

We  have  once  again  surveyed  200  non- 
profits and  rated  them  on  how  effi- 
dendy  they  collect  and  distribute  char- 
ity. The  50  largest,  as  measured  by 
donations,  are  listed  on  page  248.  All 
200,  with  extensive  additional  data  such  as  Web  links  and  top 
salaries,  can  be  found  online  at  www.forbes.com/charities. 
A  new  feature  this  year:  a  gold-star  list,  identifying  char- 
ities we  think  are  worthy  of  your  consideration.  In  al- 
phabetical order: 

American  Kidney  Fund  This  charity  defrays  the  unreimbursed 
portions  of  kidney  dialysis  treatment,  such  as  medicine  and 
transportation.  Last  year  42,000  low-income  patients  re- 
ceived an  average  $1,000  in  grants,  for  a  total  of  $41  million. 
Big  Brofhers  Big  Sisters  of  America  This  century-old  agency, 
with  471  chapters  nationwide,  has  found  its  niche:  men- 
toring troubled  children  of  single  parents.  With  donations 
running  strong,  it  has  set  an  ambitious  goal  of  serving 
1  milbon  kids  in  2010 — four  times  its  present  load. 
Brotf '  -■'  -i.Jhej'  FouRJation  Anesthesiologist  Robert  Hing- 
son  foi  .d  this  nonprofit  to  run  Third  World  immu- 
nizatioi  '  '•  !'■-  •  -crams.  Now  headed  by  son  Luke 
Hingsoii,  '    -wtywithconated  material. 

First  Book  1  he  simple  goal:  Give  poo.'-  children  their  own 
first  new  book  This  nonproil':  gets  volumes  fi-om  publish- 
ers, then  enlists  local  volunt«?  rs  to  band  them  out.  In  two 


years  it  has  distributed  nearly  15  million  books. 
Heifer  International  This  hunger-fighting  nonproi 
arranges  to  give  needy  folk  in  47  countries  breedii 
animals — cows,  chickens,  water  buffalo,  even  bees- 
plus  training.  The  recipients  agree  to  donate  the  firs 
born  female  to  others. 

International  Rescue  Committee  Started  in  1933  to  he 
those  fleeing  Hitler,  the  IRC  is  the  grande  dame  of  o 
ganizations  assisting  refugees  and  displaced  persor 
Recentiy,  it  has  played  a  significant  role  in  Kosovo  ai 
Afghanistan. 

Juvenile  Diabetes  Research  Foundation  International  Tl 
charity  states  flatly  that  its  goal  is  a  cure  for  diabet 
and  its  compUcations.  Extremely  efficient  financiali 
this  national  single-illness  research  nonprofit  pum 
more  than  $100  million  to  scientists. 
Marine  Toys  for  Tots  Started  by  a  Marine  Corps  reservist 
1947  to  funnel  toys  to  needy  kids,  this  charity  still  operat 
with  official  Marine  Corps  support. 
Northwest  Medical  Teams  International  This  medical  rel 
group  doesn't  rely  on  clinics.  It  also  makes  house  calls 
disaster  areas  using  mobile  medical  teams. 
Salvation  Army  Essentially  its  own  religious  movement,  tl 
helper  of  the  down-and-out  is  the  second-biggest  gift  i 
cipient  ($999  million)  on  our  list.  Meager  salaries  for  of 
cers  and  large  numbers  of  volunteers  help  keep  efficienc 
very  high  and  overhead  low. 

For  all  200  nonprofits,  our  survey  calculates  three  key  • 
ficiency  ratios,  plus,  where  available,  the  trend  from  the  pi 
vious  reported  period.  For  all  three  ratios,  higher  numbi 
indicate  a  better  bang  for  the  donor's  buck. 

Charitable  commitment  indicates  how  much  of  total  i 
penses  went  for  the  stated  charitable  purpose,  excludi 
management,  overhead  and  fundraising.  List  average:  85 
up  1  %.  Fundraising  efficiency  measures  the  share  of  gi 
after  subtracting  fundraising  expenses.  The  average  i 
mained  the  same,  at  89%.  Donor  dependency  is  the  oper 
ing  shortfall  (outiays  minus  non-gift  income)  as  a  percei 
age  of  gifts.  A  number  over  100%  means  that  the  char 
more  than  consumed  all  your  donations  keeping  its 
going;  a  negative  number  means  that  it  would  have  rui 
surplus  even  without  a  dime  of  donations. 
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What's  the  Charity  Doing  With  Your  Money? 


Organization/lieadquarters 

Total 

revenues 

($mil) 

Private 
support 
($mil) 

INDEXES  AND  TRENDS 

1 

Charitable 
commitment^ 

Fundraising 
efficiency^ 

Donor       j 
dependency^  ! 

Alzheimer's  Disease  &  Related  Disorders  Association/Chicago  IL 

$168 

$152 

78%  ▼ 

84%  A 

93%  •     1 

American  Cancer  Society/Atlanta  GA 

774 

789 

72 

T 

77 

T 

110 

A 

American  Diabetes  Association/Alexandria  VA 

188 

146 

77 

• 

77 

• 

96 

T 

American  Heart  Association/Dallas  TX 

532 

451 

73 

• 

77 

A 

100 

T 

American  National  Red  Cross/Washington  DC 

3.952 

1,762 

91 

▲ 

92 

A 

77 

T 

AmeriCares  Foundation/New  Canaan  CT 

412 

413 

99 

• 

99 

• 

102 

A 

America's  Second  Harvest/Chicago  IL 

468 

465 

98 

T 

98 

T 

100 

• 

Big  Brothers  Big  Sisters  of  America/Philadelphia  PA 

201 

163 

81 

▲ 

90 

• 

100 

A 

Boy  Scouts  of  America  National  Council/Irving  TX 

665 

291 

87 

• 

85 

A 

112 

A 

Boys  &  Girls  Clubs  of  America/ Atlanta  GA 

1,079 

454 

82 

• 

90 

• 

83 

• 

Brother's  Brother  Foundation/Pittsburgh  PA 

160 

160 

100 

▲ 

100 

• 

106 

A 

Campus  Crusade  for  Christ  International/Orlando  FL 

373 

333 

85 

• 

91 

• 

106 

A 

CARE  USA/Atlanta  GA 

524 

188 

91 

▲ 

89 

A 

82 

T 

Catholic  Charities  USA/Alexandria  VA 

2,693 

462 

89 

A 

93 

T 

76 

T 

City  of  Hope/Duarte  CA 

442 

178 

88 

T 

90 

A 

84 

T 

Compassion  International/Colorado  Springs  CO 

143 

142 

81 

• 

91 

• 

97 

A 

Conservation  International  Foundation/Washington  DC 

222 

215 

84 

▲ 

98 

A 

29 

▼ 

Feed  the  Children/Oklahoma  City  OK 

407 

406 

90 

▲ 

90 

A 

103 

A 

Food  for  the  Poor/Deerfield  Beach  FL 

352 

321 

95 

▲ 

96 

A 

100 

^ 

Gifts  in  Kind  International/Alexandria  VA 

796 

793 

100 

• 

100 

• 

94 

T 

Girl  Scouts  of  the  USA/New  York  NY 

662 

150 

84 

▲ 

77 

A 

109 

A 

Goodwill  Industries  International/Bethesda  MD 

2,055 

338 

88 

• 

97 

• 

78 

▼ 

Habitat  for  Humanity  International/Americus  GA 

748 

417 

81 

▲ 

85 

T 

70 

A 

Institute  of  International  Education/New  York  NY 

171 

170 

97 

▲ 

99 

• 

102 

A 

Juvenile  Diabetes  Research  Foundation  International/New  York  NY     139 

135 

86 

T 

90 

• 

123 

A 

Leukemia  &  Lymphoma  Society /White  Plains  NY 

152 

151 

75 

T 

81 

T 

103 

A 

Lutheran  Services  in  America/Baltimore  MD 

8,203 

723 

84 

T 

96 

▼ 

-72 

▼ 

MAP  International/Brunswick  GA 

176 

174 

99 

• 

99 

• 

87 

T 

March  of  Dimes  Birth  Defects  Foundation/White  Plains  NY 

193 

195 

75 

• 

82 

• 

112 

A 

Memorial  Sloan-Kettering  Cancer  Center/New  York  NY 

1,133 

172 

95 

▲ 

85 

T 

127 

A 

Muscular  Dystrophy  Association/Tucson  AZ 

156 

152 

76 

▲ 

83 

A 

101 

A 

Natl.  Assn.  for  the  Exchange  of  Industrial  Resources/Galesburg  IL 

153 

141 

99 

• 

99 

• 

87 

T 

National  Multiple  Sclerosis  Society/New  York  NY 

168 

160 

78 

▲ 

83 

• 

106 

A 

Nature  Conservancy/Arlington  VA 

894 

629 

89 

▲ 

91 

A 

118 

▼ 

Planned  Parenthood  Federation  of  America/New  York  NY 

767 

228 

83 

A 

83 

A 

84 

T 

Public  Broadcasting  Service/Alexandria  VA 

530 

266 

97 

A 

100 

• 

95 

T 

Salvation  Army/Arlington  VA 

2,497 

999 

83 

• 

90 

T 

99 

T 

Samaritan's  Purse/Boone  NC 

170 

165 

90 

• 

97 

A 

98 

A 

Scholarship  America/St.  Peter  MN 

178 

171 

96 

• 

99 

• 

63 

T 

Shriners  Hospitals  for  Children/Tampa  FL 

-703 

273 

93 

• 

96 

• 

545 

A 

Smithsonian  Institution/Washington  DC 

349 

156 

81 

• 

92 

▼ 

137 

A 

St.  Jude  Children's  Research  Hospital/Memphis  TN 

320 

314 

83 

A 

88 

A 

121 

A 

Trinity  Broadcasting  Network/Santa  Ana  CA 

214 

160 

76 

T 

92 

A 

52 

T 

Twin  Towers  F          :  ^w  York  NY 

159 

158 

100 

• 

100 

• 

68 

• 

UJA/Federation                   ''New  York  NY 

217 

199 

78 

A 

85 

A 

86 

A 

United  States  Fun..                  .-/New  York  NY 

210 

200 

86 

A 

90 

A 

104 

A 

United  Way  of  New  York  {i.'s  New  York  NY 

523 

498 

94 

A 

97 

A 

69 

T 

World  Vision/Fed. 

553 

438 

84 

A 

87 

A 

97 

▼ 

YMCA  of  the  USA  r  .,                ^f^il/Chicago  IL 

4,272 

714 

80 

T 

90 

▼ 

85 

A 

YWCA  of  the  USA/W?,sl . 

646 

178 

86 

T 

90 

T 

99 

A 

AVERAGE  FOR  ALL  200  ;i;iinu;.r.;-  those  atwww.forbes.com/charities) 

85 

A 

89 

• 

107 

A 

Figures  are  for  the  latest 
services  as  percent  of  tot 
previous  period.  TRailo  dc^it  ^  . 
www.gulde8tar.org:  www.mlnisiry 


•vi  d  b<rcause  of  'jriconsolidated  data  of  national  and  affiliated  groups,  rounding  or  incomplete  information.  'Charitable 
nrnaining  after  fundraising  expenses.  'Percent  of  private  support  remaining  after  surplus.  ARatio  increase  from 
■  10  comparable  data.  Sources:  IRS  Forms  990:  aimual  reports  or  statements  of  individual  nonprofits: 
•  innthropy:  Attorneys  General  offices  of  California  and  ti/linnesota. 
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HIS  IS  THE  FLYING  BYTHE  SEAT  OF  OUR 

|nts,  throw  a  dart  at  a  map  of  the 
orld  and  go  where  it  lands  life 


f/  THE  CmVAS  LIFE™  responsibly,  www.chivas.com 

^(■^S  REGAL®  12  Year  Old  Blended  Scotch  Whisky.  40%  Alc/Vol,  (80  Proof). 
';)3  Imported  by  Chivos  Bros.  Import  Co.,  White  Plains,  NY 
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Don't  see  an  upside  in  stocks,  bonds  or  real  estate?  You  could  always 
buy  a  precious  metal.  By  Christopher  Helman 


Go  for  the  Gold 


Thrice  this  year  the  price  of  gold  threatened, 
and  failed,  to  go  above  $400  per  ounce.  Now 
the  metal  is  at  its  most  expensive  since  1996 
and  is  up  56%  from  a  low  of  $252  in  August 
1999.  The  top  precious-metal  mutual  funds 
have  returned  an  average  annual  46%  over  the  past  three 
years.  Is  it  too  late  for  arriviste  goldbugs  to  get  in? 

Not  at  all,  say  gold's  boosters.  If  you  share  their  beHef 
that  gold  will  outperform  the  other  mainstream  invest- 
ments, now's  the  time  to  load  up  on  gold  coins,  stocks 
and  funds.  If  you  think  their  argument  bunkum,  you 
might  still  want  to  slip  the  odd  gold  coin  under  the  mat- 
tress or  gold  fund  into  your  portfoHo  for  a  rainy  day. 


But  before  the  how-tos  come  the  whys.  The  goldbu^ 
weU-rehearsed  argument  is  this:  The  U.S.  faces  unsustaii 
able  deficits  that,  despite  the  recent  pop  in  the  econom] 
growth  rate,  it  will  continue  to  need  foreigners  to  financ 
But  these  investors  will  increasingly  be  able  to  find  high 
returns  elsewhere,  especially  in  countries  like  China  th 
keep  their  currency  artificially  low  against  the  doUar 
stimulate  exports.  This  will  trigger  a  seUofif  of  doUar  asst 
or  higher  U.S.  interest  rates  to  keep  them  around.  Eith 
way  the  economic  recovery  stalls  and  the  recent  sto 
market  surge  recedes.  The  only  thing  that  would  hold 
value  is  gold. 

The  most  straightforward  way  to  play  gold  is  to  ov 
the  metal  itself  Gold  bars  are  unwieldy.  For  small  spe 
ulations  go  for  1  -ounce  bullion  coins.  Canada  makes  t 
Maple  Leaf,  South  Africa  the  Krugerrand,  China  t 
Panda,  Austria  the  Philharmonic.  The  U.S.  has  the  Gc 
Eagle.  Beyond  patriotism  for  American  investors, 
market  is  liquid,  and  unlike  with  some  foreign-stru 
bullion,  no  trading  in  Eagles  gets  reported  to  the  11 
unless  you're  paying  more  than  $10,000  in  cash.  Dow 
sides:  You  wiU  get  hosed  on  transaction  costs  (4%  to  6 
markups  are  common);  you  might  get  nicked  for  sa 
taxes  as  well;  and  there  is  the  remote  but  meaningfial  r 
that  you  will  fall  victim  to  theft  or  fraud.  (What  if  yo ! 
grandchOdren  go  to  cash  in  the  coins  and  discover  tt 
they  are  nicely  painted  pieces  of  lead?) 

For  serious  speculators  the  way  to  buy  metal  is  to  j 
a  gold  ftitures  contract  from  a  broker.  The  most  Uqi 
gold  contract,  for  100  troy  ounces,  trades  on  the  Con" 
division  of  the  New  York  Mercantile  Exchange.  Built 
is  a  bid-ask  spread  of  maybe  0.03%.  The  round-ti 
commission  for  five  contracts  would  be  $250  at  a  ft 
service  brokerage  like  Merrill  Lynch  or  Price  Futu 
Group.  You  can  swing  a  contract  for  as  little  as  $2,025 
margin  money,  but  this  is  not  a  good  idea.  Elimiinate  1 
risk  of  a  margin  call  by  depositing  the  fiill  amount  o 
contract,  some  $39,000,  in  Treasury  bills. 

Contracts  run  out  as  far  as  June  2008.  Assuming  y 
want  to  hold  your  position  indefinitely,  you  can  minim 
tlie  need  to  roll  it  over  by  reaching  out  far  on  the  matin 
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The  most  convenient  bank 
in  America. 


That's  [T^ 


America  is  a  land  of  convenience.  And  no  bank  is  more 
focused  on  offering  convenient  options  than  U.S.  Bank. 
We  have  full  service  branches  in  more  states  than  any 
other  bank.  Thousands  of 
ATMs  with  more  convenient 
options  and  locations  than 
you  can  imagine.  Telephone 
customer  service  representa- 
tives, at  your  caU  24  hours  a  day. 
Not  to  mention  the  easy-to-use 
U.S.  Bank  website.  And  all  this  convenient  access  is  backed 
by  our  exclusive  Five  Star  Service  Guarantee.  How  did 
we  become  the  most  convenient  and  customer-focused 
bank  in  America?  By  listening.  By  learning.  And  above 
all,  by  putting  your  needs  first. 


[T^bank 

^^^^^^     Five  Star  Service  Guarantees 


five  Star  Service  Guaranteed  (t,-^ 


usbank.com 


Welcome  to  Grand  Lido  Negri/,  one 
of  the  world's  most  luxurious  Super- 
Inclusive  resorts,    with  ^»»nc^. 
oleasures  that  Include  golf,       ,'^' ^''^17^*    , 
sunset  cruises  on  a  classic 


R  E  SOR  I"     C  H  A  I  N 
IN    THE     WORLIi 


'^acht,  massages  overlooking 
'he  placid  Caribbean,  24-hour  room 
service  and  no  tipping  permitted,  a  stay 
i^M^y      ^^  Grand  Lido  Negri!  is 
like  living  a  dream,  no 
matter  how  many  times 
lou  pinch  yourself.  Grand  Lido  Negril  is 
dimply  the  best! 

For  more  information  on  Air-Inclusive 
Designer  Vacations,  visit  us  at: 

-wAVAv.graumi  dLlidlo  .conci 

or  call  your  travel  agent  or 
I-800-Go-Supcr  (407-8737). 
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spectrum.  Alas,  the  further  you  go  out,  the 
thinner  the  trading,  and  therefore  the 
worse  the  trading  spreads.  A  good  com- 
promise is  to  buy  a  February  month 
future,  advises  David  Meger,  Director  of 
Metals  Trading  at  Chicago  brokerage 
Alaron  Trading.  You 
don't  need  to  worry 
about  buying  a  far  out 
contract  to  avoid  short- 
term  capital  gains.  For 
individual  investors  any 
gain  or  loss  is  treated  as 
60%  long  term  and  40% 
short  term,  no  matter 
how  long  you  hold  on. 
Therefore,  if  you  buy  one 
February  2004  gold  con- 
tract at  its  current  $398- 
an-ounce  price  and  un- 
load it  a  month  from 
now  at  $418  an  ounce, 
$1,200  of  the  total  gain 
gets  taxed  at  the  15% 
long-term  capital  gains 
rate  and  $800  at  the 
short-term  rate  of  28%. 

More  volatile  than 
the  metal,  by  a  factor  of 
three,  are  gold  mining  stocks  and  the 
funds  that  own  these  stocks.  Why?  Say  it 
costs  $250  to  dig  an  ounce  of  gold  out  of 
the  ground;  when  the  spot  price  is  $350, 
the  mining  company  makes  $100  selling 
it.  When  spot  climbs  14%  to  $400,  profit 
per  ounce  jumps  50%  to  $150. 

Spot  gold  has  gained  an  average  annu- 
alized 26%  the  last  three  years,  but  the  no- 
load  USAA  Precious  Metals  has  returned 
47%  over  the  same  period.  USAA's  Mark 
Johnson  holds  80%  of  his  fund  in  gold 
stocks,  the  rest  in  other  precious  metals 
companies.  Another  top  fund,  Tocqueville 
Gold,  has  averaged  24%  over  the  last  five 
years.  Its  manager,  John  Hathaway,  sup- 
plements gold  stocks  with  some  bullion, 
while  Johnson  sticks  solely  to  shares. 

Johnson's  favorite  stock  is  Glamis 
Gold,  debt  free  and  now  ramping  up  pro- 
duction in  Mexico  and  Guatemala.  The 
stock  trades  at  74  times  expected  2004 
earnings.  That  sounds  ludicrous,  but  note 
that  the  company's  enterprise  value 
ommon  market  cap  plus  debt,  less  cash) 


comes  to  a  reasonable  $376  per  ounce  c 
^jroven  reserves.  Johnson  also  likes  Bai, 
rick  Gold,  a  stock  out  of  favor  wit 
investors  because  of  its  hedging  activitie 
Barrick  looks  cheap  at  2  times  the  liqu 
dating  value  of  its  assets. 


A  Beautiful  Loser 

Great  for  diversification,  bad  for  capita^ 
appreciation:  Gold  hasn't  come  close 
to  its  alltime  high  of  $800  an  ounce. 


New  York  gold  spot  price  ($  per  oz.) 


400     K  yiV     y  ji  A 1      .     . 

...  »V  ^.  / 

Source:  Bloomberg  Financial  Markets. 
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Hathaway's  top  pick  is  Goldfields. 
large,  well-run  South  African  produc 
now  investing  abroad.  He's  also  keen 
Newmont,  the  largest  producer,  thanks 
a  three-way  merger  in  2002  that  put  co 
trol  of  the  company  in  the  hands  of  t 
most  capable  managers  from  each  coi 
pany.  "Now  we  will  see  better  value  ci 
ation,"  he  says. 

A  main  holding  of  all  five  to 
performing  gold  funds  is  Minas  Bu 
naventura,  based  in  Peru,  where  it  ow 
three  mines  and  controls  six  others.  T 
ADR  trades  on  the  NYSE  at  18  times  ntj 
year's  putative  earnings.  Sales  were  ' 
27%  in  the  last  nine  months. 

One  last  thought.  By  using  a  suital 
custodian  (such  as  American  Chur 
Trust  in  Houston)  you  can  buy  gold  u 
tax-sheltered  IRA  account.  But  this  is  r 
a  bright  idea.  Our  recommendation:  F 
stocks  and  taxable  bonds  in  your  IRA  a 
hold  your  metal  in  a  taxable  accou: 
Gold-mining  stocks  could  go  in  eitl 
place. 
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GENERAL  LtABILtTY 


COMMERCIAL  AUTO  PROPERTY 


WORKERS  COMPI 


Spending  time  with 
your  company  helps  us 
understand  its  risks. 


Sure,  our  underwriters  are  a  little  bit... unique.  But  ttien,  so  is  your 
business.  At  Liberty  Mutual  our  underwriters  get  to  know  your  company; 
firsthand.  We  learn  about  your  products,  your  day-to-day  operations; 
speak  face-to-face  with  your  managers,  and  ask  the  questions  that; 
allow  us  to  see  beyond  just  the  facts  on  paper.  This  kind  of  intimate 
knowledge  helps  us  identify  the  risks  that  may  result  in  lawsuits  or 
damage  to  your  company's  reputation.  It  also  allows  us  to  recommend 
coverage  at  a  price  that's  appropriate  for  you.  Because  if  there's  one 
thing  our  90  years  of  experience  has  taught  us,  it's  that  unique  companies 
deserve  a  unique  approach  to  insurance.  Group  hug  anyone? 


For  more  information  go  to  www.libertymutual.coml business 


Liberty 
Mutual 

©  2003  Liberty  Mulual  Group 


Learn  how  to  trade  a  business  traveler's  most  precious  asset: 
air  miles.  By  Matthew  Swibel 


Free  Market  in 

First  Clas.^ 


This  past  October  Steven  Belkin  needed  a 
first-class  upgrade  voucher  on  Malaysian 
Airlines.  He  went  online  to  make  a  discreet 
deal  with  a  Taipei  businessman;  a  week  after 
getting  the  upgrade  Belkin  swapped  80,000 
United  miles  sought  by  the  businessman  to  fly  four  rela- 
tives fi-om  Taiwan  to  Beijing.  "We  were  absolute  strangers 
who  wanted  what  the  other  couldn't  use,"  says  the  Cleve- 
land-based radio  and  TV  producer.  They  got  away  with  it, 
but  the  deal  went  against  the  spirit  of  the  rules:  You  are 
not  supposed  to  exchange  airline  miles. 

Worldwide,  members  of  fi-equent-traveler  programs 
with  airlines,  hotels,  car  rental  companies  and  credit  cards 
earn  650  billion-plus  miles 
and  points  per  year.  Some 
75%  go  unredeemed.  Why? 
Travelers  who  don't  consoH- 
date  their  points  within  a  sin- 
gle hotel  brand  or  airline  end 
up  with  a  ragbag  of  unusably 
few  miles  spread  across  sev- 
eral programs.  When  some- 
one finally  racks  up  enough 
for  a  free  ticket  to  Europe 
(50,000  to  60,000),  they  face 
the  restrictions  devised  bv 
airlines  and  hotel  companic•^ 
to  ensure  they  only  have  tr 
give  away  seats  and  rooir 
they  can't  sc!!'  irmvay.  Tl. 
only  thing  hoUl^ '  ■ .,  iuck  nioi 
deals  like  Belkin's  the  thrt 
of  having  progvom  poin 
confiscated  under  rules  tli. 
forbid  the  trading,  hnrteiir 


or  selling  of  mUes  (air)  or  points  (hotel,  car  rental). 

Or  do  they?  In  May  2003  Virgin  Atlantic  launch 
FlyingCo,  a  plan  that  gives  parallel  accrual  of  miles  for  I 
passenger  and  his  employer,  which  banks  the  miles 
future  flights  for  any  of  its  staff.  That  means  that  Gene 
Motors  or  Merrill  Lynch  can  apply  the  miles  earned  fi-( 
one  business  trip  toward  redemption  on  another  taken 
a  separate  employee.  Other  barter  channels  are  san 
tioned,  too.  Diners  Club  lets  you  convert  10,000  Ame 
can  Airlines  points  to  5,000  Midwest  AirUnes  mUes.  V 
can  make  the  same  kind  of  swap  with  Hilton. 
Points.com  seven  airlines,  including  Air  Canada  a 
Delta,  will  let  you  trade  air  miles  for  long-distance  m 
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Northwest  Airlines? we  offer  seamless,  efficient  travel  around  the  world.  And  our  alliances  with  KLM,  Continental  Airlines'^ 
d  Delta  Air  Lines®give  you  a  broader  choice  of  destinations.  After  all,  your  job  takes  you  many  places.  It's  our  job  to 
t  you  there.  Quickly.  Smoothly.  Dependably.  With  our  travel  partners,  Northwest  serves  nearly  750  cities  in  almost 
3  countries  on  six  continents.  Visit  nwa.comr  call  your  travel  agent  or  call  1  -800-225-2525  today. 
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Now  you're  flying  smart!" 
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NORTHWEST  AIRLINES' 


ACCUMULATE  GREAT 

Health 

The  Executive  Health  Program 
at  Canvon  Ranch 


Canyon  Ranch,  the  leading 

provider  of  life-improvement 

experiences  for  more  than  two 

decades,  offers  an  integrative 

approach  to  the  otherwise 
one-dimensional  requirement 
known  as  the  annual  physical. 

Discover  what  influence  stress 

really  has  on  your  health  and, 

consequently,  on  your  world. 

Take  four  or  more  days  in  this 

empowering  environment 

to  reconnect  with  yourself 

and  ignite  your  energy. 


Ca 

R 

Tucson.  Ariaona  ' 


888-719-^  . 
canyonranch.c 


utes,  clothes  or  gas. 

WTiether  or  not  you  see  this  as  the 
points-givers  bo\vrng  to  the  ine^^table, 
the  trend  is  clear.  "[Airlines]  have  legit- 
imized the  concept,"  says  Timothy  \S'in- 
ship,  a  Los  Angeles-based  consultant 
who  launched  FrequentFlier.com 
in  1997. 

Not  that  they  exactly  advertise  it. 
Tracking  do\%Ti  smart  trades  isn't  easy. 
Xo  single  mileage  broker  or  \\eb  site  has 
a  comprehensive  list  matching,  say, 
traders  of  free  hotel  nights  and  free  com- 
panion airUne  tickets.  .\nd  airhnes  don't 
want  to  draw  attention  to  this  market,  so 
they  don't  include  who's  offering  what 
in  their  weekly  o'ber  deals  that  get 
blasted  to  your  e-mail  accoutnL  So  here 
are  your  options. 

•Flyertalkcom.  BeUdn  made  his 
Taipei  connection  in  the  Coupon 
Connection,  one  of  several  onhne 
forums  in  the  "Flyertalk  Miles"  sec- 
tion. One  in  10  of  the  estimated 
10,000  indi\'idual  \isitors  to  the  site 
each  month  \%tI1  trade,  offering  up 
American  .\irlines  Admiral  Club 
passes,  US  .•Virwa)'^  North  American 
upgrades  and  Hyatt  Hotels  spa 
coupons,  among  others.  You  can 
even  find  takers  for  that  free  drink 
coupon  you  don't  need.  The  most 
sought-after  item?  A  s^'■stem^^"ide  upgrade 
on  United  Airlines,  which  can  go  for  a 
certificate  for  t\vo  nights  free  at  a  Mar- 
riott resort.  "Some  of  what  happens  in 
the  forum  is  technically  outside  program 
rules,"  admits  David  Friedman,  a  soft- 
ware salesman  and  co-moderator  of  the 
forum.  "It's  essentiaUy  buyer,  beware.... 
No  one  has  ever  tried  to  close  do\N'n  the 
forum." 

•  Points.com.  A  place  to  monetize 
orphaned  miles.  There  are  3,600  differ- 
ent exchanges  allowed  for  things  Uke  free 
flowers,  gift  certificates  at  Barneys  New 
York,  Crate  &  Barrel  and  180  other 
retailers,  among  other  trades,  .\nother 
good  use:  If  you  have  only  10,000  miles 
on  Midwest  Airlines — iO°t  of  what's 
ccuired  for  a  free  domestic  ticket — and 
'  on  American,  try  to  convert  your 
to  qualify  for  a  free  ticket 
~ii.  i:jq)ea  to  pay  a  heaw  dis- 


count. You  t)^icaUy  lose  85%  to  90% 
the  value  of  your  original  miles,  sa 
WTnship.  The  airlines  don't  mind  tra« 
ing  here,  because  they  are  either  seUii 
more  miles  or  taking  miles  off  the 
books.  Confused  about  which  progra 
you  should  ditch?  Mileagemanager.co 
\%tI1  track  all  of  your  frequent- fher  pr 
grams  on  a  consoUdated  monthly  stat 
ment  for  SI 5. 

•Ebay.com.  Trader,  beware.  Airlin 
have  shown  more  impatience  with  th 
high-profile  auction  site  than  any  oth< 
Some  miles  on  Ebay  are  disguised  as 
"white  envelope,"  with  a  bonus  of 
many  thousand  frequent-fUer  mik 
FORBES  spoke  to  travelers  who  sold  mil 
for  S300  cash  \sithout  such  a  masque 
ade,  but  vou  might  not  be  as  lucl 


DO 

DON'T 

•  Pool  your  points 

•  Trade  without 

into  a  few 

offering  compa- 

programs. 

rable  value. 

•  Read  program 

•  Be  surprised  if 

rules. 

you  get  caught 

•  Use  points  for 

trading. 

nontravel 

•  Expect  to  book 

purchases. 

award  travel  last 

minute. 

When  Qantas,  the  Austrahan  carri 
found  out  last  year  that  one  of  its  fi 
quent  ffiers  was  trsing  to  unload  1  m 
hon  miles,  it  forced  Ebay  to  shut  do\ 
the  auction  and  closed  the  individuc 
Qantas  account. 

•Mileage  brokers.  Corpfl)'er.com  v 
pay  between  1.2  and  1.8  cents  per  m 
You  must  make  the  reserx-ation  request 
by  the  brokerage  for  use  by  one  of 
futtire  clients  directly  with  the  airlu 
then  mail  the  ticket  to  the  broker.  You 
paid  one  business  day  after  the  milea 
broker  recei^"es  the  ticket.  Corpflyer.a 
will  also  reimburse  any  ticketing  fees  a 
airport  taxes  you  pay  the  airline  as  wd 
FedEx  or  shipping  charges.  Dallas-ba* 
Travel  Company,  which  opera 
MrMileage.com,  pays  1.5  cents  fort 
first  25,000  miles,  or  S375.  Terms  are 
posted  on  the  site,  so  tou  have  to  ca 
toll-free  phone  number. 
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Uldtch  an  Emmy®  duiard-uiinning  performance 
on  euery  channel  tonight. 


/^^A^ 


no  competition  comes  remotely  close  to  the  picture  quality  of  the  Emmy  award-winning, 

high-resolution  Fujitsu  PlaSmauiSiOn  SllmScreen®.   The  new  SllmScreen  series  from  Fujitsu  allows  you  to  enjoy 
HDTV  at  its  finest.  Our  exclusive  AVM  chip  creates  a  vivid  picture  with  the  highest  brightness,  contrast,  and  color  saturation.  A  pictu 
so  spectacular,  our  technology  won  an  Ennmy  award!  You  can  find  the  SllmScreen  series  exclusively  at  an  authorized  Fujitsu  retailer.  To  find 
one  near  you,  call  1-888-888-3424  or  visit  us  at  www.plasmavision.com,  and  start  watching  award-winning  television  today. 


NATAS*  EMMY  AWARD  WINNER  2002 


IT'S  WHATS  INSIDE" 


THE      POSSIBILITIES      ARE      INFINITE 


Fujfrsu 


Three-year  limited  warranty  includes  parts  and  labor  and  one  year  on  plasma  display  element.  Fujitsu  General  America.  Inc. 
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HOW  DO  I  KEEP  MY  EMPLOYEES  AND  OU 
BOTTOM  LINE  HEALTHY?"      ^ 


cifiCare  is  your  Total  SolutI 

We  understand  that  small  businesses  want  the  same  choices  and 
options  in  their  health  plan  that  large  businesses  get.  That's  why 
PacifiCare  offers  a  Total  Solution  that  makes  quality  health  care 
affordable  for  almost  any  size  business,  including  yours.  So  now 
you  can  offer  your  employees  the  health  plan  choices  they  want, 
all  from  one  source,  and  all  supported  by  a  dedicated  account 
team  that  will  be  with  you  every  step  of  the  way.  That's  the 
PacifiCare  Total  Solution.  To  learn  more,  call  your  broker, 
or  PacifiCare  ajUBa66-286-7501  today. 


PacifiCare  offers  many  extra  benefits  your 
employees  want: 

•  Life  Insurance 

•  Dental  and  vision  plans 

•  Prescription  drug  plans 

And  innovative  programs  that  offer  your  emp 
extra  value  on  health  care  products  and  servi 

•  PacifiCare  Perks^^' 

•  Women's  Health  Solutions"'^' 

•  Latino  Health  Solutions 


PacifiCare 

Caring  is  good.  Doing  something  i 


PaciHCafc  prod^s  and  scmces  are  offered  by  one  or  more  of  the  following  PacifiCare  fomilv  of  companies:  He;ilth  plan  products  and  : 
arc  oftcrtrd  by  .^eifiC:are  of  Arizona,  Inc.,  PacifiCare  of  California,  PacifiCare  of  Colorado,  Inc.,  PacifiCare  of  Nevada,  Inc.,  Pacific 
Oklahogj|||||^.f  .IWili(:jrc  Q.f  OrMJ||  Inc..  PacifiCare  of  Texas,  h^^  PacifiCare  of  Washington,  Inc.,  PacifiCare  Behavioral  He 
^''V>'Ojn^|HHHBl|JBflJH  Company  of  Microncisia,  Inc.  Indemnity  insurance  products  offered  in  California  arc 

)!^'''<^^<^^^^^^^^^^^^^^^^H|yi^nce  C A)nip;iny.  Indemnity  insurance  products  offered  in  Aiizona,  Colorado,  Nevada,  Wishl 

rittcn  by  PacifiCare  Life  Assurance  Company.;  Other  products  and  services  are  offered  by  Pac 
n^-"ff^^^^^^^^^^^^^^mau^an&.  Inc.,  {|B<iPacifiCare  Behavioral  Health,  Inc.  PacifiCare"  is  a  lederally  registered  trader 
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Invest  in  the  orange  blue  chip. 

ill 


The  Home  Depot®  is  the  second  largest  retailer  in  the  U.S.  It  is  the  youngest  retailer  to  reach  $30  billion, 
$40  billion,  and  $50  billion  in  sales,  with  pver  1,500  stores  and  1.2  billion  customers  in  2002.  As  it 
has  for  the  last  24  years.  Home  Depot  continues  to  transform  and  revolutionize  home  improvement. 
To  learn  more  about  the  orange  blue  chip,  go  to  www.homedepot.com  and  click  on  investor  relations. 
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Investment  Guide 

A  midlife  fantasy  that  might  even  pay  for  itself:  owning  your  own 
sleepaway  camp.  By  Ashlea  Ebeling 


Bunk  and 

BreaKtas 


i 


In  1970,  when  Karl  Alexander  was  20,  he  asked  his 
dad  to  help  him  buy  the  all-boys  sleepaway  camp 
in  western  North  Carolina  where  he  had  been  a 
camper  and  a  counselor.  Dad  told  him  to  get  a  real 
job.  So  he  worked  as  a  loan  officer,  owned  a 
Chrysler-Plymouth  dealership  and  did  marketing  for  a 
Louisiana  company  that  turns  rice  hulls  into  energy. 

Yet  camp  kept  calling.  Alexander  heard  his  alma 
mater  was  for  sale  in  1996  but  decided  it  wasn't  worth  the 


'v,, 


asking  price.  He  kept  looking.  And  in  November  2O0 
just  after  he  turned  50,  he  bought  a  nearby  coed  camp 
Horse  Shoe,  N.C.  Camp  Highlander  was  on  1 70  acres 
wilderness  bordering  the  Pisgah  National  Forest,  wi 
clean,  crisp  air,  a  lake  and  frontage  on  the  Mills  River. 
"I  said  I  wasn't  going  to  die  in  a  corporate  office 
Baton  Rouge,"  Alexander  recalls.  He  and  wife  Shelley  ai 
their  five  daughters  (then  ages  13  to  23)  packed  up  ai 
moved  to  the  Blue  Ridge  Mountains.  Now  he's  doi: 
what  he  dreamed  of — riding  his  horse  War  Bonr 
on  overnight  treks,  hiking  Black  Balsam  Mounta 
and  playing  surrogate  dad  to  700-plus  kids  ea 
summer.  "It's  kind  of  like  a  fairy  tale,"  he  says. 

Think  of  it  as  a  rustic  version  of  that  more  coi 
mon  fantasy — shucking  the  corporate  grind  to  rui 
bed-and-breakfast.  "Most  people  who  want  to  bu' 
camp  have  a  very  romanticized  and  unrealis 
notion  of  what  it  means,"  warns  Jeffrey  Solomci 
executive  director  of  the  National  Camp  Assoc 
tion,  a  matchmaking  service  for  camps  and  campe 
First,  there's  the  sticker  shock:  Expect  to  pay 
million  to  $5  million  for  a  200-bed  camp  in  go 
shape  and  operating  at  capacity,  and  $1  million  to 
million  for  one  needing  renovations  and  operati 
at  half-capacity.  Then  there's  the  discovery  that 
not  just  a  summer  job.  Instead  of  sailing  in  t 
Bahamas  all  winter,  you'U  be  hiring  staff  and  dru 
ming  up  business  at  camp  fairs.  "Camp  owners  1 
a  rewarding  life,  but  it's  not  a  get-rich-quick  HI 
says  Solomon. 


I 


Changing  horses:  At  50,  Karl  Alexander  gave  up 
marketing  to  buy  Camp  Highlander,  where  he  raises 
paint  horses  for  campers  to  ride.  At  right,  Highlandei 
counselors  and  boys  suit  up  for  a  belly-flop  contest. 
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Still,  there  are  more  dreamers  than  properties  for  sale.  Camp 
ker  Walter  Brent  in  Alton  Bay,  N.H.,  who  sold  Alexander  his 
ip,  has  a  file  of  100  would-be  owners  and  an  inventory  of 
;e  operating  camps  and  four  shells — camp  buildings  without 
existing  business.  Only  a  dozen  of  the  2,000  or  so  private 
paway  camps  in  the  U.S.  are  openly  listed  for  sale  right  now. 
It's  because  most  camps  are  handed  down  within  a  family  or 
i  through  word  of  mouth  to,  say,  the  assistant  director  who 
worked  there  for  20  years. 

In  the  fall  of  1997,  when  she  was  28,  Dayna  Hardin  left  a  job 
ducing  educational  videos  for  Simon  &  Schuster  to  buy  Lake 
he  Woods  in  Decatur,  Mich.  She  had  been  a  camper,  coun- 
)r,  program  director  and  finally  assistant  director  there.  The 
ip  wasn't  openly  for  sale.  But  she'd  asked  the  owners  to  call 
if  they  ever  wanted  to  sell,  and  one  day  they  did. 
Hardin  jumped  at  the  opportunity  even  though  the  camp 
>n't,  as  she  puts  it,  "at  the  peak  of  its  life."  As  part  of  a  pack- 
deal  she  also  picked  up  the  neighboring  boys  camp,  Green- 
ods,  for  a  total  of  $1.5  million,  financed  partly  by  the  sellers 
i  partly  through  a  local  bank.  She  got  to  work  right  away 
king  for  campers  (the  former  owners  had  only  one  camper 
oiled  for  the  next  summer).  She  signed  up  371  kids  for  that 
t  year  and  took  in  $923,000  in  revenue. 
Is  there  a  way  to  find  out  about  camps  not  officially  listed 


for  sale?  Some  desperate  camp  hunters  resort  to  sending  blind 
e-mails  or  letters  to  camp  owners  (Hardin  said  she  started  get- 
ting these  the  first  summer  she  owned  the  camps).  But  it's  a  long 
shot.  Moreover,  the  sale  of  a  camp  to  outsiders  has  to  be  done 
discreetly,  so  parents  don't  get  nervous  and  flee. 

Occasionally,  nonprofits  shed  camp  assets  to  raise  money. 
That's  how  Camp  Highlander  came  on  the  market.  Alexander 
bought  it  from  the  Pine  Crest  prep  school  in  Boca  Raton,  Fla. 
for  a  price  he  says  was  between  $3  million  and  $4  million. 

Why  not  just  start  a  new  camp  firom  scratch?  Zoning  boards 
usually  make  it  prohibitively  expensive,  Solomon  says.  They'll 
impose  tough  new  standards  on  big-ticket  items  like  septic  sys- 
tems. An  existing  camp  can  be  grandfathered.  Also,  parents  pre- 
fer a  camp  with  a  history. 

Still,  there  are  opportunities  in  vacant  and  run-down  facili- 
ties. Jay  Stager  is  a  serial  camp-fixer-upper  who  now  owns 
Camp  Med-0-Lark  in  Washington,  Me.,  his  seventh  camp.  He 
looks  for  either  operating  camps  in  distress  that  he  can  buy  for 
less  than  1.5  times  revenue  or  empty  camps  selling  for  the  value 
of  the  land.  He  plows  $300,000  or  more  into  the  buildings,  gets 
the  camp  accredited  by  the  American  Camping  Association  (it 
has  572  privately  owned  member  camps)  and  then  sells.  On  his 
best  deal,  he  says,  he  made  $  1  million  in  profit. 

Assuming  you  shell  out  $3  million  or  more  for  a  fully  func- 
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tioning  camp,  what  kind  of  revenues 
can  you  expect?  Alexander  will  be 
charging  $2,675  for  a  three-week  ses- 
sion this  coming  summer,  less  a  5% 
discount  for  those  who  pay  in  fuU  by 
December.  With  room  for  330  kids 
and  three  sessions,  a  full  house  at  fuU 
price  would  bring  in  $2.6  million.  In 
2002  he  ran  at  100%  capacity.  Last 
summer  he  was  down  to  88%,  in  line 
with  an  industrywide  drop  in  enroll- 
ment, blamed  on  the  economy  and 
the  war  in  Iraq.  Alexander  and  other 
camp  owners  are  optimistic  enough 
about  2004  to  be  raising  prices,  6% 
in  his  case.  "Parents  will  pay  you  any 
amount — you've  got  their  most 
prized  possession,"  he  says.  Expect  to 
spend  something  hke  65%  of  rev- 
enue on  operating  expenses,  includ- 
ing 25%  on  labor,  15%  on  market- 
ing, 8%  on  food  and  utilities  and  4% 
on  insurance. 

Alexander  has  plowed  a  lot  of  his 
operating  income  back  into  im- 
provements— adding  65  adjoining 
acres  to  the  original  170  and,  for  example,  replacing  barbed  wire 
fencing  around  the  horse  pastures  with  Kentucky-style  board 
fencing.  At  $125  a  night,  parents  expect  such  touches. 

While  Alexander  won't  say  how  much  he  earns  from  the 
camp,  it  does  provide  a  living.  The  camp  employs  three  of  his 
daughters  and  a  son-in-law.  Camp  directors  he  knows  pay 
themselves  from  $50,000  to  $300,000  a  year,  Alexander  notes. 

Are  you  really  cut  out  for  this  work?  It  requires  a  mix  of 
management,  handyman  and  parenting  skills.  You've  got  to  like 
kids  and  long  days.  Says  Hardin:  "It's  like  being  an  accountant 
on  Apr.  15,  but  for  the  whole  summer." 

The  responsibility  for  taking  care  of  someone  else's  child  is 
enormous.  "Imagine  the  knock  on  the  door  at  2  a.m.  when  a 
child  is  having  an  asthma  attack,  or  fathom  the  pressure  when  a 
child  is  on  a  climbing  wall,"  says  42-year-old  Jeffrey  Konigsberg, 
who  owns  Camp  Takajo  and  Tripp  Lake,  boys'  and  girls'  camps 
in  Maine.  His  toughest  job  was  caring  for  a  child  whose  parents 
died  in  a  plane  crash  one  summer. 

In  season  you're  running  a  medical  facility  with  nurses  and 
maybe  even  a  doctor,  a  restaurant,  and  transportation,  building 
and  groundskeeping  departments.  "You  have  to  be  a  jack-of-all- 
trades,"  s«\vs  Stager. 

In  the 
bunk  in  tin 

xnd  staffers  is  a  big  job.  Camp  Highlander, 

0  se;t.sonal  employees.  While  75%  are  repeat 

arkers  are  hard  to  keep.  -Mexander  is 

1. 1  m  four  years.  Certified  instructors  in 


Summer  scene:  Camp  Highlander  holds  a  Sunday  luau  by  the  pool. 


Lining  up  c! 
for  example,  ha 
employees,  sonu 
looking  for  his  foui  i 


lany  camp  owners  close  up  the  cabins  and 
-t"  residences,  but  they're  not  really  off  duty. 


areas  like  riflery  are  also  tough  to  find.  Stager  has  flown  a  Ces 
172,  owned  by  one  of  his  camps,  on  recruiting  trips. 

Some  costs  have  been  rising  steeply.  Stager's  Camp  Med 
Lark  insurance  bill  jumped  from  $38,000  in  2001  to  $73,000 
year.  Marketing  costs,  including  referral  fees  paid  to  ca 
matchmaking  services,  have  been  growing  too. 

In  addition  to  across-the-board  rate  hikes,  owners  are  tr) 
to  generate  more  revenue  by  charging  extra  for  activities 
horseback  riding  and  by  adding  more  beds. 

A  different  approach  is  being  taken  by  White  Plains, 
CampGroup,  which  has  bought  up  eight  camps  since  199^ 
aims  to  save  on  costs  by  group-buying  of  insurance,  food 
high-dollar  items  such  as  sailboats,  while  keeping  each  can 
family  feel,  says  Daniel  Zenkel,  CampGroup's  president. 

Last  year,  after  fixing  up  Lake  of  the  Woods  and  Greenwc 
and  bumping  enrollment  up  to  610  per  summer,  Hardin 
them  to  CampGroup  for  stock  and  cash,  making  a  tidy  pr 
She's  still  camp  director,  with  a  salary  and  profit  participat 
So  why  sell?  With  two  kids  of  her  own  now,  Hardin  says, 
wanted  to  be  sure  she  could  quickly  hand  over  managemer 
the  camps,  should  she  choose  to.  "I'm  still  doing  everythi 
love,"  she  says.  "But  I  don't  have  the  ultimate  responsibilil 
God  forbid,  something  happened  to  a  camper.  It's  not  all  or 
shoulders." 

Alexander,  for  his  part,  wants  to  keep  Camp  Highland 
his  family:  "My  hope  is  to  pass  it  on  to  my  children  and  1 
children,  so  that  my  grandchildren's  children  will  enc 
there." 
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!  The  website  that  helps  employees  manage 

*  their  benefits  gives  you  more  freedom,  too. 

At  CIGNA,  we  provide  a  simple,  secure  and  personalized  way  to  access,  track  and  manage 
I      benefits  that  satisfy  both  the  employee  and  the  benefits  manager  in  you. 

■        i    It's  called  myCIGNA.com.  It's  built  on  the  same  people-friendly  technology  from  Yahoo!, 
with  the  security  of  a  CIGNA  site.  With  it  your  employees  can  access  and  track  their  health 
benefits  and  manage  their  retirement  account.  They  can  even  personalize  their  page,  using  simple 
step-by-step  instructions  to  receive  custom  Information  tailored  to  their  personal  financial  and;;^ 
health  needs. 

The  result?  A  more  complete  understanding  of  benefits,  and  higher 
satisfaction  overall.  ^Vsl^ 

Why  did  we  make  a  tool  like  this?  3ecaiise  when  employee  benefits  are  ^^^^^ 

working  better  for  your  employees,  you  feel  better,  too.  ^ 


/.-  .'  '    ■^■■k'-' 


y'cigna.com. 


or  call  your  broker 


Cigna 

\  Business  of  Cari 
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MAKERS  R.  BREAKERS 

For  more  financial  stats,  go  to  www.forbes.com/makers. 

Same-Store  Sighs 


Among  department  stores,  once  considered  a  dying  breed, 
KOHL'S  (B2,  K88)  has  been  a  magical  success,  expanding  in  its 
preferred  venues  (easy-to-get-to  strip  malls)  and  peddling  name 
brands  at  good  prices.  But  the  magic  has  faded.  Same-store  sales 
plunged  11. 6%  in  October,  the  fourth  monthly  decline  this  year. 
And  while  full-year  earnings  per  share  are  projected  to  rise  4% 
to  $1.95,  that's  far  below  the  33%  average  annual  growth  the 
chain  managed  over  the  last  five  years. 

The  problem  is  competition.  Kohl's  (estimated  2003  sales: 
$10.7  billion)  roared  out  of  the  Midwest  in  the  mid-1990s,  out- 
hustling  the  likes  of  J.C.  Penney  and  Federated.  But  now  rivals 
have  copied  Kohl's  assortments,  pricing,  and  even  its  racetrack 
store  layouts  and  roadside  locations. 

Kohl's  growth  relies  on  the  rapid  addition  of  new  stores, 
swelling  at  18%  to  20%  a  year,  and  high  sales  productivity  at 
$234  per  square  foot — 70%  higher  than  Penney's,  its  closest 
competitor.  But  Kohl's  is  showing  the  strain,  particularly  in 
southern  California,  where  stores  have  been  slow  to  produce  big 
first-year  sales  volumes.  Opening  85  new  stores  since  November 
2002  stretched  the  management  bench;  inventories  swelled. 


One  problem:  Kohl's  enjoys  a  rich  multiple  of  27  times  tra 
ing  earnings,  86%  higher  than  the  department  store  univer 
Wal-Mart's  P/E  is  28,  but  its  earnings  are  galloping  a  lot  fast 
Short  Kohl's  and  cover  at  $40.  —Mark  Ta: 


Fashion  Victim 

Here's  another  tale  of  a  retailer  that  once 
was  hot  and  now  is  not.  WET  SEAL  (l2, 
WTSLA)  enjoyed  outrageous  popularity  in 
the  teen-girl  market 
two  years  ago  with 
the  bohemian  look, 
but  didn't  adjust  to 
changing  tastes.  Net 
income  slid  86%  to 
$4.2  million  in  2002 
and  for  2003's  first 
half  went  into  the  red  by  $22  million. 
Same-store  sales  for  the  2003  back-to- 
school  period  dipped  10%. 

But  Eric  Beder  at  Northeast  Securi- 
ties thinks  i\ew  management  is  turning 
things  around  by  stressing  more  trend- 
proof  clothes  like  denim  and  hiring 
as  head  dcsig".cr  Victor  Alfaro,  who 
has  dresst^d  di-.as  Madonna  and 
Mariah  Carey. 

Wet  Seal  is  also  ';-;nin<:  on  $67  million 
in  cash,  $3  per  sh.n  mpany  lould 

use  the  money  for  a  sttK  jv,  buyback. 

— Dorothy  Poriwratnz 


Attention-Getter         Patently  Obvious 


The  Food  &;  Drug  Administration  can  do 
wondrous  deeds  for  drug  outfits.  SHIRE 
PHARMACEUTICALS  (26,SHPGY),  on  the 

verge  of  receiving  FDA  approval  for  adult 
use  of  attention-deficit-disorder  drug 
Adderall  XR,  is  about  to  open  a  lucrative 
market.  David  Steinberg  of  Deutsche 
Bank  says  the  stock,  while  up  from  $14  m 
February,  has  room  to  grow. 

The  ADD  drug 
already  was  being 
used  on  children. 
Researchers  have  only 
recently  concluded 
that  attention-deficit 
problems  also  afflict 
adults.  Shire's  sales 
for  this  year's  first 
nine  months  grew  22%  to  $893  million. 
The  average  P/E  of  specialty  pharma  com- 
panies is  30;  Shire's  is  a  bargain  at  17. 
Compare  that  to  the  30  multiple  at  Eli 
Lilly,  which  also  sells  an  ADD  drug  for 
both  kids  and  grownups. 

— Aliya  Sternstein 


What  kingpin  drugmakers  fear  most 
aside  from  government  price  restraint: 
is  patent  expirations.  That's  why  resean 
driven  houses  like  Pfizer  and  Wyeth  n 
be  headed  for  a  rocky  spell.  The  buzz: ! 
big  pharma,  buy  generic. 

Among  the  generics,  a  feisty  entr 
PHARMACEUTICAL  RESOURCES  (73, 
which  copies  off-patent  antidepressa 
Paxil  and  Prozac.  The  company  aire; 
has  posted  $440  million  in  revenues  d 
ing  the  first  three  quarters  of  2003, 
55%,  and  earnings  of 
$84  million,  up  37%. 
Robert  Uhl,  a  Wells 
Fargo  Securities  ana- 
lyst, ex-pects  it  to  gen- 
erate $850  million  in 
revenue  in  2004. 

The  stock  has 
swelled  143%  this 
year,  but  it's  still  cheap  at  24  times  trai 
earnings,  compared  with  other  gen^ 
players  Barr  Labs  (29)  and  BioRelia 
(30).  — Matthew  M 
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There's  a  lot  on  the  line  when  it  comes 
to  information  security. 


Title 


Name 


'.::.cr  r.rr.n.  ---- r  :r.  ^^^  "'^ ""  "''■ 


Fiduciary  Accountability.  Government  Regulation.  Data  Privacy. 

It's  a  fine  line  between  hoping  you're  protected  and  actually  being  protected. 

Take  control  of  your  information  risk  with  Internet  Security  Systems,  the  trusted  security 
expert  to  the  Forbes®  500s  and  world  governments.  Only  Internet  Security  Systems  can  reduce 
regulatory  and  business  risk  through  guaranteed  protection  services  and  products.  So 
before  you  sign,  know  you're  protected.  Call  Internet  Security  Systems  today  800-776-2362. 
www.iss.net/ontheline. 

'0  2003  Intemei  Security  Systems,  Inc.  All  rigtits  reserved  worldwide. 


o 

Internet 
Security 
Systems 


PnrtfnMo  Stratfigy  |  Ry  Kenneth  L.  Fisher    ' 

A  Three-Year  Bull  Market 


I  SEE  A  SILVER  LINING  IN  THE  CLOUD  OVER  THE  MUTUAL 
fund  business.  Indeed,  the  after-hours-trading  scandal  is 
bullish.  It  gives  the  first  partial  clues  to  how  long  this  bull 
market  may  last — 2006.  How  can  that  be?  It  has  to  do  with 
the  psychological  forces  driving  the  Wall  Street  prosecu- 
tions. The  "all  insiders  are  crooks"  thinking  is,  for  the  moment, 
putting  a  lid  on  stock  prices.  When  the  psychological  depression 
lifts,  markets  wUl  climb  higher. 

In  recent  decades  behavioralists  discerned  a  prime  psycho- 
logical force:  the  desire  to  "accumulate  pride"  and  "shun  regret" 
(detailed  in  my  Oct.  2, 2000  column).  Accumulating  pride  is  like 
this:  "I  bought  it.  It  went  up. 
I'm  smart."  Shunning  regret 
is  like  this:  "I  bought  it.  It 
imploded.  My  broker  misled 
me."  The  former  associates 
success  with  skill  and  repeat- 
ability. The  latter  associates 
failure  with  victimization  or 
bad  luck.  Doing  both  maxi- 
mizes our  motivation  to  keep 
trying.  This  kind  of  thinking 
goes  back  to  the  Stone  Age, 
and  it  drives  markets  today. 

The  deep  bear  market  of 
2000-02  created  a  huge  soci- 
etal need  to  shun  regret  by 
finding  scapegoats.  First  came 
the  2002  syndrome — that  all 
chief  executives  are  crooks, 
including  Martha  Stewart  et  al.  If  our  chief  executives  are  bums, 
then  we  are  not  to  blame  for  buying  their  stocks.  But  perhaps  it 
slowly  dawns  on  investors  that,  of  the  world's  20,000  public 
companies,  we  can  pin  something  on  executives  at  a  few  dozen 
firms  at  most.  There  are  too  few  scapegoats  to  satisfy  us. 

So  next  we  shifted  to  attack  investment  banker/broker  deal- 
ers as  slimy  and  as  crooks.  Now  we're  doing  mutual  funds.  The 
very  week  tliat  the  lynching  of  Frank  Quattrone  dead-ended  in  a 
mistrial,  th"  fimd-trading  scandal  offered  new  opportunities  to 
shun  regret.  New  York  State  Attorney  General  Eliot  Spitzer  told 
us  about  short-term  ir  /■tr.al  fuiid  trading  done  with  the  collu- 
sion of  fund  firms  '-^ing"  for  a  privileged  paying  few. 

A  lynch-mob  rnentoi  ty  emerged  almost  overnight.  The 
emotional  value  of" tin-  'i  money  rranagers  are  crooks, 

then  we  aren't  lo  blann.  ,  ■  nt,  tliHi  fat'dish  tech  funds 

at  the  peak  of  the  mai  kci. 

What  Attorney  General  Sp\  I M      oesn'twantyou  toknowis 
that  iiyperactive  fund  trading  loses  v;o"?y  on  the  whole. 
Sure,  there  were  some  lucky  ',>layers  >.ive  a  thousand 


The  emotional 

value  to  the  Wall 

Street  scandals: 

If  money  managers 

are  crooks,  then  we 

aren't  to  blame  for 

diving  into  their 

faddish  tech  funds 

at  the  peak  of 

the  market. 


gamblers  toss  coins  and  a  few 
them  will  get  ten  heads  in  a  re 
But  I  am  convinced.  After  ta 
ing  with  a  handful  of  securit 
lawyers  who  represent  most 
the  mutual  funds  that  the  fu 
timers  used,  I  know  that  a. 
group  fund  timers  lost  mon 
It  will  take  three  years  of  coi 
cases  for  all  this  to  come  out.i 
Those  who  played  the  ti 
ing  game  with  U.S.  and  smj 
cap  funds  overwhelmingly  lost  money.  A  higher  proportion 
those  doing  it  with  foreign  funds  and  aiming  at  overnight  trai 
made  money,  but  stiU,  on  balance,  they  lost.  Fact:  There  is  no 
ing  about  an  overnight  move  on  one  side  of  the  globe  that  ti 
you  where  the  other  side  goes  next.  While  counterintuitive,  t 
fact  is  provable  and  long  documented.  If  you  place  bets  t 
Tokyo  is  going  to  go  up  on  Wednesday  because  New  York  w 
up  Tuesday,  you  lose  as  often  as  you  win.  Those  who  played  1 
game  were  high-IQ  morons.  They  saw  themselves  as  clever  fc 
taking  advantage  of  loopholes.  In  reality  they  were  more 
some  crazy  guy  running  into  a  bank  with  a  gun,  yelling,  "St 
my  money — now!"  They  would  have  done  better  in  Las  Veg 
Spitzer  and  company  will  hang  high  those  few  crazies  v 
made  money,  those  lucky  head-flippers.  What  do  we  ca 
They're  kangaroo-court  victims  but  slimebags  nonetheless, 
one  cares  about  slimebags.  It  will  take  three  years  of  litigatioi 
put  all  this  behind  us.  That  means  three  years  before  the  f 
chological  negativity  now  depressing  prices  fully  lifts  and  wit 
fully  lifts  equities. 

The  bull  market  likely  lasts  longer  than  this  nonsense.  T\ 
is  no  real  scandal.  We're  blind  to  American  kangaroo  coi 
because  we  believe  in  America.  But  kangaroo  courts  may  ket 
kangaroo  bull  market  hopping  maybe  three  more  years. 
Some  stocks  to  hop  on  include: 
Germany's  Celanese  (34,  CZ)  and  Bayer  AC  (26,  bay),  Canai 
Nova  Chemical  (23,  NCX),  and  Switzerland's  Ciba  Chemical  Spei 
ties  (34,  CSB).  These  global  chemical  makers  will  bounce  b 
with  the  foreign  economy,  and  their  low  valuations  mean 
stocks  can  bounce  a  long  way.  Celanese  trades  at  nine  tii 
trailing  earnings.  That's  low  even  for  a  chemical  company. 
I've  been  bullish  on  money  managers  all  year.  Lagging  th 
but  coming  next,  will  be  companies  that  sell  products  and 
vices  to  them,  like  Advent  Software  (I8,  ADVS),  which  suffere 
2003  but  will  do  better  in  2004,  and  Barra  (38,  BARZ),  a  top- 
provider  of  quantitative  analysis. 


OForbes 


Kenneth  L.  Fisher  is  a  Woodside,  Calif-based  money  man: 
Visit  his  home  page  at  www.forbes.com/flsher. 
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You  may  choose  us 

for  performance. 

But  clearly, 

the  perks  won't  hurt 


Perks  like  volume  rebates.  And  a  Preferred  Client  Services*  program  that  includes  dedicated 
support,  a  streaming  real-time  watchlist  with  Level  II  quotes,  real-time  most  actives/gainers/losers, 
up-to-the-minute  charting  and  Dow  Jones  Real-Time  News  for  Investors.^"  All  of  which  makes 
BrownCo™  an  all-around  intelligent  choice  for  active  traders. 

Move  up  to  the  site  built  and  priced  for  active  traders. 

(866)  96-BROWN  activetrader-brownco.com 

Brown  I  Co 

BROKERAGE  SERVICE  OF  J.P.MORGAN  INVEST,  LLC 

©  2003  BrownCo,  all  rights  reserved.  Brokerage  service  provided  by  J.P.  Morgan  Invest,  LLC.  Member  NYSE/SIPC.  System  response  and  access  times  may  vary 
due  to  market  volatility,  volume,  system  performance  and  othei  factors.  Volume  rebates  applied  upon  meeting  monthly  trading  levels.  See  full  Commission  and 
Fee  schedule  for  details.  *Tliis  program  and  its  eligibility  criteria  are  subject  to  change.  Eligibility  for  participation  is  subject  to  meeting  the  criteria,  which  are 
measured  at  a  semiannual  review.  Streaming  data,  Level  II  data,  real-time  news,  up-to-the-minute  charting  and  most  actives/gainers/losers  are  not  available  to 
professionals  as  defined  by  the  relevant  Exchanges.  Dow  Jones  is  not  affiliated  with  J.P.  Morgan  Invest,  LLC.  Access  to  enhanced  online  features  is  conditioned 
upon  your  entering  into  subscription  agreements  with  the  relevant  Exchanges.  BrownCo  is  not  responsible  for  the  quality,  accuracy  or  timeliness  of  any  third-party 
information  or  services,  including  mari<et  data  provided  by  the  relevant  Exchanges  pursuant  to  such  agreements. 


Thfi  Prurient  ?^pfiniilatQr  |  By  Jnhn  Ruckingham 

Don't  Box  Me  In 


categories  like 

value  or  growth, 

small  cap 


ASSET  ALLOCATION  IS  THE  RAGE  ON  WALL  STREET 
Instead  of  picking  stocks,  investors  pick  segments  of 
the  market.  So  we  have  small-cap,  mid-cap  and  large- 
cap  managers,  value,  blend  and  growth  managers.  We 
have  momentum  managers,  high-tech  managers, 
foreign-stock  managers. 

These  money  runners  rise  or  fall,  not  on  whether  they  beat 
the  market,  but  on  whether  they  equal  or  beat  their  peers.  What 
if  the  money  manager  sees  a  good  stock  that  doesn't  belong  in 
his  or  her  box?  Buying  it  would  be  a  no-no,  the  sin  of  category 
creep  or  style  drift.  That  could  get  him  kicked  out  of  his 
assigned  slot  from  fund  track- 
ers Morningstar  or  Lipper. 
You've  simply  got  to  stay  in 
your  box. 

The  Prudent  Speculator 
philosophy,  devised  by  the  late 
Al  Frank,  founder  of  our 
newsletter,  and  refined  by 
me  over  the  past  13  years, 
doesn't  fit  into  any  of  these 
boxes.  We  could  not  care  less 
about  momentum  and  stock 
patterns  or  whether  our 
stocks  are  of  big  companies  or 
small,  U.S.  or  foreign,  high 
tech  or  low  tech  or  no  tech.  As 
a  result,  our  newsletter  is  the 
number  one  performer  over 
the  past  10  and  20  years  in 
terms  of  total  return,  according  to  the  Hulbert  Financial  Digest, 
which  follows  investment  letters.  Since  Hulbert  started  in  1980 
(our  letter  was  launched  in  1977)  our  model  portfolios  are  up 
18.1%  annually,  versus  the  S&P  500's  12.6%. 

The  reason  I'm  going  through  this  exercise  in  self-congrat- 
ulation, aside  from  establishing  credibility,  is  to  point  out  that 
narrow-minded  styles  of  investing  have  real  weaknesses.  Don't 
listen  to  market  pundits  fi-etting  about  high  valuations  for  the 
major  market  averages.  Shrug  off  others'  worries  about  stan- 
dard deviations,  alphas  and  betas.  You  will  be  far  better  served 
by  seeking  out  value  where  others  fail  to  see  it. 

So  what's  the  best  way  to  pick  stoclcs?  Build  and  maintain 
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of  undervalued  and  out-of-favor 

n  lo  die  media  hy'pc  about  man- 

aci  introductions  or  sncizzy  earn- 

^t<)v-k<  tra-.iing  for  low  multiples  of 


small-  to  mid-cap  category, 
by  design,  but  because  that  hi 
been  where  the  best  opportu 
nities  usually  reside.  My  valu 
buying  isn't  limited  to  borin 
"smokestack"  companies  an^ 
hardly  precludes  tech  stock 
and  other  growth  types.  This 
no  get-rich-quick  scheme;  vii 
often  sit  with  promising  stocl' 
for  many  years.  Consider: 
•Traditional  value.  This  cat« 
gory  includes  stocks  like  oil-tanker  operator  OMI  (7,  OMMi 
whose  revenue  and  earnings  dipped  last  year  but  are  back  i 
2003  with  better  oil  demand.  Another  is  InVision  Technologlf 
(28,  INVN),  whose  explosive-detection  systems  for  airpon 
enjoyed  tremendous  vogue  right  after  Sept.  11.  There  was  a 
initial  earnings  burst  in  2002,  yet  the  growth  is  far  fi-om  ov« 
because  the  world's  security  weaknesses  are  far  from  cure 
And  then  there's  auto-parts  manufacturer  Dura  Automotive  (I 
DRRA),  which  suffered  negative  earnings  in  2002  but  move 
back  into  the  black  this  year  as  auto  sales  remained  strong.  / 
sport  single-digit  trailing  P/E  ratios  and  are  cheap  relative  ■ 
sales  and  book  value. 

•  Economically  sensitive.  With  the  economy  on  the  mer 
and  likely  to  continue  to  strengthen  into  2004,  earnin 
should  improve  sharply  for  companies  like  plastics  recyd 
Wellman  (9,WLM),  construction  materials  provider  Lamson 
Sessions  (6,  LMS)  and  sporting  goods  maker  Huffy  (6,  HUl 
Wellman  was  unprofitable  last  year  and  the  other  two  cor 
panies  lost  money  for  both  2001  and  2002,  if  charges  are  fa 
tored  in.  All  three  trade  for  low  multiples  of  sales. 

•Growth  potential,  lots  of  cash,  little  debt.  Technology  comp 
nies  like  online  marketing  concern  Traffix  (4,  TBFX),  teleco 
equipment  maker  Frequency  Electronics  (lO,  FEl)  and  Interr 
benchmarking  provider  Keynote  Systems  (11,  KEYN) — it  measui 
response  times  and  execution  of  Web  retailers — could  becor 
momentum  stocks  as  sales  and  earnings  pick  up.  Right  n< 
only  Traffix  is  profitable.  But  the  threesome's  high  cash  f 
share  and  long-term-debt-free  balance  sheets  have  given  th« 
the  flexibility  to  ride  through  bad  times,  remaining  poised  I 
growth:  Traffix,  $2.90  cash;  Frequency,  $2.18;  Keynote,  $8.50 
•High  yield.  With  taxes  on  dividends  lowered  to  15%,  I  esf 
cially  like  the  4%  or  so  yields  afforded  from  undervalued  nan 
like  supply  chain  management  software  provider  American  Sc 
ware  (7,  amswa),  pharmaceutical  giant  Bristol-Myers  (25,8* 
and  savings  and  loan  titan  Washington  Mutual  (44,  WM). 


John  Buokingham  is  president  of  Laguna  Beach.Calif.-based  Al  Franl<  Asset  Management,  editor  of  the 
Prudent  Speculator  investment  newsletter  and  manager  of  the  Al  Frank  Fund,  a  no-load  equity  mutual  fund. 
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STYLES  CHANGE 
MARKETS  SHIFT. 

i.  BALANCED  PORTFOl/O 

^  ENDURES. 


When  your  investments  include 
fixed-income,  value,  growth 
and  global  equity  funds,  your 
portfolio  is  more  likely  to  with- 
stand market  swings  if  an  asset 
class  currently  in  favor  goes  out 
of  style.  Of  course,  in  order  to 
build  a  properly  diversified 
portfolio  of  mutual  funds  you 


Franklin 


FIXED-INCOME  & 
GROWTH  FUNDS 


A  properly  diversified  portfolio  can  help  you 
stay  the  course  during  changing  markets. 


of  investment  styles  and  strate- 
gies. And  each  of  our  special- 
ized portfolio  groups  - 
Franklin,  Tempieton  and 
Mutual  Series  -  possesses 
experience,  expertise  and  its 
own  disciplined  approach  to 
investing  in  today's  market. 
To  gain  further  perspective 


Tempieton 


GLOBAL  FUNDS 


Mutual  Series 


VALUE  FUNDS 


need  to  choose  a  company  that  offers  well- 
managed  funds  across  multiple  asset  classes. 

Franklin  Tempieton  Investments  offers  a  selection 
of  over  1 00  mutual  funds  covering  a  full  spectrum 


on  how  to  build  a  diversified  portfolio,  contact 
your  investment  advisor,  give  us  a  call  at 
1-800-FRANKLIN  Ext.  F179  or  visit  our  website 
at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PE  RSPECTI VE®  > 


Franklin  Tempieton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403.  Call  for  free  prospectuses  containing  more  complete  fund  information, 
including  sales  ctiarges,  expenses  and  risks.  Please  read  them  carefully  before  you  invest  or  send  money.  FOB12/03 


Ah.qniiitfi  Return  |  Ry  Li<^a  W.  Hess 

Sell  Your  Bonds 


THE  BIG  THREE  PORTFOLIO  MANAGEMENT  QUESTIONS: 
what  to  buy,  how  much  to  buy  and  what  not  to  buy. 
Of  these,  the  most  important  is  "what  not  to  buy."  In 
1999  or  2000  not  buying  Nasdaq  was  just  about  the 
best  financial  decision  one  could  make.  Today  not 
buying  anything  that  looks  like  a  bond,  walks  like  a  bond  or 
quacks  like  a  bond  is  just  as  important.  Not  Treasurys,  not  junk, 
not  high-grade  corporates,  not  federal  agency  debt. 

One  huge  reason  is  government  economic  stimulation,  a 
calculated  political  strategy  by  the  Bush  Administration  that 
will  breed  long-term  problems.  The  current  White  House,  one 
of  the  greatest  political  mar- 
keting machines  of  all  time,  is 
always  "on  message"  and 
always  united  in  its  overarch- 
ing objective,  getting  reelected 
next  fall.  And  sure  enough, 
the  three  engines  of  economic 
stimulus  are  today  all  clearly 
"on  message." 

Fiscal,  monetary  and  for- 
eign exchange  policies  are 
now  fired  up  to  energize  the 
economy,  create  jobs  or,  at  the 
very  least,  generate  enough 
inflation  so  there's  the  illusion 
of  prosperity  by  next  Novem- 
ber. I'm  not  here  to  debate 
George  W.  Bush's  reelection. 
My  point  is  simply  that  after 
November  2004  bondholders  are  on  their  own. 

Fiscal  policy  is  about  as  stimulative  as  the  electorate  can 

stand  it  to  be.  Staring  at  what  Wall  Street  estimates  to  be  a  $500 

billion  to  $600  billion  deficit  for  next  year,  depending  upon  how 

the  war  in  Iraq  is  accounted  for,  you  can  be  pretty  sure  that 

some  of  that  spending  will  find  its  way  into  better  job  creation. 

-v    ■it'-,  are  helping,  too — both  the  lower  rates  and  the  child 

"Tie  result  is  continued  robust  consumer  spending. 

•.)licy  has  also  done  wonders  in  stimulating  the 
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"considerable  period 
mantra  from  now  or 
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i  a:..  .  .^   ,,  led  that  the 
■g  short  rates  down  for  a 
I  hey  had  better  keep  repeating  that 
Once  thf  V'  ■^ton  uttering  those  magi 
"•ually — the  bond  market 


become  ugly. 

Then  there's  the  weak  do 

lar,  which  has  helped  suppo 

U.S.  exports  at  the  expense  ( 

making  imports  here  moi 

^^^  expensive,  a  recipe  for  inflatio. 

K;^Bp^  W  Good  news  for  Boeing  (for. 

while,  anyway),  bad  news  f( 

Wal-Mart  shoppers.  So  this  ? 

amounts  to  a  tax  cut  for  U. 

manufacturers,  although  ce 

tainly  the   reverse   for  coi 

sumers.  It  gets  worse.  Foreign  investors,  upon  whom  the  U. 

depends  to  paper  over  its  trade  deficit,  may  well  decide  in  coE 

ing  months  to  shun  low-paying  Treasury  bonds,  driving  dov 

their  prices. 

At  September's  G-7  meeting  in  Dubai,  Treasury  Secreta 
John  Snow  disingenuously  claimed  to  support  a  strong  dollji 
while  at  the  same  time  pushing  through  a  call  for  more-flexil 
exchange  rates.  Flexibility  would  aUow  even  greater  appreci 
tion  of  foreign  currencies  against  the  dollar.  The  greenba^ 
immediately  feU  5%  against  the  euro  and  the  yen.  Chinese  ci 
rency  forwards  widened  further,  suggesting  more  of  an  upwa, 
revaluation  against  the  doflar. 

Great  investment  opportunities  come  from  identifyi 
extremes.  The  most  obvious  extreme  in  markets  today  is  t 
unbelievably  steep  slope  of  the  U.S.  yield  curve.  From  thn 
month  Treasury  bills  to  30-year  bonds,  there's  an  unprec 
dented  spread  of  4.3  percentage  points.  Classically,  such  a  ste 
curve  is  a  warning  sign  that  higher  rates  are  coming. 

The  seductive  sucker's  bet  is  what  is  caUed  the  "cash  a 
carry."  In  other  words,  the  steepness  of  the  yield  curve  is  ent 
ing  speculators  and  leveraged  investors  to  borrow  short  a 
lend  long,  comforted  by  the  knowledge  that  the  Fed  is  holdi 
down  short  rates.  Banks  are  taking  in  deposits  and  buyi 
mortgage-backed  securities.  Investors  do  the  same  thing  wh 
they  buy  bonds  on  margin. 

Bad  moves.  You  don't  want  to  ov«i  bonds  at  a  time  v/\ 
the  government  deliberately  debases  its  currency  and  fost 
inflation. 

Only  the  most  foolish  gamblers  go  to  the  craps  table  a 
play  the  "hard  eight,"  a  long-odds  bet  where  your  two  dice  h 
to  each  show  four.  The  Bush  Administration  is  making  the  sa 
kind  of  bet  with  politically  minded  stimulus.  Once  the  inflat 
monster  is  loosed  and  once  the  dollar  enters  an  even  shar 
downward  trajectory,  bond  prices  will  collapse.  Don't  be  th 
to  be  hurt. 


Forbes 


Lisa  W.  Hess  is  a  New  Yorl<  money  manager. 
Visit  her  home  page  at  www.forbes.com/hes! 
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Lomlbn  to  London  ♦  BriHsfi  Istes 

August  24  -  September  4,  2004 
Crystal  Symphony 


Experience 


with  exclusive  visits 
to  Forbes-owned  estates  such  as  the  Chateau  de  Balieroy  and 
Battersea  House,  as  weil  as  private  tours  of  the  Houses  of 
Parliament  and  Kensington  Palace 


MM, 
^we\ 


1 1  days  of  luxury  cruising  aboard  the  #1  cruise  line  in 
e  world 


!♦  from  the 

world's  top  investment  experts  as 
they  share  their  strategies, 
forecasts,  and  recommendations 


le  momentous  days 
of  Churchill  and  D-Oay 

♦  new  ideas  and  make  new 

friends  with  iil<e-minded  people 


A  Private  Lunch  at  the  Forbes 
Family's  Chateau  de  Balieroy 


ins  start  as  low  as  $8,040  per  couple!  To  receive  a  full-color  conference  brochure 
id  to  reserve  your  cabin,  call  800/530-0770  or  visit  www.lnvestmentCruiseiCom 

(outside  the  US,  please  call  941/955-0323,  (9:00  am  -  5:30  pm  EST)  002458 


Ppint  nf  Vifiw  |  Ry  Steve  H.  Hanke 


The  Wages  of  War 


THE  U.S.  IS  ENGAGED  IN  WHAT  WILL  BE,  IN  THE  WORDS 
of  our  commander  in  chief,  "a  lengthy  war,  a  different 
kind  of  war,  fought  on  many  fronts  in  many  places." 
The  war  on  terrorism  is  an  extraordinary  national 
enterprise  because,  among  other  things,  its  scale, 
scope  and  duration  are  undefined.  Add  to  that  the  messy  and 
unending  fallout  created  by  the  war's  initial  battles  in  Iraq,  as 
well  as  in  Afghanistan,  and  you  get  a  foggy  state  of  affairs. 

To  clear  away  the  fog,  use  a  historical  perspective.  History 
tells  us  that  opportunistic  interest  groups  exploit  wars,  economic 
depressions  and  other  crises.  Laws  are  enacted,  bureaus  are  cre- 
ated, budgets  are  enlarged, 
new  taxes  are  imposed  and 
inflation  eventually  rears  its 
head.  In  most  cases,  what  was 
advertised  as  "temporary" 
becomes  permanent. 

Take  the  Great  Depres- 
sion. Farm  lobbies,  having 
unsuccessfully  sought  subsi- 
dies for  decades,  took  advan- 
tage of  the  crisis  to  obtain  a 
sweeping  rescue  package,  the 
Agricultural  Adjustment  Act, 
whose  declared  purpose  was 
to  be  "an  act  to  relieve  the 
existing  national  emergency."  Seventy  years  later  the  emergency 
is  stUl  with  us  and  farmers  are  still  being  fertOized  by  the  U.S. 
Treasury.  Trade  talks  in  Canciin  blew  up  precisely  because  the 
U.S.  (and  Europe)  were  unwilling  to  relinquish  farm  subsidies. 
But  there  is  nothing  like  a  war  to  create  opportunities  in 
Washington.  During  the  Second  World  War,  when  the  govern- 
ment absorbed  nearly  half  the  nation's  economic  output,  every 
special  interest  group  under  the  sun  tried  to  tap  into  the  vastly 
enlarged  federal  budget.  Even  bureaus  seemingly  remote  from 
the  war  effort,  such  as  the  Department  of  the  Interior,  claimed 
to  be  performing  "essential  war  work"  and  therefore  were  enti- 
tled to  bigger  budgets  and  more  personnel. 

Not  surprisingly,  the  war  on  terrorism  has  not  caught  Wash- 
ington's rent-seekers  flat-footed.  The  latest  call  to  arms  has 
given  cover  to  a  .i.ni'titude  of  parochial  opportunists.  Their  pro- 
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plemental  appropriation  of  $^ 
billion  for  Iraq.  To  put  that  re 
of  growth  into  perspective,  t 
annual  real  growth  in  fedei 
spending  during  the  Vietnail 
Great  Society  spending  spri 
of  the  Kennedy-Johnson  yet 
was  4.8%. 

If  that  doesn't  worry  yci 
take  note  that  the  increase  > 
real  discretionary  spending 
the  type  of  spending  over  whi 
the  President  has  the  most  control — has  shot  up  9.6%  annua 
That  figure  would  have  been  lower  if  President  Bush  had  boi 
ered  to  apply  his  veto  pen  to  even  one  appropriation  bill. 

What  about  taxes?  Yes,  the  Bush  Administration  has  del 
ered  cuts.  Enjoy  them  while  you  can.  Wars  are  expensive  a 
eventually  have  to  be  paid  for.  And  big  tax  reductions  are  v 
nerable  to  Washington's  whittling  ways.  Just  look  at  what  h. 
pened  to  President  Reagan's  supply-side  tax  cut  of  1981.  L 
than  a  year  later  the  Gipper  put  his  pen  to  another  tax  law  ti 
raised  taxes  by  almost  1%  of  GDP,  making  it  the  biggest  pea 
time  tax  increase  in  American  history.  And  that  was  not  all. 
every  subsequent  year  of  Reagan's  presidency,  with  the  exc« 
tion  of  1988,  Congress  passed  and  Reagan  signed  tax  increaj 
The  wages  of  war  are  always  the  same:  a  more  obese  £ 
intrusive  government  and,  yes,  more  inflation,  too.  The  price; 
precious  metals  and  other  commodities,  an  early  indicatior 
inflation,  are  already  in  a  bull-market  phase. 

Faced  with  these  prospects,  what  should  an  investor 
Dump  conventional  bonds  and  position  the  core  of  your  por' 
Uo  (65%)  in  inflation-protected  government  bonds.  The  eas 
way  to  do  this  is  through  mutual  fimds,  such  as  the  Pimco  Real 
turn.  Vanguard  Inflation-Protected  Securities  or  the  Fidelity  Inflat 
Protected  Bond  funds.  Only  15%  should  be  allocated  to  the  st 
market,  a  risky  place  to  be  when  trouble  is  about  to  descend  on 
market  for  bonds  (the  unindexed  ones).  The  cheapest  and  sa 
way  to  get  that  15%  exposure  is  with  an  index  fiind  or  exchar 
traded  market  basket. 

That  leaves  20%  of  your  portfolio,  and  this  portion  she 
be  positioned  to  profit  from  rising  prices  and  a  volatile  do 
Put  half — that  is,  10%  of  your  portfolio — in  commodil 
Don't  buy  commodity  producers  (like  oil  companies);  buy 
commodities  themselves  in  the  futures  market.  The  other 
of  this  more  risky  allocation  should  be  in  foreign  curren( 
Futures  or  options,  like  the  ones  traded  on  the  Chicago  ^ 
cantile  Exchange,  are  the  way  to  do  it. 


.  >'e  H.  Hanke  is  a  professor  of  applied  economics  at  The  Johns  Hopkins  University  in  Baltimore  £ 
lor  fellow  at  the  Cato  Institute  in  Washington,  D.C.  Visit  his  home  page  at  www.forbes.com/han 
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iNTREPRENEURS 
pOLLIDE 

^HE  FORBES 
EO  FORUM— EUROPE 


3une  17-18, 2004 

Che  Four  Seasons  Hotel,  Park  Lane, 

.ondon 


here's  a  remarkable  new  breed  of 
urcpean  entreprenevirs  who 
re  disrupting  business  as  usual, 
his  is  your  opportunity  to  come  face 
)  face  with  them.  To  learn  how 
ley're  succeeding  in  tough  markets 
ke  Asia  and  the  U.S.  How  they're 
utting  technology  and  the 
Cheap  Revolution"  to  work  for 
lem.  This  is  your  chance  to  unleash 
our  company's  global  potential. 

Sponsored  by: 

^Wharton 

iNivERsiTY  of  Pennsylvania  __i^^'_i_,i. 


TOPICS  INCLUDE: 

Europe's  best  minds  stimulating 
technological  innovation  & 
entrepreneurship 

Navigating  transatlantic  alliances 

Overcoming  the  productivity  lag 

Cracking  global  markets 

Outsourcing  to  China  &  India 
on  the  cheap 

Venture  capital  opportunities 
across  Europe 

Addressing  cultural  misalignment 


A  new  glob^nmippg^Qccurrmg.     ,;f 
You  can  either  embrace  it  or  get 
out  of  the  way.  The  Forbes  CEO  Forum- 
Europe  is  your  starting  point. 

For  program  details  and  to  register 
online,  visit  www.forbesconferences.com 
or  contact  Jessica  Kouvaros  at 
212-367-3521 ;  jkouvaros@forbes.com 

For  sponsorship  information 
contact  Kim  Harrell  at  212-367-3513; 
kharrell@forbes.com 


Forbes 


CEO  FORUM 
EUROPE 


Fixfiri-incomfi  Watch  |  By  Rinharri  Lehmann' 

Don't  Give  Up  on  Bonds 


THE  STOCK  MARKET  IS  ON  A  TEAR,  SO  WHY  INVEST  IN 
bonds  and  preferreds?  I  believe  that  fixed  income  be- 
longs in  every  diversified  portfolio,  and  I  disagree  stren- 
uously with  fellow  columnist  Lisa  Hess,  who  says 
(see  story,  p.  268)  that  you  should  steer  clear  of  bonds.  In 
particular,  I  don't  see  the  kind  of  inflationary  forces  on  the  hori- 
zon that  would  fuel  a  big  rate  rise.  Short-term  rates  likely  will  climb 
a  bit,  but  long-term  rates  should  remain  near  where  they  are  now. 
What  to  do  exactly?  One  thing  is  not  to  be  preoccupied 
with  week-to-week  price  fluctuations.  If  you  are  retired  and 
live  off  your  dividends  and  interest,  you  can  take  steps  to  keep 
your  income  from  bonds  and 
preferreds  close  to  constant 
over  long  periods.  Do  that 
and  you  can  shrug  off  the 
smaU  price  changes. 

If  you  have  a  long-term, 
noncallable  bond — like  a  U.S. 
Treasury — you  don't  have  to 
worry  about  fluctuations  in 
the  income.  A  $100,000  Trea- 
sury with  a  5.5%  coupon  and 
due  in  August  2028  will,  with 
a  high  degree  of  certainty,  pay 
you  $2,750  every  six  months 
for  the  next  quarter  century. 
You  can  afford  to  ignore  the 
fact  that  the  price  of  the  bond 
will  wander  all  over  the  place 
between  now  and  maturity. 

Unlike  Treasurys,  alas,  most  corporates  are  callable — mean- 
ing, the  issuer  can  force  an  early  redemption — and  you  have  to 
maneuver  your  way  around  this  problem.  If  you  loaded  up  on 
bonds  or  trust  preferreds  (preferreds  backed  by  bonds)  a  few 
years  ago,  when  rates  were  higher,  you  may  already  be  con- 
fronting the  likelihood  of  some  calls.  Anticipating  the 
inevitable,  you  can  sell  some  of  these  premium  bonds  today  and 
reinvest  the  proceeds  in  newer  bonds  that  won't  be  called  any- 
time soon.  The  tax  laws  often  favor  an  early  sale.  You'll  owe  tax 
on  your  capital  gain  at  a  low  15%  rate.  That  usually  beats  taking 
the  same  return  in  the  form  of  outsize  coupons  for  the  next  year 
or  two,  taxable  at  up  to  35%. 

If  you  take  this  route,  '^et  some  decent  call  protection  on  your 
new  investment.  Tw,)    '  m  (he  insurance  industry  "ft-av- 

elers  Insurance  7.75%  12/  -(^o  Steers  (n.is.rwj),  rated  Aa2, 

yields  5.93"'b  to  call  in  Dec.    ,     •  .  lux-.  The  UnumProvident 7.4% 
12/15/28  Preferred  Plus  (25.  WR)  \  •  call  and  is  callable 

at  par  in  December  2007;  it's  rated  6.u.i.  <-,,■ 

Still  a  few  years  away  from  retirement?  (    .jact 
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are  you  want  growth  as  well 
income.  One  strategy  is  to  b 
lower-rated  securities,  prefel 
ably  in  the  BB  category,  ai 
reinvest  the  ample  coupons.  A 
have  just  come  out  of  a  maj 
default  wave  and  my  forecd 
for  the  BB  default  rate  for  t 
next  few  years  (1%)  is  w' 
below  the  yield  spread  betwe 
BBS  and  comparable  Treasui^ 
(2.25  percentage  points).  A  so* 
choice  here  is  from  gas  pipeliner  Southern  Union,  the  7.55%  PI 
petuai  Preferred  (25.75,  SUG.C),  rated  Ba2/BB-F  and  not  caUa 
until  October  2008.  It  yields  7.03%  to  call. 

Junk  securities  are  less  sensitive  to  interest-rate  swings  I 
are  vulnerable  to  shocks  such  as  a  terrorist  attack  or  an  in  ten 
tional  crisis.  The  best  junk  picks  are  companies  demoted  fr( 
investment  grade  that,  as  the  economy  grows,  stand  a  go 
chance  of  a  rating  upgrade.  There  are  two  worthwhile  securil 
in  this  category,  both  energy  related.  Coastal  Finance  8.37; 
6/30/38  Trust  Preferred  (20.80,  CCP.T),  yielding  10.07%,  v 
issued  by  an  outfit  that  was  acquired  by  El  Paso  Corp.,  a  natu 
gas  pipeline  and  supply  company  whose  problems  with  ene 
trading  after  the  Enron  scandal  led  to  Coastal's  fall  firom  invt 
ment  grade  to  a  current  Caa3/CCC+.  Also  look  at  Goodyear  1 
8%  3/15/28  CBTCS  Preferreds  (8.72,  XKK),  rated  Ba2/B+  and  yie 
ing  9.18%.  The  tire  company's  restructuring  of  its  product 
capacity,  following  marketing  miscues,  is  well  along. 

Another  growth  and  income  alternative  is  convertible  sect 
ties.  They  offer  a  high  current  yield  and  an  opportunity  to  p 
ticipate  in  a  rising  stock  market.  My  choice  here  would  be  On 
8.5%  Convertible  Preferred  (28.34,  onEJi).  This  integrated  nati 
gas  company  issue  must  convert  into  common  stock  in  Febru 
2006  at  a  rate  based  on  the  stock  price.  The  current  yield  is  7.! 
Finally,  if  you  are  in  a  high  tax  bracket  consider  perpet 
preferreds  eligible  for  the  new  15%  dividend  tax  rate.  I  rect 
mended  four  such  preferreds  in  my  last  column.  Add  to  tl: 
MEPC  International  Capital  9.125%  (25.70,  MUICA),  a  limited  parti 
ship  holding  U.K.  real  estate,  owned  by  the  British  Telecom  F 
sion  Plan.  It's  callable  in  two  years.  It  yields  8.9%  to  call,  but  7. 
after  taxes.  Its  Bl/B-  junk  rating  doesn't  do  justice  to  its  pedig 
Calls  can  be  tiicky,  and  I  apologize  for  slipping  up  in  my  last 
umn.  I  gave  the  current  yield  for  Abbey  National  Bank  Prefer 
as  6.8%.  I  neglected  to  point  out  that  its  yield  to  call  in  Noven 
2006  is  only  5.3%.  That's  30  basis  points  higher  aftertax  t 
A-rated  munis. 


Porht**«   '   Richard  Lehmann  is  editor  of  the  Forbes/Lehmann  Income  Secui 
_^_L.^'^.  I   Investor.  Visit  his  home  page  at  www.forbes.com/lehmann. 
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i-Style  Engraved 
im  Eternity  Bands 

0.50  cts  In  round  dJa- 
.00  ct  in  eittier  rubies 
58.  Order  in  your  size. 

i&SS1,350 


r'--/-' 


Fabulous  Ladies  Platinum  Ring 
w/  a  GIA  Certified  center  Ascner 
cut  diamond  4.05  ct  (G,  VS)  w/  GIA 
Cert,  side  fancy  intense  yellow  tril- 
lion diamonds  approx,  1 .1 5  &  1 .1 2 
cts,  VS2  clarity.  (s502555) 
Est.  Retail  596,000 

G&S  558,000 


■^ 


^     0 


Ladies  Rolex  Datejust 

18k&  steel  w/Jubllee 
bracelet.  Est.  Retail  $4,325 

G&SS3,190 


Rolex  Datejust 

1 8k  yellow  gold  &  stainless  steel 
w/Jubilee  bracelet.  Auto  w/  date  & 
sweeps  seconds.  Est.  Retail  $5,375 

Acrylic  Crystal:  $3,190 
Sapphire  Crystal:  $3,690 


Small  Cartier  Panthere 

18k  &  steel.  Two  line. 
Quartz.  Est.  Retail  $4,650 

Unused  $3,750 
G&S  $2,850 


•  ^ 


eatlTtaking  Platinum  &  Diamond  Necklace 
astounding  17.5  cts  In  round,  baguette,  pear,  & 
ilse  diamonds  (G-H  Color,  VS-SI  Clarity).  Center 
shape  Is  a  GIA  certified  1 . 1 0  ct  H  Color,  VS2 
ity  diamond  (m50€i5i  Est.  Retail  $110,000 

G&S  $41,500 


olex  Masterpiece 

hite  gold  w  12 
imond  bezel.  Auto 
sweep  seconds. 
1517,250 


J 


"The  finest  Mail  Order  Watch  &  Jewelry  catalog  ...in  the  world" 

HOLIDAY  SALE 

Up  to  50%  Below  Retail 

Certified  Pre-Owned  and  Unused  Watches  &  Estate  Jewelry 

Gray  &  Sons  Jewelers  is  known  worldwide  as  the  largest  seller  of  mint-condition  certified 
pre-owned  timepieces  and  estate  jewelry.  Our  huge  inventory  fantastic  pricing,  full-service 
repair/restoration  department  and  industry-best  guarantees  have  solidified  that  reputation. 
See  why  over  30,000  shoppers  have  bought  their  gifts  from  Gray  &  Sons  over  the  last  23  years. 


Gray^^ 

iKicDincni   ic\A/ci  CDC        ^^^"•"'^ 


INSPIRED  JEWELERS 


WATCH  SPECIALISTS 


^"^^^n.5 


www.grayandsons.com 


*    9595  Harding  Ave.,  Bal  Harbour/Surfside,  FL  33154 

Call  1.888.205.3715  to  order  any  of  these 
select  items  and  receive  Free  Shipping! 


Call  today  for  a  FREE  2003  HOLIDAY  CATALOG 


^laraaosna^K. 


Rolex  Datejust 

resident  bracelet, 
i  &  sweep  sec- 
stRelail  $13,350 

IS  $7,650 


Gray  &  Sons  is  not  an 
authorized  dealer  of  any 
watch  pictured  in  this  ad. 
Watch  names  and  associat- 
ed symbols  may  be  regis- 
tered trademarks  in  the  US 
2003  Gray  8.  Sons,  Inc. 


Rolex  President  Day-Date 
18k.  Auto  w/day,  date  &  sweep  seconds.  Est.  Retail  $18,500 

Single  Quickset:  $8,250 
Double  Quickset:  $10,250 


Patek  Philippe  3939  Tourbillon  Minute  Repeater 

18k  yellow  gold.  Manual  wind.  Est.  Retail  $360,000 

Call  for  pricing  &  availability 


Patek  3919  Calatrava 

18k  yellow  gold.  Manual  w/  date  & 
sub-seconds.  Est.  Retail  $9,350 

Unused  $7,250  -G&S  $6,250 
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OCIU.  llOLDiNO  COULD  DO  NOTHING 
right,  it  seemed.  The  venerable  Swiss  drug- 
maker — once  the  world's  largest,  thanks  in 
part  to  its  invention  of  Valium — saw  seven 
drugs  fail  in  final-stage  trials  in  the  late 
1990s.  In  1998  the  firm  recalled  a  blood 
pressure  drug  less  than  a  year  after  its 
release.  It  was  I'xpected  to  be  a  big  seller  but 
was  found  to  have  dangerous  drug  interac- 
tions. The  same  year  its  new  Parkinson's 


disease  drug  was  linked  to  three  cases  of  fatal  liver  tailur< 
2001  an  obesity  drug  and  a  flu  drug  that  the  company 
counting  on  for  sales  growth  fell  short.  That  year  the  I 
announced  plans  to  axe  3,000  workers. 

A  humiliating  price-fixing  scandal  in  the  firm's  vitai  4 
unit  (now  sold)  cost  it  the  equivalent  of  $4  billion  in  fines 
charges  between  1999  and  2002.  In  2002  Roche  hit  rock  bcn 
reporting  a  loss  of  $2.95  billion  as  its  huge  investment  port 
soured.  Last  January  crosstown  rival  Novartis  swoopci 
increasing  its  stake  to  just  below  the  level  at  which  Swis^ 


t 


would  force  it  to  make  an  offer  for  the 
remaining  shares.  Its  hope  was  (and  still  is) 
to  prod  Roche  into  a  megamerger  that 
would  create  the  world's  second-largest 
drug  company. 

WTiat  a  difference  a  few  months — and 
a  few  new  drugs — can  make.  Thanks  in 


it  to  profit  from  a  new  era  of  personalized  medicine  by  design- 
ing gene  tests  that  predict  which  patients  are  most  likely  to  ben- 
efit from  its  drugs.  This  will  take  a  decade  or  more  to  play  out.  In 
the  meantime  Humer  is  counting  on  a  turnaround  in  the  com- 
pany's far-flung  research  labs,  orchestrated  by  research  head 
lonathan  Knowles,  hired  by  Humer  from  Glaxo  Wellcome  in 
1997.  Knowles  says  Roche  can  deliver  as  many  as  ten  new  drugs 


of  a  long 


slump.  But  is  it  enough  to  hold  off  suitor  Novartis? 


part  to  a  hot  new  hepatitis  drug  called 
Pegasys,  Roche  is  staging  an  unlikely 
revival,  giving  Chairman  Franz  Humer 
some  much-needed  breathing  room.  Sales 
in  the  flagship  drug  unit  are  up  13%  so  far 
this  year  as  Pegasys  has  stolen  patients 
away  from  Schering-Plough's  competing 
product,  Peg-Intron. 

The  research  scientists  are  holding 
their  heads  a  little  higher.  Roche  now  has 
27  drugs  in  late-stage  testing,  up  from  5  in 
2000,  including  promising  new  com- 
pounds for  asthma,  arthritis,  anemia, 
incontinence,  diabetes  and  depression. 
Roche's  59%  stake  in  Genentech  has  also 
given  its  shares  a  big  boost,  since  Roche 
has  foreign  marketing  rights  to  Genen- 
tech's  colon  cancer  drug,  Avastin,  which  is 
widely  expected  to  be  a  bestseller.  Roche's 
shares  (American  Depositary  Receipts), 
which  fell  47%  from  1999  through  2002, 
have  risen  20%  this  year,  versus  aji  8% 
gain  for  rival  Novartis,  located  just  a  few 
miles  down  the  Rhine  in  Basel. 

Roche's  Humer  promises  Roche  can 
return  to  glory  without  a  merger.  "I  rule 
out  any  megadeal,"  he  says.  "Innovation  is 
the  driving  force  in  this  industry;  size  per 
se  is  not  important.  We  have  critical  mass 
to  go  it  on  our  own."  Descendants  of 
Roche  founders  Fritz  Hoffmann  and  Adele 
La  Roche,  who  control  50.01%  of  Roche's 
voting  shares,  have  steadfastly  backed  him, 
.^eatedly  denying  any  interest  in  a  deal. 
Roche  still  faces  plenty  of  threats.  Roche's  second-biggest- 
ling  drug,  the  antibiotic  Rocephin,  loses  patent  protection  in 
05.  Meanwhile,  the  easy  growth  for  Pegasys  could  soon  end,  as 
he  ring-Plough  is  starting  to  fight  back  under  new  Chief  Exec- 
:\  e  Fred  Hassan.  In  September  Schering  announced  plans  for  a 
•iSO-person  trial  to  prove  once  and  for  all  that  Peg-Intron  is  a 
tter  drug.  Counters  Humer:  "We  are  not  at  all  through  with  the 
3\vth  phase.  We  are  steaming  ahead." 
Roche's  long-standing  expertise  in  gene-sleuthing  will  allow 


BY  ROBERT  LANGRETH 

over  the  next  five  years. 

Roche's  problem  in  recent  years  has  been  in  converting  its 
creativity  into  big-selling  pills.  Since  Valium  faded  in  the  late 
1970s  the  company  has  had  few  big  hits.  It  was  the  first  to  mar- 
ket a  protease  inhibitor  for  AIDS  in  the  U.S.,  but  competing  med- 
icines ended  up  dominating  the  U.S.  market. 

The  problem,  as  Knowles  saw  it,  was  that  the  company  was 
too  focused  on  exotic  basic  research  and  neglected  the  less 
glamorous  work  of  concocting  compounds  with  the  right 
combination  of  efficacy,  safety  and  convenience  to  become 
big  sellers.  Once  a  drug  went  into  trials  the  emphasis  was  on 
moving  it  through,  often  without  enough  critical  evaluation 
of  whether  the  compound  had  what  it  takes.  The  result  was  a 
super-risky  portfolio  of  compounds  that  failed  one  after  an- 
other in  the  late  1990s. 

Knowles  has  turned  down  the  risk  levels  and  narrowed  re- 
search into  seven  fast-growing  disease  markets,  ehminating 
research  in  more  mature  areas  like  antibiotics  and  heart  dis- 
ease. Now  only  half  of  compounds  in  testing  are  totally  novel 
mechanisms,  while  others  aim  at  improving  well-known  drug 
targets. 

Pegasys,  with  $459  million  in  sales  this  year,  is  the  first  big 
result  of  this  new  pragmatism.  Pegasys  takes  an  old  hepatitis  C 
drug,  interferon,  and  wraps  it  in  a  protective  polymer  coating  of 
polyethylene  glycol  (PEG  for  short)  that  prevents  the  interferon 
from  being  broken  down  quickly  in  the  body.  The  result  is  a 
longer-lasting  drug  that  can  be  given  once  a  week  rather  than 
three  times  a  week.  The  staying  power  makes  it  more  effective  in 
kilUng  off  the  virus. 

Schering-Plough,  which  has  long  dominated  the  interferon 
market,  sells  the  very  simOar  polymer-coated  interferon  called 
Peg-Intron.  Both  drugs  are  used  in  combination  with  another 
compound,  ribavirin,  and  there  is  no  proof  that  Pegasys  is  more 
effective  or  has  fewer  side  effects.  But  led  by  U.S.  Chief  George 
Abercrombie,  Roche  has  gone  all  out  to  sell  its  product.  It  priced 
its  ribavirin  43%  lower  than  the  competition;  it  gave  away  12 
weeks  of  Pegasys  to  15,000  patients;  and  its  sales  force  has  cleverly 
played  up  small  convenience  advantages,  such  as  the  fact  that 
Pegasys,  unlike  Peg-Intron,  doesn't  have  to  have  its  dose  cali- 
brated to  a  patient's  weight.  Roche  has  snagged  nearly  50%  of 
new  prescriptions  in  just  ten  months  on  the  U.S.  market,  accord- 
ing to  IMS  Health. 

Roche  hopes  to  use  its  pegylation  expertise  to  crash  the  U.S. 
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Join  fellow  members  of  the 
Forbes  community 
on  the  new  Forbes 
Advisory  Panel.  We'll  ask 
for  your  input  on  timely 
business  and  lifestyle 
topics  via  online  surveys 
throughout  the  year. 

We  value  your  time  as  well 
as  your  privacy  -  your 
individual  answers  and 
personal  information  will 
remain  completely 
confidential. 

To  become  a  member  of 
the  Forbes  Advisory  Panel, 
simply  visit 
www.ForbesAdvisorYPanel.com 

We're  eager  to  hear 
from  you! 
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ilealth : 

Dnwners  and  Uppers  for  the  Inventor  of  Valium 

After  a  long  run  of  bad  news,  Roche  shares  (ADRs)  have  rebounded  thanks  to  a  hot 
hepatitis  drug  and  Genentech's  cancer  drug  Avastin,  which  Roche  will  sell  abroad. 
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anemia  market,  now  dominated  by 
Amgen's  Aranesp  and  Johnson  &  John- 
son's Procrit.  Its  polyethylene  glycol  ver- 
sion of  the  blood  cell  growth  stimulant 
erythropoietin  is  now  in  midstage  trials. 
Roche  hopes  it  can  be  given  once  every 
three  to  four  weeks,  versus  twice  a  month 
for  Amgen's  Aranesp. 

"From  what  we've  seen,  this  is  a  su- 
perior drug,"  says  Roche's  cancer-test- 
ing chief,  Kapil  Dhingra.  Amgen  says  it 
has  new  studies  showing  Aranesp  works 
with  monthly  dosing  and  doesn't  know 
what  advantage  the  Roche  product 
would  bring. 

Also  promising:  R411,  a  new  type  of 
asthma  drug  that  aims  to  provide  the 
same  control  as  inhaled  steroids  with- 
out their  drawbacks,  such  as  slowed 
growth.  When  Knowles  arrived  the 
company  was  working  on  a  different 
asthma  drug,  but  it  was  injectable, 
which  would  have  severely  limited  its 
sales.  Knowles  halted  that  project  and 
instructed  his  team  to  come  up  with  a 
once-daily  pill.  The  compound  is  in 
human  trials. 

Roche  may  have  a  problem  if  all  the 
new  drugs  work  out  as  planned:  Who's 
going  to  sell  all  these  meds?  Roche's 
2.000-strong  U.S.  sales  force  is  tiny  com- 
pared with  the  1 1 ,000  people  fielded  by 
I'llzer.  Humer  argues  that  it  is  relatively 
asy  to  h:re  more  sales  reps  or  ink  a 


comarketuig  contract  with  another  drl 
firm  that  has  a  big  U.S.  sales  force. 

The  Novartis  camp,  naturally,  cou' 
ters  that  a  merger  with  Novartis  (and 
6,000-strong  U.S.  sales  force)  could  ca, 
ture  the  full  value  of  Roche's  pipelin 
Another  argument  Novartis  has  mac. 
national  pride.  Switzerland  once  don 
nated  the  drug  industry,  but  its  star  \ 
faded  somewhat.  Novartis  is  closing 
on  the  number  five  spot,  while  Rocht 
number  nine.  A  merger  would  p 
Switzerland  back  into  the  top  echelo 

The  Novartis-Roche  endgame  coi' 
unfold  in  a  number  of  different  wa  , 
One  scenario  is  that  Novartis  gets  tired 
waiting  (or  finds  a  better  deal  elsewhe 
and  sells  its  stake.  Another  is  that  t 
Hoffman  and  Oeri  families,  who  cont 
Roche,  break  ranks  and  embrace  a  dt 
Roche  says  that  can't  happen  anytii 
soon  because  the  families  have  an  agp 
ment  to  vote  as  a  pool  until  201 
"Sooner  or  later  a  merger  is  going  to  h; 
pen.  It's  almost  a  sure  bet,"  says  Sam 
Isaly,  who  manages  the  Eaton  Var 
Worldwide  Health  Sciences  Fund  (l 
fund  owns  Novartis  but  not  Roch 
"Novartis  has  a  critical  position,  a 
there  is  no  way  out  for  the  family." 

Humer  may  be  dead  set  agains 
deal,  but  Novartis  Chief  Executive  Dar 
Vasella  is  a  patient  man.  If  Roche  slips 
again,  he  will  pounce. 
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|iid  THE  World  Money  Event 
ivestors— Absolutely  FREE! 
The  WORLD 

\ONEY  ^SHOW 

'gr  the  Global  Investment  Community 

Orlando,  Florida,  USA 
ary  2-5,  2004  •  Gaylord  Palms  Resort 

ivited  to  be  our  guest  at  The  World  Money  Show— the 

thering  of  investors,  traders,  experts,  product  and  service 
,  and  investment  opportunities  that  the  world  has  ever  seen. 
'orld  Money  Show  you  will  join  12,000  like-minded  investors 
gather  to  gain  insights,  wisdom,  and  advice  from  over  100 
Stic  and  international  financial  experts  and  to  comparison- 
financial  product  and  service  providers. 

rid  Money  Show  will  unite  the  global  investing 
ity  while  maintaining  all  the  domestic  investment 
)f  its  predecessor,  The  Florida  Money  Show.  This  year, 
d  Money  Show  will  focus  on  in-depth  economic  and 
nt  presentations  by  experts  from  Canada,  Japan,  China, 
,  United  Kingdom,  and  Russia,  as  well  as  the  US. 

markets  converge  and  borders  to  capital  and  investing 
nore  "invisible",  the  time  is  ripe  for  you  to  focus  ou  global 
lities.  With  presentations  geared  to  investors  of  all  experience 
i  risk  postures.  The  World  Money  Show  is  your  best 
lity  to  hone  your  financial  skills  AND  broaden  your 
nt  horizons. 
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nt  Opportunities  in  a 
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Prof.  Yusuke  Kawamura* 

Professor,  Faculty  of  Economics 
Nagasaki  University 
Japan  in  Transition 

'Invited  hut  not  confirmed 
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China                       ^^ 
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Vlanager 
gne  Capital 
For  Eastern 
to 

Europe 

mm 

Lilia  Clemente 

Chairman  &  CEO 
Clemente  Capital,  Inc. 
Cliina  and  Asian  Capital 
IVIari<ets,  tlie  World's 
Locomotives  in  tlie  21st  Century 

I 


Pape 

'ublisher 
'ealth  Builder 
th:  Profit  Potential 
I  a 


United  Kingdom 


David  Fuller 

Global  Strategist 
Stockcube  Research  Ltd. 
The  UK— Outloolc 
and  Opportunities 


Looking  Ahead  for  Investors: 


Louis  Rukeyser 

America's  Favorite 
Economic  and  Financial 
Commentator 
Louis  Rukeyser's  Panel: 
CEOs  of  World  Class 
Companies 

Steve  Forbes 

President,  CEO,  & 
Editor-in-Chief,  Forbes 
Election  Year  Politics  and 
Economics— Wliat  Tliey 
Portend  for  Stocks 

Sir  John  Templeton 

Founder,  John  Templeton 

Foundation 

Best  Places  to  Invest 

Around  the  Globe 

(via  video) 

Don  Phillips 

Managing  Director 
Momingstar,  Inc. 
Finding  All-Star  Funds  to 
Diversify  Your  Portfolio 
with  Don  Phillips 

James  Michaels 

Editor  Emeritus  & 
Group  Vice  President- 
Editorial,  Forbes 
What  History  Can  Tell  Us 
About  The  Stock  Market 

John  Dessauer 

Editor,  lohn  Dessauer's 
Investor's  World 
Two  Great  Years  for 
Stocks,  Thanks  to  World 
Currency  Markets 


Jeane  Kirkpatrick 

Former  US  Ambassador  to 
the  United  Nations 
A  Conversation  with 
Dr.  Jeane  Kirkpatrick 


Harvey  Pitt 

Former  Chairman,  Securities 
&  Exchange  Commission 
Fast  and  Slow  Markets: 
A  Glimpse  of  the 
Future  Landscape 

C.  Bruce  Johnstone 

Managing  Director 
Fidelity  Investments 
Diversify  Your  Holdings: 
US  and  Int'l  Stocks 


Joe  Battipaglia 

Chief  Investment  Officer 
Ryan,  Beck  &  Co.,  LLC 
Election  Year  2004: 
Winners  and  Losers 


Ed  Finn 

Editor  &  President 

Barron's 

The  2004  Outlook  for 

Stocks,  Bonds,  and 

Mutual  Funds  in  the  US 

and  Abroad 

Knight  Kiplinger 

Editor-in-Chief 
Kiplinger's  Personal  Finance 
What's  Ahead  for  the  US 
and  Global  Economy? 

and  many  more... 
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Our  Media  Partners  Include: 


Forbes 

A  production  of  InterShow  •  1  258  N.  Palm  Avenue  •  Sarasota,  FL  34236  •  www.lnterShow.com 


www.WorldMoneyShow.com  or  Call  800/970-4355  Today! 
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E  ADVENTURE 


PREPARING  FOR  ONE'S  FIRST  SKYDIVE  USED  TO  BE  A  DAUNTING  PROPOSITION 
Fledgling  paratroops  in  WWII,  for  example,  began  their  training  by  jump 
ing  off  of  5-foot  towers,  so  they  could  practice  how  to  land,  flex  their 
knees,  then  roU.  Only  after  acquiring  bruises  and  sprained  ankles  did 
the)'  get  to  jump  out  of  airplanes. 

Today's  neophyte  can  start  that  way,  then  try  a  tame,  sta- 
tic-line leap  from  3,000  feet,  with  no  free  fall.  Or  better 
yet,  you  can  skip  all  that  and  go  straight  to  the  open 
door  2V:  miles  up,  as  I  disco\'ered  recently  when  I 
made  my  own  first  jump.  I  had  asked  parachutist 
Colonel  Joseph  Kittinger,  USAF  retired  {see  box, 
p.  282),  how  to  get  started,  and  he  recom- 
mended I  try  a  tandem  jump. 

In  a  tandem  jump,  the  choice  of 
when  to  pop  your  chute,  yo 
landing  and  ^11  cher  subtleties 
are  left  lo  j  professional 
instructor     viio    ii:-nps 
with  you. 
attached  to  you,  ^    . 
he   (or   she)    i-> 
bound  to  you 
in  a  config- 
uration 


S>  <V 


V^  ^'    ^  A<S'     C^ 


;S>^^? 


^^\'' 

^f,* 
^ 
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llephone  732.296.8400   Fax:  732.296,9292  info@senesco;4' 


JEfljm£SJJ££  !  THE  ADVENTURER 


that  joins  your  back  to  your  instructor's 
front.  It's  as  if  the  two  of  you  were  halves 
of  a  Bossie-the-Cow  costume,  with  the  in- 
structor taking  up  the  rear.  The  connect- 
ing ligaments  don't  get  attached  until  you 
are  ready  to  jump;  before  then,  you  can 
walk  and  function  independently. 

Tandem  jumping  was  popularized  in 
the  late  1980s  by  Williamx  Booth,  an 
instructor  with  Skydive  DeLand 
(www.skydivedeland.com)  in  DeLand, 
Fla.,  near  Orlando.  Kittinger  referred  me 
to  DeLand's  owner,  Robert  Hallett,  a  man 
with  thousands  of  jumps  to  his  credit. 
He'd  be  my  instructor  and  jump  partner. 

I  was  fitted  into  a  tight  green  jumpsuit 
that  gave  me  new  respect  for  women  who 
wear  spandex.  Hallett,  pointing  to  my 


penny  loafers,  asked  if  I  planned  to  wear 
them  aloft.  "Sure,"  I  replied.  "No  way,"  said 
he.  "The  wind  will  blow  them  off  your 
feet."  Kittinger,  who'd  come  along  to  lend 
moral  support,  asked  my  shoe  size.  When  it 
turned  out  to  be  his  own,  he  lent  me  his 
sneakers.  Hey,  it  might  bring  me  luck  to 
wear  the  shoes  of  a  world-record  holder. 

So  up  in  a  small  Twin  Otter  aircraft 
Hallett  and  I  went,  along  with  five  other 
conjoined  pairs.  At  about  5,000  feet  the 
jump  door  opened,  a  tandem  team  exited, 
and  then  the  door  closed.  There  was  no 
fanfare.  It  was  like  a  bus  stopping  to  let 
passengers  off. 

Circling  over  the  airport,  we  took  an- 
other 15  minutes  to  reach  13,500  feet,  our 
maximum  altitude.  Nervous  laughter 


Among  parachutists,  no- 
body occupies  so  high  a 
standing  as  Joseph  Kit- 
tinger. On  Aug.  16,  I960  Kittinger, 
then  a  captain  in  the  U.S.  Air  Force, 
rode  a  helium  balloon  to  the  edge  of 
space— 19.5  miles  up.  Breathing 
compressed  oxygen  and  wearing 
only  a  standard  high-altitude  pres- 
sure suit  and  a  parachute,  he 
leaned  over  the  gondola  and 
jumped. 

In  the  llO-degree-below-zero, 
near-vacuum  of  space,  Kittinger  ac- 
celerated to  7l4mph,  breaking  the 
sound  barrier 

After  free-failing  for  more  than 
four  and  a  half  minutes,  he  felt  him- 
self slowed  by  the  friction  of  a  grad- 
ually thickening  atmosphere.  At 
14,000  feet  his  chute  opened  auto- 
matically, and  he  floated  to  a  gentle 
landing  in  the  New  Mexico  desert. 

The  feat  showed  soiennsts  of 
the  nascent  U.S.  space  program  that  an  astronaut  could  survive  in  space  with  just  a  pres- 
sure suit  and  that  a  man  could  exit  a  vehicle  at  extreme  altitudes  and  live.  When  Kittinger 
got  back  to  h  ■  :^  T  congratulatory  telegram  was  waiting  for  him  from  Alan  Shepard,  John 
Glenn  and  t:  't-  rcury  Seven  astronauts— none  of  whom  had  yet  gone  into  space. 

The  work;  >.....„.■  set-highest  parachute  jump  and  only  man  to  break  the 

sound  barrier  w  .fl-stili    tand.  In  1997  the  now-75-year-old  was  inducted 

into  the  the  Aviatji'  -  (For  a;  o'erview  with  Kittinger,  visit  www.forbes.com/ 

adventurer.)  -J.M.C. 


from  the  other  jumpers  filled  the  cabiDi 
Again  the  jump  door  opened  and,  one  h 
f)ne,  the  tandem  teams  hopped  out.  Thee 
was  no  sound  but  the  wind  roaring  pas 
the  door.  Eerie.  j 

Hallett  and  I  engaged  our  Siamese  har 
ness,  then  made  our  way  to  the  door.  W 
were  the  last  to  jump.  I  looked  back  at  Kil 
tinger,  who  was  seated  in  the  copilot's  sea 
He  gave  me  a  jaunty  thumbs-up.  I  teetere 
briefly,  then  tumbled  into  space. 

I  had  badly  underestimated  th 
impact  of  the  wind.  It  buffets  you  i' 
lOOmph  from  the  direction  opposite* 
the  plane's  movement,  then  change" 
direction  as  you  hurtle  downward.  Yoi 
face  begins  to  distort  and  your  cheeks  t 
flap  once  you  hit  terminal  velocity,  abou 
120mph.  At  that  speed  you'i 
dropping  the  length  of  an  Empiii 
State  Building  every  five  second' 
My  goggles,  tighfly  fastened  to  it' 
head,  felt  like  they'd  blow  off.  1 
take  my  mind  off  how  fast  thf 
ground  was  approaching,  I  tried  li 
concentrate  on  the  photographe, 
who  was  falling  right  next  to  u 
(You  can  arrange,  in  advance,  ft 
commemorative  snaps  to  be  mac. 
of  your  descent.) 

After  what  I  later  learned  W! 
45  seconds  of  free  fall,  I  felt  a 
abrupt  jerk.  Hallett  had  pulled  tl 
cord.  Then?  Utter  and  unearth 
peace  for  six  minutes  as  we  waft« 
another  3,000  feet  down,  tl 
countryside  below  swaying  side 
side  in  silence.  We  landed  in  a  si 
ting  position,  sliding  comfortab 
along  the  polished  stones  of  tl 
airport's  target  area. 

The  next  night  Kittinger  and  \ 
wife.  Sherry,  and  I  celebrated 
hadn't  broken  any  height  records- 
but  then  I  hadn't  broken  any  boni 
either.  Plus,  I  was  now  a  member 
the  jump  club.  I  asked  Joe  wh 
he'd  been  thinking  when  he  ma 
his  own  historic  jump.  "I  said 
silent  prayer:  'Lord,  take  care  off 
now.' "  Kittinger  then  asked,  "Wl 
did  you  say?"  I  struggled  for  a  pel 
way  to  express  it:  "Something  h ' 
devout."  The  colonel  laughed 
gave  him  back  his  shoes. 
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See  Website:  OlyiTipicsAthens2004Yachting.com 

Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 

from  50'  ro  200'  and  $700  to  $20,000  per  clay  For  entire  yacht  with 

its  Cull  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleer 

of  crewed  yachts  for  charter  in  Cireece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  ClUJISE  SHIP 

BUI 

•  You  can  plan  your  own  itinerary  with  your  own  captain 

•  Your  IikkI  with  your  own  chef 

•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 

to...|)amper  you. 

VALEF  YACHTS  LTD 

International  }-lc-atlc|UiU-ttrs:  7254  I'irlld.,  F.O.B.  5S5,  Ambler,  PA  19002  U.S.A. 
Tei:  (2 1 5)  r>1 1  - 1 62 1  •  (2 1 5)  6i  1  -0423  •  (HOO)  22>3S4 5  •  I'ax:  (2 1 5)  64 1  - 1 746 
Fi-niail:  iiiro(«>valeryachls.com  •  Website:  VAL['FYAC:HTS  com 


Business  Financing 


m  SAYS  "NO"? 

I'll  pay  you  cash  for  your 
Tipany's  receivables  within  24 
urs.  Approvals  by  phone, 
rsonalized  service.  No  upfront 
!S.  No  collateral  required. 
II  today  to  CASH  $50,000 
nimum  to  $2,500,000. 
;  more  affordable  than 
u  think. 

I'.  Weil  800  •499-6179 
?  888-505-7332  for 
corded  information. 


Forbes 

Subscriber  Service 

To  order,  change  address 
or  other  customer  service, 

call  1-800-888-9896 


^Watches      ' -; 


SWISS  WATCHES 


!  GREAT  DISCOUNT  PRICESI  ■ 

\  •  TAX  FREE 

•  2003  MODELS  |,  x  :% 

•  1 00%  AUTHENTIC  ^* ..     .// 

•  CARTIER,  OMEGA,  TAG,  ETC.  t^ 
CALL  NOW  [949)  470-4545 


l'W»ilJ!tiMiHIJWiI 


Newsletter 


Forbes  Guru  Picks 


5  No  Load  Funds 
for  the  Fall  of  2003 

Forbes  Newsletters  just  issued  a  new  BUY 
LIST  containing  the  TOP  recommendations 
of  5  of  our  best  performing  gurus.  For  a  lim- 
ited time  this  Special  Report  is  available 
without  charge  when  you  sign  up  for  Forbes 
FREE  Investment  Guru  Email, 
Sign  up  today  at  www.forbes.com/guru 


Portraits  Com, 


Wm 


COMMISSION 

A  PERSONAL 

MASTERPIECE... 


Elizabeth  Shea  by  Mikel  Glass:  40  x  70,  Oil  on  Canvas,  2003 

888.590.9288  •  PremierColiectionsUil.coiii 


Charge  your  ad 


playC  assified 


Advertisement 


•  Bipt  Machines/M<eboiies 


BuYiisG  AND  Selling 


...old  slot  machines  WurliU«r  jukeboiies.  nickelodeons,  muse  boxes  and  related 
dcrices,  We  also  distribute  the  new  Wurlitzer  1015  b  CD  or  4S-rpni  formal. 

Call  or  write  for  a  brochure. 

Zygitiunt  &  Associates,  P.O.  Box  542,  Westmont,  II,  605S9 

Phone:  (630)  985-2742;  Fax:  (630)  985-5151 

e-mail:  zygml01S@aol.com 


Financial  Services  .  : 


Reduce  Payroll  Taxes 
$99  Sec  125  Plan  Docs 


PRETAX:  Insurance,  Medical  Bills 
and  Dependent  Care  Expenses 

www.NetPayUSA.com 
888-755-3373 


New  Mexico  Ranch 


Spectacular!!  58,000  acre 
New  Mexico  Ranch. 

Wildlife  mecca.  minerals,  water. 

timber.  6000'-9000'  elevation. 

Solid  investment  with  great  upside. 

505-552-6107  fax  505-552-9687 
www.stromeirealty.com 

We  ivil!  work  for  \ou  for  free. 
Uie  our  extensive  hjoi\Ietif>e  to  locale  \our 
rancli/recreanona!  real  estate  investment. 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


'4  f.!;iiiQn  gjST^sses  -  Select  by  geography  sales  voluTie. 


Education 


t>jsinesi  t/p»  xr^;;  naT<,  aeoil  (aling.  ana  more. 

250  Miijion  Consumers  -  St'ea  by  age,  income,  tane  value 
tAtji"^  c*fia<io',  gecflrap^y,  arxl  more. 

Cuslomet  totaef  &  Prr  sjecl  Builder  ■  Analyze  your  cuirent 
OKtomers  4  Sno  araspects  irai  mjldi  Free  analysis  i  25  Free 
prospects  at  mfcUSA  coffl 

tnftxs^  1  ■800-264-4241  „,,os 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master  s,  and  Ph,D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans, 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


For  Infformation  and 

rafbs  on  advertising 

in  the  next  Forbes 

Pisploy  Classified  Section 

Coll  Media  Options 

;  1-800-442^6441 

nediopt@aol.com 


Charge  your  ad 


Business  Opportunities  |  Business  Oppetiunitii 


OFFSHORE 


°cl???^ 


^Companies 
^Banking 

tg:;"'^"^''^  Capital  Asset 

♦mvacy  Management 

(800)710-0002       Fr««  Brochure 
Visa/MCyAmex     wwwjttseJprotecUooxoin 


REVOLUTIONARY 
NEW  PRODUCT 

Money  Back  Guarantee. 

No  Competition  in  U.S.A. 

Do  Not  iVIiss  This!! 

Min.  investment  $20,000 

1-888-920-4683 


$250,000  Profit 

First  year  in  business 

if  you  are  a  serious  person  who  wants 

to  make  serious  money. 

We  have  the  program  for  you. 

Investment  only  $14,900 

Call  1-800-675-6144 
You  Will  Make  Money 


Executive  Opportunity 

To  Create  Wealth  through  Real  Estate 

Investments  and  Direct  Sales, 

Learn  from  the  World's  Best  in 

Real  Estate  Investment  Strategies, 

Negotiations,  Tax  Planning, 

Sales,  Rnancing  &  Personal  Grovrth. 

Part-time  or  Full-time 

Serious  Inquiries  Only. 

1-888-752-6215 


OIL  WELLS  for  SALE 

100%  working  interest  in  7  wells, 

netting  $6,500  per  mo. 

Price  $200,000. 

Upside  potential. 

1-800-880-7202  or  call 
Cell  806-548-0760 


Company  Seeks  Acquisitions 

Mid  size  apparel  company  is  seeking 

to  expand  through  acquisitions  or 

joint  ventures  with  S5-S50  million 

revenue  companies  in  the  apparel. 

accessories,  or  any  consumer 

product  business.  Please  call: 

Bill  Hnkelstein,  C.O.O 

212-279-3600x269 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide    Preview  Businesses 

For  Free, 

^Gl/lfiS- 

It  Interested  In  Buying  Or 
Sellmo  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


Buy  Foreclosed  Propert 

Use  INVESTOR'S  Money.  Split  Big  Proli 
Complete  Training.  Callfor  Free 
Information  Package. 

800-995-0049  ext.N1 25 


wm.e'iiicomrate.c 


Form  Your  Delaware 
Corporation  or  (LLC)  Nowii. 

FREE  Delaware  IncorporatM 


Handbook  (9th  Edition)  i 

Delaware  Business  Incorporators,  li 
800.423.2993 


ctirrerit  SLOi 
Konomy  Is  maki" 
IG  MONEY  for 
and  leasing  broh 


Business  Loans  •  Equipment  Luats 

ow0t  Youa  own 

BUStNESS  LOAN  COttFAWi 

No  experience  needed-.  We  support  jfo^ 
RECEIVE  A  FREE 
45  MINUTE  VIDEOTAPE  SEMINAR 
FULL  COLOR  INFO  PACKET  &  BROCI 


CALL  TODAY 

800-336-3933 


&    The  Loan  Consulliot 


■ 


12%  R.O.I.! 


SECURED  BY 

2nd  TRUSTDEED 

UP  TO  48% 


ANNUALLY! 

24  hr  message 


Call  888-897-3 1091 


Legal  Services 


Steven  Sears,  CPA  •  Attorney  at 
949-262-1100  •  www.searsatty.com 


Art  Work 


pnMM?  1 

www.uniquegiftsintl.o 


I 


Advertisement 


Jl   mFM    W^t^ 


fel 


«Ck? 


Instant  Advertiser  Information  to  receive /r^e  information 

from  Forbes  advertisers  visit  their  web  sites  or  call  the  listed  phone  numbers 
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Computer/Technology 

•^Fujitsu  PC  Corporation 

1-877-FPCDlRECT 

w-w-w.fuj  itsupc.com 

'"•  IBM  Brand  PCD 

v\-vv-w.ibm.compc  think 

■^  Sharp  Electronics  Corp. 

877-78-connect 

www.sharp-usa.com 

■^  Xero.x  Brand 

l-800-ask-xero,\  ext.  Learn 

www.xerox. com  learn 

Consumer  Products/Services 

-^  Canon 

1-800-OK-CANON 

www.usa.canon.com 

-^  Enzyie 

1-877-436-9983 

www.enzyte.com 

^Tropicana®  Pure  Premium® 

Low  Acid  1.800.237.7799 

Enterprise 

■^  Dell  Computer  Corporation 

www.dell.com  enterprise 

Executive  Education 

•^The  Wharton  School 

1-800-255-3932 

http://execed.wharton.upenn.edu 

Financial  Services 

^American  Century  Investments 

1-877-44-AMCEN 

www.americancentury.com 

•^  Ameritrade 

1800AMER1TRADE 

www.ameritrade.com 

•^.GE 

I-800-THINKGE 

www.financialleaming.com 

^  Lincoln  Financial  Group 

1-877-ASK-LINCOLN 

www.lfg.com 

^Marsico  Funds 

(888)  860-8686 

www.marsicofunds.com 

■^T.  Rowe  Price  Funds 

1-800-541-2485 

www.troweprice.com 

068024EOU 

Investment  Promotion 

Organisation 

■^Invest  Hong  Kong 

852-31071000 

www.investhk.gov.hk 

Travel 

■^Asian  Affair  Holidays  . 

(Singapore  Air.) 

www.singaporeair.com'americas 

■^Expedia.com 

www.Expedia.com 


Wireless  and  Wireline  Provider 

'^'  Sprintbiz 

www.sprintbiz.com/facts 

866-700-0029 

Business  Classified 

•^'  Academic  Resource  Center 

1-800-951-1203 

www.arrc.org 

•^AME.Inc. 

1-212-279-3600x269 

•^'  Anti  Aging  Solutions,  Inc. 

1-305-899-7087 

www.revitalite.cora 

■^  ARBOC,  Inc. 

1561-621-7110 

^'  AtlanticTime.com Watches 

1-949-464-1103 

www.atlantictime.com 

•<^Brana  Fine  Arts 

1-800-275-DALI 

•^  Capital  Asset  Management 

1-800-710-0002 

^'  Capital  Solutions 

1-800-499-6179 

www.4capitalsolutions.com 

•^  Delaware  Business  Inc. 

1-800-423-2993 

www.e-incorporate.com 

■^Direct  Equities  LLP 

1-888-897-3105 

www.directequities.com 

•^  Great  Western  Business 

1-800-999-SAVE 

www.gwbs.com 

^'Havana  Cigar  Company 

416-717-1110 

■^  Hemlock  Brook  Alpacas 

1-716-372-8968 

•^'  Holiday  Timeshares  Resales 

1-800-704-0307 

www.holidaygToup.com 

■^InfoUSA 

1-800-555-5335 

•^  InvestForClosurers  Financial 

1-847-289-0269 

www.investforcIosures.com 

^'  National  Watch  &  Diamond 

Exchange 

215-627-5626 

www.nationalwatch.cora 

•^Nationwide 

1-800-995-0049  ext.  N 1259 

www.renovateamerica.cora 

-^■.Net  Pay  USA,  Inc. 

1-888-755-3373 

www.netpayusa.com 

■^  Premier  Collections,  Ltd. 

1-888-590-9288 

www.premiercoUections. ltd.com 

•^Publishers  Group 

1-800-675-6144 


-^R.B.  Wieson&Co.  Inc. 

1-800-880-7202 

■^  Resort  Mansions 

1-480-585-7500 

www.Resortmansions.com 

■^"  Spendwise  Enterprise 

1-888-752-6215 

■<^i  Steven  Sears  CPA/ Attorney 

1-949-262-1100 

www.searsatty.com 

•^  Stromei  Realty,  LLC 

1-505-552-6107 

www.stroraeirealty.com 

•^  The  Loan  Consultants 

1-800-336-3933 

www.viewtlc.com 

■^'  The  Unique  Gifts 

1-800-814-7368 

www.uniquegiftsintl.com 

•^■Valef  Yachts 

1-800-223-3845 

VALEFYACHTS.com 

^'  Zygmunt  &  Associates 

1-630-985-2742 

Automotive  Innovation 

•^iChevrolet  Suburban 

www.chevroIet.corn/suburban 

■^Delphi 

www.delphi.com 

■^- Jeep  Liberty 

www.jeep.com/liberty 

Homeland  Security 

■^CISCO 

www.cisco.com 

■^Computer  Associates 

www.coraputerassociates.com 

■^'Diebold 

www.diebold.cora 

•^i  Hewlett-Packard 

www.hp.com 

•^Northrop  Grumman 

www.northgrura.com 

Supplier  Diversity 

•^'Progress  Energy 

www.progress-energy.cora 

Trinidad  &  Tobago 

■^  First  Citizens  Bank 

www.firstcitizenstt.com 

•^Guardian  Life 

www.guardianlife.co.tt 

■^National  Gas  Company 

www.ngc.co.tt 

■^Petrotrin 

www.petrotrin.com 

■^The  Beacon  Insurance  Company 

www.thebeaconinsurance.coin 

■^■TIDCO 

www.tidco.co.tt 

•^=Web  visit  phone  call  only 


THnilRHTS 


On  the  Business  of  Life 


So  many  hostesses  still  live  hy  the  old  shibboleth  that  a  seated  dinner  must  have  an  equal 
number  of  men  and  women.  Alternate  feeders,  so  to  speak.  In  this  case  it's  the  ladies  who 
usually  get  the  worst  of  it,  because  of  traveling  husbands,  and  the  mere  fact  that  wives  oft 
survive  by  decades  their  earlier  years' provisioners.  Equal  rights  should  include  the  right  to  unequal 
numbers  at  the  table.  As  EdnaFerber  told  Phyllis  Cerf  Wagner,  "Dinnerparties  are  for  eating,  not  for 
mating."  — ^MALCOLM  S.  FORBES  (1984) 


It  is  unpleasant  to  go  alone,  even  to  be 
drowned. 

—RUSSIAN  PROVERB 


Stay  with  me;  I  want  to  he  alone. 

—JOEY  ADAMS 


Strife  is  better  than  loneliness. 

—IRISH  SAYING 


Every  time  I  look  at  you  I  get  a  fierce 
desire  to  be  lonesome. 

—OSCAR  LEVANT 


You  need  someone  to  love  while  you  re 
looking  for  someone  to  love. 

— SHELAGH  DELANEY 


One  aged  man — one  man — can't  fill 

a  house. 

—ROBERT  FROST 

Alov. 

le  thing, 

astoui,  ■;  , 

■^cceptacle 

forGillh-y 

"^  -'.re  sitting 

at  theed^i-     . 

■    -'."Jior'/o(:5 

sighs  like  the  m 

No  one  ever  discovers  the  depth  of  his 
own  loneliness. 

—GEORGE  BERNANOS 


When  so  many  are  lonely  as  seem 
to  be  lonely,  it  would  be  inexcusably 
selfish  to  be  lonely  alone. 

—TENNESSEE  WILLIAMS 


■.'•.1< 


All  men  are  lonely.  But  sometimes  it  seems 
to  me  that  we  Americans  are  the  loneliest 
of  all.  Our  hunger  for  foreign  places  and 
new  ways  has  been  with  us  ahriost  like  a 
national  disease.  Our  literature  is  stamped 
'  !h  a  quality  of  longing  and  unrest. 

—CARSON  MCCULLERS 


Loneliness  seems  to  have  become 
the  great  American  disease. 

—JOHN  CORR 


Friendship  needs  no  words — it  is 
a  loneliness  relieved  of  the  anguish 
of  loneliness. 

—DAG  HAMMARSKJOL 


The  thing  that  makes  you  exceptional, 
if  you  are  at  all,  is  inevitably  that  which 
must  also  make  you  lonely. 

—LORRAINE  HANSBERI 


A  Text... 

The  Spirit  itself  beareth  witness 
with  our  spirit,  that  we  are  the 
children  of  God. 

—ROMANS  8: 

Sent  in  by  Lynn  Badler,  San  Diego,  Ca 
What's  your  favorite  text?  Forbes  Book 
Quotations:  Thoughts  on  the  Business  oflifi 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetical! 
subject,  are  available  in  a  900-page,  one-voli 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  O) 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping 
$1  per  item  for  handling  (add  applicable  sales  I 
To  order,  please  call  toll-free,  1-800-876-6556. 
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this;  in  a  single  summer,  the  three-inch 
jtoiogists  attribute  this  voracity  to  just  one 

,  his  hibernaculum  -  until  things  start  buzzing 
nothing  to  consider. 

lapt  to  what's  happening  right  now.  To  roll 
a  shift  in  customer  preference.  A  new  trend, 
asonal  spikes  are,  well,  seasonal. 

)ed  only  during  the  rush.  If  you're  thinking  like 
!y  in  the  off-season,  reduce  the  outlay  of  capital 
\/ay  beyond  IT. 

iriable.  It's  about  tactical  partnerships.  Leasing, 
-ocusing. 
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usiness  expertise  to  see  possibilities  and  the 
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Derrick  Warren,  IBM  variabie  cost  guru,  retail  industry 
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Cars  with  muscle.  You 
have  known  each  and 
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Infiniti  M45. 

lusde  carwith  brains.  340-horsepower V8. 0-60  in  5.8  seconds.*  Climate-controlled 
t  seats.  Infiniti  Voice  Recognition.  Optional  DVD  Infiniti  Navigation  System.  Vehicle 
jmic  Control.  Intelligently  priced  around  $45,000."  Visit  lnfiniti.com. 
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New  York  Life  has  been  successful  because  four  years  ago  it  order  to  raise  capital  through  the  sale  of  stock, 

took  contrarian  positions  in  several  major  areas:  to  stay  focused  New  York  Life,  however,  has  one  of  the  strongest  cap'' 

on  life  insurance  when  others  were  venturing  into  other  financial  positions  in  the  industry  —  $10  billion  in  surplus  and  reser^j 

services;  to  maintain  its  career  agency  system  when  some  —  and  can  fund  its  growth  without  issuing  stock.  Standarc^ 


claimed  it  was  too  expensive;  and  to  go  global  when  others 
feared  the  risk. 

But  most  of  all,  remaining  a  mutual  has  been  the  key  to  New 
York  Life's  extraordinary  success.  The  volatility  in  the  financial 
markets  has  caused  many  investors  to  seek  greater  safety  and 
stability  As  a  result,  many  are  turning  to  mutual  insurers  to 


Poor's  puts  it  in  perspective:  "New  York  Life  Insurai 
Company  (NYLIC)  is  one  of  the  few  mutual  companies 
which  neither  of  the  prime  incentives  for  the  recent  demut 
ization  trend  in  the  industry  is  a  pressing  interest.  NYLIC  i;| 
sufficient  size  to  attain  the  necessary  economies  of  scale  ir 
operations  that  others  have  to  consolidate  to  attain.  Moreo 


sale  of  nonstrategic  businesses,  NYLIC  has  all  the  capit;, 
needs  to  support  any  foreseeable  volume  of  growth." 

New  York  Life's  Chairman  and  CEO,  Sy  Sternberg,  says 
company's  main  reason  for  remaining  a  mutual  rests  in  its  bs 
in  the  unique  nature  of  the  life  insurance  business.  "We  si 
promise  to  stay  strong  and  secure  to  help  our  customers 
for  college,  fund  a  retirement  or  pay  bills  if  tragedy  strike; 
today  or  many  years  in  the  future.  Our  long-term  outlook 


satisfy  more  of  their  needs  —  and  New  York  Life  is  the  largest      simply  through  improving  operating  earnings  and  gains  on  : 
mutual  life  insurance  company  in  the  United  States.  Just  what 
is  a  mutual  insurance  company,  and  why  is  it  attractive  today? 

By  definition,  a  mutual  insurance  company  issues  no  stock. 
Ownership  rights  are  held  by  the  mutual  company's  policy- 
holders, who  have  the  right  to  share  in  the  company's  profits 
and  choose  its  board  of  directors.  This  corporate  form  is  not 
new.  The  first  mutual  insurance  companies  in  the  U.S.  began 
issuing  policies  in  the  early  1840s.  Investors  of  the  time  were 
wary  after  the  panic  of  1837  and  the  financial  crisis  that  ensued,  single  focus  on  policyholders  resonates  with  consumers  r 
This  was  the  climate  in  which  New  York  Life  was  founded  in      more  than  ever." 

1845.  A  mutual  company  from  the  outset,  New  York  Life  has         While  the  life  insurance  industry  as  a  whole  has  growr 
paid  dividends  to  its  policyholders  every  year  since  1854.  only  5%  a  year,  insurance  sales  by  New  York  Life  incree 

And  there  is  more  that  appeals  to  investors  about  mutuality     42%  in  2002.  So  it  should  be  no  surprise  that  New  York  Li 
today.  For  one  thing,  most  life  insurers  should  have  a  long-term      earning  a  closer  look  from  individuals,  families  and  busine; 
management  philosophy  because  benefits  to  policyholders  are      with  a  new  appreciation  for  its  long-term  perspective, 
often  paid  20,  30  or  40  years  down  the  road.  Mutual  insurers 
can  afiO'  ;■  .riis  long-term  view  because  they  aren't  subject  to 
the  quarterly  pres<: •;•■!=  for  profits  that  publicly  traded  companies 
must  cont-;  tant  is  the  single  focus  that 
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"For  many  years,  I  have  evaluated  cash-valu. 

insurance  policies  for  consumers,  and  it  is  evident 

the  gap  in  policyholder  performance  between  mi 

companies  and  stockholder-owned  companies  is  large| 

appears  to  be  widening  in  favor  of  the  mutuals.  The  sii 

reason  is  that  the  stock  companies  have  two  compt 

interests  to  manage,  those-of  shareholders  and  policyhol 
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WHY  YOU  WON'T  SEE  NYL  ON  NYSE,  NASDAQ 
OR  ANY  OTHER  STOCK  EXCHANGE  FOR  THAT  MATTER. 


You  won't  see  New  York  Life  listed  on  a  stock  exchange  because  we're  a 
mutual  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not 
stockholders.  Rather  than  focusing  on  quarterly  results,  we  care  about  the  long  term. 
After  you  buy  a  New  York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades. 
But  when  you  do,  we'll  be  there.  To  us,  our  policyholders  are  really  buying  a  promise  - 
that  we'll  be  here  to  pay  a  claim,  fund  your  retirement,  or  pay  for  nursing  home  costs. 
That's  why  New  York  Life  focuses  on  what  really  matters  in  the  long  term:  financial 
strength  and  integrity.  You  can  trust  that  we'll  keep  our  promises  to  you,  just  as  we  have 
for  over  155  years. 


The  Company   You  Keep. 

WWW.NEWY0RKLIFE.COM/MUTUALITY 


To  arrange  a  discussion  with  a  New  York  Life  agent,  call  1-888-963-7946. 


Producing 

and  delivering  business 

communications  seems  simple  enough. 

Why,  then,  do  so  many  companies  so  often 

send  bills  and  statements  to  the  wrong  people; 

deliver  critical  financial  reports  overrun  with 

errors;  mail  important  packages  with  too  little 

1)1  too  much  postage; 
anti  lose  digital  docu- 
•  rents  in  cyberspace? 
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It  all  adds  up  to  a  logjam  that  prevents 
from  ever  reaching  your  bottom  line. 

Pitney  Bowes  can  help.  We  offer  int! 
solutions  proven  to  significantly  imprC| 
communication  flow. 

Through  a  combination  of  unique  prod 
high-value  services  (from  innovative  ma! 
document  technologies  to  one-to-one  m 
expertise  to  outsourcing),  we  can  help 
duce  and  deliver  more  effective  business 
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^iTiunication  can  lead  to  confusion, 
Inue  in  a  big  way. 


Our  document  management 
Jtion  helped  BP  accurately  route  vital 
-mentation,  thus  speeding  up  the 
ge  of  information  across  80 
es.  The  result?  Shortened  billing 
es  and  rapid  receipt  of  payments, 
!ing  millions  in  working  capital. 


i^  munications.  And,  in  turn,  generate  remark- 
changes  across  your  entire  business, 
ich  as  greater  productivity  and  efficiency, 
iced  costs.  Tighter  security.  And  new  revenue 


drivers.  All  of  which  can  lead  to  a  sizeable  increase 
in  profits. 

Today,  we're  helping  virtually  all  of  the  FORTUNE 
500®  grow  revenue  and  improve  their  bottom  line. 
To  find  out  how  we  can  do  the  same  for  you,  call 
us  at  1  866  DOC-FLOW  or  visit  pb.com/errorfree 


Pitney  Bowes 

Engineering  the  flow  of  communication 
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HERLTH  INSURANCE  BRERKTHRDUGH: 

The  color-coded  patient  filing  system 


Medical  science  has  made  some  amazing  breakthrouglis.  So  why  hasn't  health  insurance?  While  the  rest 
of  the  industry  has  been  mired  in  "short-term  tixes"  for  health  care,  UnitedHealth  Group  has  been  leading  the  way  in  making 
fundamental  changes.  We  were  the  first  to  eliminate  the  need  for  referrals  and  to  not  reguire  doctors  to  get  permission  to  treat 
patients.  And  our  innovation  continues  with  iPlanfa  consumer-driven  health  solution  designed  to  curb 
rising  health  care  costs.  With  features  like  Treatment  Cost  Estimator,  iPlan  gives  employees  the  tools 
to  make  smarter,  more  responsible  health  care  choices.  For  more  information,  visit  myiplan.com. 


dtlan* 

A  UnitedHeaith  Group  Company 
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©2003  Porsche  Cars  North  America.  Inc.  Porsche  recommends  seat  belt  usage  and  observance  of  all  traffic  lawsat^aBJimes. 


"Used"  is  such  a  harsh  word. 
We  prefer  "previously  obsessed-over." 

Looking  for  the  best  way  to  care  for  tfie  car  of  your  dreams?  Ask  any 
Porsche  owner.  Looking  for  a  pre-owned  vehicle  that  runs  like  a  dream? 
Ask  any  authorized  Porsche  dealer.  They  will  explain  the  advantages  of 
a  factory-backed  Porsche  Approved  warranty  complete  with  Roadside 
Assistance  coverage  -  both  standard  on  every  certified  pre-owned 
Porsche.  Call  1-800-PORSCHE  or  visit  porsche.com  to  search  our 
online  inventory  for  the  Certified  Pre-owned  Porsche  of  your  dreams. 

Porsche  Approved. 
Certified  Pre-Owned  Vehicles. 
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>runswick  Bowling  was  on  a  roll.  But  to  perfect  their  game,  they  needed 

better  financial  footwork.  CIT  created  a  plan  that  was  right  up  their 

alley.  Learn  more  at  CIT.com.  We  see  what  you  see. 
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Call  today  for  a  better  way  to  find  stocks  that  may 
be  right  for  you  with  Schwab  Equity  Ratings'." 

At  Charles  Schwab,  we  believe  individual  investors 
deserve  an  equity  rating  approach  that's  both  objective  and 
easy  to  understand.   So  we  created  our  Schwab  Equity 

Ratings.  Using  the  same  set  of 
diverse  criteria,  we  evaluate 
the  stocks  of  over  3,000  U.S.- 
headquartered  companies 
—  more  than  any  other 
major  brokerage  firm.  Our 
unbiased  approach  results  in  easy-to-follow  A-through-F 
ratings  that  can  help  you  decide  which  stocks  to  buy  and 
sell.  And  because  we  believe  that  it's  important  to  put  any 
type  of  rating  into  context,  your  report  will  also  include  a 
range  of  third-party  opinions  to  help  you  make  more 
informed  investing  decisions. 


>  RECEIVE  A  FREE  SAMPLE  OF  SCHWAB  EQUITY  RATINGS  FOR  THREE  STOCKS  OF  YOUR  CHOICE, 


CALL  1-800-539-9029. 

Visit  www.schwab.com  or  an  Investor  Center  near  you. 


>aiB«M>iMlHi 


charles  SCHWAB 


snerally,  Schwab  Equity  Ratings  may  only  be  available  to  certain  account  holders.  Access  to  Schwab  Equity  Ratings  may  be  contingent 
I  the  payment  of  a  service  fee  or  the  amount  of  assets  in  your  Schwab  accounts.  Schwab  Equity  Ratings  are  generally  updated  weekly, 
you  should  review  and  consider  any  recent  market  or  company  news  before  investing.  Schwab  Equity  Ratings  are  general  information; 
ey  do  not  take  into  account  your  individual  circumstances,  financial  situation  or  needs,  nor  do  they  represent  a  personalized 
commendation  of  a  particular  stock  or  stocks  to  you.  Stocks  can  be  volatile  and  entail  risk,  and  individual  stocks  may  not  be  suitable 
ryou.  ©2003  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (1003-13156).  ADS26211FUL. 
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The  Canon  Color  imageRUNNER*  C3200 
mtii  image WARE^'  Publishing  Manager  is  anything 
5ut  business  as  usual.  Actually,  it's  a  totally 
lew  way  of  working  that  lets  you  create  and 
)rint  professional-quality  color  booklets, 
atalogs,  brochures... you  name  it.  In-house, 
ight  at  your  desktop.  With  imageWARE 
Publishing  Manager,  you  can  combine  multiple 
locuments  created  in  different  applications  to 
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orm  a  single  docimient.  You  can  import  images 
)r  tfext  streams,  create  and  format  chapters,  renumber 
Dages,  insert  headers  and  footers.  You  can  apply 
editing,  page  imposition,  print  settings,  and 
jrofessional  finishing.  You  can  share  it  all  with 
:o- workers.  You  can  manage  it  all  every  step  of  the  way. 


IT 

Canon's  imageWARE  Publishing  Manager  Software. 
Create  and  print  color  documents  right  from  your  desktop. 

And  we're  just  scratching  the  surface.  This  means 
no  more  endless  waiting  for  that  all-important 
document.  See?  At  long  last,  you're  in  control. 
And  ultimately,  you're  not  stressing  out. 
The  Canon  Color  imageRUNNER  C3200  with 
imageWARE  Pubhshing  Manager.  For  fast, 
affordable  in-house  color  with  professional-quality 
finishing.  So  say  goodnight  to  business  as  usual. 


www.imagerunner.com 
1-800-OK-CANON 


Canon 


KNOW  HOW 


^anon  and  Canon  Know  How  are  registered  trademarks  of  Canon  Inc.  IMAGERUNNER  is  a  registered  trademark  of  Canon  Inc.  in  the  U.S.  and  Canada.  IMAGEWARE  is 
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NETJETS 


E  OFFER  24-HOUR  WORLDWIDE  MEDICAL 

;SISTANCE  ONBOARD  OR  OFF  BECAUSE 

E  DON'T  JUST  FLY  AIRCRAFT  WE  FLY  PEOPLE. 


tjets,  our  care  for  our  Owners  means  not  only  flying 
halfway  around  the  world  in  the  safest  way  possible, 

Iso  getting  them  the  help  they  need  should  a  medical 

gency  arise  far  from  hom< 

;  why  we  collaborated  with  Mayo  Clinic  to  develop  Mayo 
:  Executive  Travel  Response.  It  provides  every  Netjets 
Dwiier  with  direct  access  to  the  world-renowned  medical 
rcesof  Mayo  Clinic,  onboard  or  off  And,  of  course,  v^'e're 
nly  company  in  the  fractional  ownership  industry  to  offer 
services. 

1  Owner,  you'll  receive  a  dedicated  phone  number  to 
Mayo  Clinic  medical  professionals  24  hours  a  day,  for 
ledical  reason.  Whether  yoU  need  critical  care  in  Eastern 
)e  and  don't  know  where  to  turn,  of  j,wst  want  medical 
!  from  a  trusted  source  closer  to  home,.someQ|e  is  always 
for  you.  One  phone  call  bnngs  immediateassistance. 


including  self-care  recommendations,  assistance  in  coordinating 
medical  care  appointments  and  help  arranging  emergency 
transport  if  needed. 


In  the  event  of  an  in-flight  medical  emergency,  the  Netjets 
flight  crew  will  contact  Mayo  Clinic  directly.  Every  Netjets  U.S. 
aircraft  is  outfitted  with  emergency  kits  and  supplies  specified 
by  Mayo  Clinic.  In  addition,  emergency  oxygen  and  automatic 
electronic  defibrillators  are  on  all  large  cabin  aircraft  and  soon 
will  be  on  the  entire  fleet.  All  crew  members  have  been  specially 
trained  to  use  this  equipment  and  undergo  annual  mandatory 
testing  and  training  administered  by  Mayo  Clinic.  It's  just 
another  example  of  how  far  we'll  go  to  be  the  safest  and  most 
secure  private  aviation  company. 

To  learn  more  about  Mayo  Clinic  Executive  Travel  Response 
and  iail  the  other  reasons  more  fractional  jet  owners  choose 
Netjets,  call  1-877-356-0754  or  visit  www.netjets.com. 

iNETjETSf  LEAV^NOTHINC  TO  CHANCER 
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Netjets  Inc.  is  a  Berkshire  Hathaway  dorfipa'hy. 
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If  you  are  a  growing  enterprise,  your  need  for  new  software  always  exceeds  your  budget.  Or  does  it? 
SAP  has  a  range  of  solutions  to  fit  any  size  business  and  any  budget.  Solutions  that  can  be  up  and 
running  quickly  —  even  in  a  matter  of  weeks.  And  since  they're  modular  and  based  on  an  open 
platform,  they  can  grow  and  e-xpand  as  you  do.  SAP  has  over  30  years  of  experience  helping  businesses 
ot  all  sizes  solve  business  issues.  Affordably. 

THE  BEST-RUN  BUSINESSES  RUN  SAP 


FOR  AN  OPPORTUNiTY  TO  WIN  AlV  ALL-EXPEMSE-PAID  TRIP  TO  A  BUSINiSS  mANAGEMENIT 
SEMINAR,  LOG  ON  TO  SAP.COM/USA/AFF0RDABLE  OR  CALL  888  592  1727 


»  2003  SAP  AG.  SAP  and  the  SAP  logo  are  trademarfis  and  registered  irademarw  of  SAP  AG  in  Gemany  ami  sevsral  other  counhies.  Project  timeline  subject  lo  specific  project  scope  and  oHier  factors. 
Contact  the  above  website  for  further  details.  Covered  expenses  limired  solely  to  seminar  registration  fee,  aitfars.  end  accommodations  as  specified  by  SAP  Offering  subject  io  additional  terms  and 
condibons.  and  subject  to  change  or  eiid  without  notice. 
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Performance 


Wall  Street's  Cosmetics  Factory  some  of 

crusaders  trying  to  reform  the  mutual  fund  industry 
shocked — shocked! — that  people  managing  money  have  a  t 
dency  to  charge  whatever  they  can  get.  The  firm  soaking  you 
a  year  for  picking  stocks  for  your  growth  fund  may  have  surr 
titiously  cut  its  price  to  0. 1 5% 
to  pick  the  same  stocks  for  a 
pension  fund. 

Solution,  per  crusader 
Eliot  Spitzer:  Insist  that  fund 
operators  give  their  little 
investors  the  benefit  of  the 
best  rate  they  charge  any 
institutional  client  for  port- 
folio management.  Alterna- 
tively, make  sure  directors  of 
funds  are  "independent" 
characters  who  will  force  the 
fund  vendor  to  cut  its  fees. 
The  fund  vendor,  of  course, 
could  still  recover  its  overhead  costs,  which  are  considerable! 
a  retail  fund,  but  would  have  a  much  harder  time  earniii 
return  on  the  risk  capital  invested  in  starting  a  mutual  f 
operation.  For  details,  see  a  discussion  of  the  reform  scheme^ 
page  72  by  Senior  Editor  Neil  Weinberg. 

This  magazine  has  no  quarrel  with  the  campaign  to  Ic 
mutual  fimd  fees,  if  the  campaign  is  purely  educational.  \ 
help  educate  you.  We  have  been  publicizing  fund  expense  n 
since  1956;  since  1991  our  Best  Buy  rankings  have  elevated 
control  to  equal  standing  with  performance.  What  other  f 
evaluator  does  that? 

But  price  regulation  is  another  matter  altogether.  Do 
really  want  the  government  to  decree  what  is  a  reasonable  f 
in  a  competitive  industry?  There  are  any  number  of  other  i 
nesses  where  a  lucky  few  enjoy  supernatural  profit  margii 
Hollywood,  cosmetics,  software.  If  Alliance  Capital  has  a  "f 
ciary  responsibility"  to  cut  its  prices,  why  doesn't  Microsoft 

Charles  Revson,  cofounder  of  Revlon,  was  in  the  busine 
selling  a  dollar's  worth  of  chemicals  for  $30.  He  famo 
defended  that  business  by  sapng  that  he  was  selling  "hope 
jar."  Vendors  of  hot-performing  funds  are  selling  hopes, 
hopes  no  less  vain  than  the  notion  you  can  buy  youth  at  the 
metics  counter.  But  no  one  is  making  you  buy. 

Fiduciary  responsibilities  play  a  role  here.  Sponso: 
40l(k)  and  529  plans  have  a  duty  to  their  members,  who  a 
a  degree  captive;  that  duty  includes  ensuring  that  the  mem 
at  least  some  low-cost  funds.  But  it's  too  much  to  ask  that 
directors  be  "independent"  and  force  their  employer  to  ci 
prices.  At  some  point  the  responsibility  for  shopping  arc 
falls  to  the  customer. 
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Community  Educat 
Domestic  Violence  Si 


Domestic  Violence  affects 
1  in  every  4  women. 

It  costs  American  businesses 
over  $3  billion  each  year 

And  your  company  can  be 
part  of  the  solution. 

Domestic  violence  is  the  leading  cause  of  injury 
to  women  in  our  country,  and  its  impact  extends 
from  the  home  to  the  workplace.  The  result? 
Shattered  lives  and  billions  of  dollars  in  business 
losses  annually  due  to  absenteeism,  turnover, 
medical  expenses  and  lower  productivity. 

That's  why  helping  victims  of  domestic  violence 
is  your  business.  Your  company  can  change  lives 
by  building  awareness  of  the  issue  and  providing 
a  link  to  information  about  resources  in  your  community. 

Let  your  employees  know  their  safety  is  important. 
A  few  steps  can  make  all  the  difference  to 
your  business  —  and  to  someone  like  Doreen. 

wouldn't  you  protect  them? 


To  learn  how  to  implement  a 
domestic  violence  workplace  policy 
in  your  company,  please  visit: 
www.safeatworkcoalition.org 

If  you  or  one  of  your  employees 
needs  help,  contact  the 
National  Domestic  Violence  Hotline: 
(800)  799-SAFE 
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The  Dirty  Business  of  Cleaning  House 

In  "See  No  Evil,  Hear  No  Evil"  (Nov.  24,  p.  56)  a  contractor  complains  about  janitoi 
workers  being  unavailable.  There  are  plenty  of  legal  workers  available  these  days.  But  I'n 
not  surprised  that  they  want  to  get  at  least  minimum  wage.  The  "independent  con 
tractor"  status  is  just  a  scam  to  get  around  the  minimum-wage  laws.  And  the  illegal  im 
migrant  is  the  big  chains'  way  of  sinking  mom-and-pop  stores. 

MARC-ANTOINE  LOPE; 
Lewes,  Dei 


The  Eddie  Haskell  Annuity? 

"Cash  Talks"  (On  My  Mind,  Nov.  24, 
p.  48)  says  what  I've  been  saying  for  more 
than  a  decade.  Pay  kids  to  become  edu- 
cated. But  my  plan  is  vastly  different.  Grant 
every  student  $  1 00  at  the  beginning  of  the 
month.  Deduct  for  breaking  school  rules, 
not  doing  assigned  work,  improper  be- 
havior, etc.  At  the  end  of  the  month  the 
student  gets  the  remainder.  This  negates 
the  necessity  to  define  achievement.  It  also 
demonstrates  the  results  of  negative  be- 
havior, while  getting  parents  involved  in 
the  educational  process.  The  plan,  which 
should  be  implemented  for  kindergarten 
through  high  school,  admittedly  requires 
more  money  and  recordkeeping.  But  how 
much  money  is  spent  now  on  alternative 
education  and  juvenile  delinquency  that 
might  be  better  applied  to  such  a  system 
of  direct  reward? 

VIRGIE  WITTE 
Arvin,  Calif. 

Power  Ranger 

As  a  longtime  advocate  of  energy  con- 
servation, I  won't  waste  too  much 
energy  commenting  on  "Repeat  Pre- 
tender" (Nov.  24,  p.  86),  about  Energy 
Co  aversion  Devices  (ecd).  Let  me  sim- 
ply state  that  because  Stan  Ovshinsky 


was  many  years  ahead  of  his  time,  anr 
despite  some  shareholder  disappoint 
ments,  the  company  today  is  well  posi 
tioned  in  two  important  energy  mar 
kets:  nickel-metal-hydride  batteries  fo 
hybrid  electric  vehicles  and  photo 
voltaics,  electricity  from  the  sun.  Thos 
markets  are  real,  already  commercial 
and  growing.  The  competition  canno 
match  our  products.  I  believe  ECl 
shareholders,  including  me,  are  going  t 
reap  the  inevitable  benefits. 

ROBERT  C.  STEMPE 

Chairman,  Energy  Conversion  Devia 

Rochester  Hills,  Mid 

A  Declaration  of  Independence 

The  12  professional  members  of  the  Fir; 
Research  Consortium  applaud  FORBE 
for  bringing  attention,  in  "Son  of  Grub 
man"  (Nov.  24,  p.  58),  to  the  possibilit 
of  conflict  among  some  so-called  ind< 
pendent  research  providers  .  On  beha 
of  Investrend  Research,  which  pioneere 
the  fee-based  research  model  in  1996,  w 
also  thank  you  for  pointing  out  the  stef 
taken  to  assure  that  the  research  pre 
vided  by  our  independent  analysts  is  fre 
of  pecuniary  interest.  Of  the  five  firn 
to  which  you  assigned  concerns,  nor 
have  adopted  the  Standards  for  Ind< 
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new  driver:  $280 


new  hard  drive:  $102 


keeping  business  and  pleasure  separate  (at  least  on  your  credit  card):  priceless 


for  more  ways  the  MasterCard  BusinessCard®  can  help  keep  track  of 
small  business  expenses,  go  to  mastercardworking.com  or  call  l-866-MCWORKING. 
there  are  some  things  money  can't  buy.  for  everything  else  there's  MasterCard.® 
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January  Auction  Highlights 


Important  Americana,  Including  Rugs,  Prints, 

Silver,  Ceramics,  Folk  Art  &  Furniture 

Auction:  January  15,  16  &  18 

Exhibition:  January  10  -  17 

Selected  American  Folk  Portraits 

&  Painted  Furniture  from 

The  Collection  of  Raymond  &  Susan  Egan 

Auction:  January  16 

Exhibition:  January  10  - 15 

The  Collection  of  Alice  &  Murray  Braunfeld 

Auction:  January  17 

Exhibition:  January  10  -  16 

Old  Master  Drawings 

Auction:  January  21 

Exhibition:  January  16-20 

Important  Old  Master  Paintings 
&  European  Works  of  Art 

Auction;  January  22 
Exhibition:  January  17  -  21 

Arcade  Old  Master  &  19th  Century 

Paintings,  Drawings  &  Sculpture 

Auction:  January  29 

Exhibition:  January  24  -  28 


ve:  Sir  Joshua  Reynolds  RRA.  (1723-1792) 
'^-—  -j  Mrs.  Stanhope 

7  by  111.8  cm 
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pendent  Research  Providers  put  forth  by 
the  Consortium,  though  all  were  invited 
to  do  so. 

The  fee-based  model  is  accepted  busi- 
ness practice  in  auditing,  as  v^^eU  as  for  debt 
rating  agencies,  where  a  company  pays  but 
the  auditors  remain  responsible  to  the 
public.  It  logically  follows  that  indepen- 
dent research  providers  should  adopt  it, 
too.  The  legitimate  fee-based  research 
model  has  received  widespread  recogni- 
tion fi-om  the  likes  of  former  SEC  Chair 
Arthur  Levitt  and  the  National  Investor 
Relations  Institute.  The  recent  research  set- 
tlement itself  mandates  that  investment 
banks  commission  fee-based  research 
when  pitching  their  covered  companies  to 
retail  clients.  It's  important  to  remain 
vigilant  to  unscrupulous  copycats  who 
don't  subscribe  to  the  Standards.  The  First 
Research  Consortium  is  available  at 
info@firstresearchconsortium.com  to  help 
discerning  investors  differentiate. 

GAYLE  ESSARY 

Director,  Investrend  Research 

Forest  Hills,  N.Y. 

GLENN  COOPER 

Chief  Executive,  Eresearch 

Toronto,  Ont. 

A  Dose  of  Reality 

Regarding  "The  Freeloaders"  (Fact  and 
Comment,  Nov.  24,  p.  31),  the  prices  that 
other  countries  pay  for  our  medicines 
reflect  their  real  costs.  The  pharmaceuti- 
cal industry  is  one  of  many  that  has  used 
its  political  influence  to  monopolize  the 
marketplace  through  the  manipulation  of 
patent  laws.  That  has  enabled  them  to 
charge  whatever  they  want  for  desperately 
needed  medications.  Other  coimtries  see 
through  this  and  are  unwilling  to  accept 
it.  The  argument  that  research  expenses 
are  high  is  also  misleading.  Drug  compa- 
nies base  their  prices  on  the  cost  of 
research,  and  thus  it's  in  their  best  interest 
to  set  the  price  as  high  as  possible.  Our 
government  should  limit  the  monopolies 
enjoyed  by  these  companies  to  about 
three  years  and  pass  legislation  that  facili- 
tates ihe  creation  of  a  free  market.  What 
an  idea!  Let  the  marketplace  dictate  the 
price  of  a  product! 

lORGE  MUNOZ-BUSTAMANTE 
Miami,  Fla. 
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The  Plane  Truth 

In  "Prepare  for  Takeoff  (Nov.  2 
p.  254)  Richard  Pzena  of  Pzena  Inves 
"  ment  Management  made  three  mislea 
ing  observations.  First,  he  said  airlin 
will  buy  Boeing  because  their  pilots  a 
trained  to  fly  them,  and  their  invent 
ries  are  stocked  with  Boeing  parts,  an  a 
vantage  Airbus  can't  claim.  But  mo 
than  204  operators  currently  fly  in  e 
cess  of  3,200  Airbus  airplanes.  Many  al 
fly  Boeings.  Pzena  also  said  there's  an  i 
centive  for  customers  to  have  a  commi 
fleet.  True.  Today  Airbus  features  a  coi 
mon  cockpit  across  six  models.  Boei 
claims  commonality  only  between  t 
767  and  757.  Airlines  need  to  buy  7 
planes  in  a  typical  year  to  expand  t 
fleet  and  up  to  a  third  as  many  more 
replace  old  stock,  he  says,  predicti 
Boeing  will  win  the  majority  of  those  ( 
ders.  Today  Airbus  claims  the  larg; 
back  order  for  new  airplanes  and  tl 
year  will  both  outsell  and  outdeliver 
competitor. 

DAVID  C.  VE; 
Vice  President,  External  Communicatit 
Airbus  North  Amer 
Herndon, 

Open  Source  Is  No  Free-for-AII 

Contrary  to  what's  implied  in  "Test  Ca 
(Nov.  24,  p.  96),  the  General  Pul 
License  (GPL)  does  not  push  code  ii 
"public  domain."  The  code  remains  co 
righted  by  the  original  author.  The  GP 
a  license  on  redistribution  of  that  co 
The  original  author  owns  it  and  is  fret 
distribute  it  concurrently  under  ot 
licenses,  even  closed-source  ones.  1 
classic  example  of  this  is  the  QT  Tool 
which  is  distributed  under  the  GPL,  as  ^ 
as  under  a  pay-for-use  proprietary  licei 
GPL  computer  programmers  can  use 
QT  libraries  for  free.  But  if  someone  w; 
to  write  a  proprietary,  closed-source  f 
gram  using  the  libraries,  they  must  p; 
fee  to  TrollTech,  QT's  owner. 

MICHAEL  O'BR 
Albuquerque,  S 
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A  strong  bank  beside  you 
makes  you  even  stronger. 
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ACT  AND  COMMENT 

Steve  Forbes,  Editor-in-Chief 

'ith  all  thy  getting  get  understanding" 


Big  Good  in  a  Bad  Bill 


yiE'S  ACTUALLY  A  BOON  IN  THE  OTHERWISE  MEDICARE-DRUG- 
efit  boondoggle:  Health  Saxdngs  Accounts.  HSAs  may  well  be 
salvation  of  our  increasingly  dysfunctional  health  care  system. 
The  problem  with  American  medicine  is  in  the  way  we 
nee  it — almost  all  of  it  through  third  parties,  primarily  insur- 
e  companies  and  the  government.  In  any  market  when  there  is 
sconnect  between  the  provider  and  the  customer,  bad  things 
pen.  Just  look  at  the  old  Soviet  Union.  Or,  closer  to  home, 
ly's  public  education  system.  Markets  function  best  when  cus- 
lers  control  the  purse  strings.  In  health  care,  alas,  that's  a  rarity. 
Every  business  executive  should  be  asking:  What  positive 
rntive  is  there  for  employees  to  get  the  most  value  out  of  the 
1th  care  dollars  spent  on  their  behalf?  Today,  incentives  are 
y  arse-backward.  When  medical  expenses  occur,  the  first 
ination  for  most  individuals  is  to  hope  that  they  can  reach 
r  deductible  and  thus  qualify  for  reimbursement.  No  wonder 
lical  costs  are  spinning  out  of  control.  The  present  system 
rs  only  top-down,  Soviet-style  controls:  raise  deductibles, 
e  insurance  copays,  cut  back  on  benefits. 
The  solution  is  to  put  patients  in  charge  of  their  own  health  care 
ars.  The  new  HSAs  will  do  just  that — and  save  hundreds  of  bil- 
s  of  dollars  while  providing  broader,  better  health  care  coverage. 
Health  Savings  Accounts  are  similar  to  IRAs.  Each  year 
jloyers  and  consumers  can  put  money  into  individual 


accounts,  tax-free,  that  workers  can  then  use  for  medical  expenses. 
Money  not  used  stays  in  the  accounts  and  grows,  tax-fi-ee.  The 
cost  of  comprehensive  insurance  policies  to  cover  major  medical 
expenses  will  be  cheaper  because  the  deductibles  are  high — most 
or  all  of  the  deductible  will  be  covered  by  the  money  in  the  HSA. 

Congress  passed  the  equivalent  of  HSAs  in  1996,  but  stran- 
gled them  with  crushing  regulations.  The  new  HSAs  have  no 
such  handicaps;  thus,  wise  health  insurance  companies  will  be 
quick  to  offer  them.  Already  a  number  of  companies,  including 
Forbes,  provide  similar  policies,  thanks  to  an  IRS  ruling  in  June 
2002  that  allows  so-called  Health  Reimbursement  Arrangements. 

The  new  HSAs  are  better,  more  flexible,  more  patient-friendly 
than  the  IRS  version.  HSAs  are  owned  by  the  individual,  not  the 
company  HSAs  are  portable;  if  you  leave  a  company,  the  account 
goes  with  you;  and  you  can  use  the  money  in  it  to  either  buy  new 
insurance  or  to  pay  for  COBRA.  Up  to  $2,600  a  year  can  go  into 
an  individual's  HSA,  $5,150  for  a  family;  all  tax-free.  Both 
employers  and  individuals  can  contribute  to  an  individual's  HSA. 
HSA  monies  can  be  used  for  the  purchase  of  long-term-care 
insurance,  which  will  be  a  huge  benefit  to  ever  older  baby  boom- 
ers. HSA  funds  also  can  be  passed  on  in  an  individual's  estate. 

HSAs  will  help  reduce  the  number  of  uninsured  people: 
Health  policies  are  vastly  more  affordable  when  there  is  a  high 
deductible.  The  self-employed  will  find  HSAs  a  godsend. 


An  Amazing  Man 


lAT  A  LIFE!  WHAT  A  LIFE!"  EXCLAIMED  BILLIE  TISCH  WHEN 

ng  to  describe  her  husband,  Larry,  who  died  recently. 

fence  Tisch  achieved  extraordinary  success  through  brain 

rer  (he  graduated  ft-om  college  at  age  18  and 

a  crack  code-breaker  during  World  War  II), 

i  work,  an  appetite  for  risk  and  a  strong 

se  of  integrity.  Staked  by  his  parents,  he 

;wdly  bought  an  undervalued,  seen-better- 

5  New  Jersey  resort.  With  his  brother  Bob, 

parlayed  that  asset  into  an  impressive 

)ire,  Loews  Corp.  Tisch  had  the  courage  of 

convictions  and  didn't  let  setbacks  deflate 

iscourage  him.  He  weathered  constant  crit- 

m  when  he  took  control  of  CBS,  even 

igh  he  and  his  shareholders  earned  an  excel- 

return  when  he  sold  the  company.  In  the 

1990s  Tisch  thought  the  stock  market  was  overvalued  and 
I't  hesitate  to  stake  money  on  that  conclusion.  For  a  while 
ws  lost  considerable  sums  as  equities  continued  their  dizzy- 
climb  and  skeptics  thought  the  maestro  had  lost  his  touch. 


The  crash  of  2000  vindicated  Tisch's  hard-headed  realism. 
But  Tisch  was  more  than  a  start-with-little-and-achieve- 

great-things  businessman.  He  was  also  one  of  the  era's 
great  philanthropists  and,  what  is  tougher  and 
even  more  impressive,  great  fundraisers  for 
good  causes. 

Despite  his  great  success,  Tisch  continued  to 
live  as  simply  as  he  did  when  he  first  started  out. 
He  retained  a  keen  interest  in  Judaism  in  partic- 
ular and  in  religion  in  general.  He  was  also  a 
first-rate  bridge  player,  as  my  father,  an  occa- 
sional opponent,  ruefully  acknowledged.  One  of 
the  most  delightful  moments  of  my  father's  life 
came  just  before  his  own  death,  when  he  was 
made  part  of  a  team  that  included  Larry  Tisch 
and  Warren  Buffett,  which  played  bridge  against 

a  team  fi-om  Britain's  House  of  Commons.  The  yVmericans  won. 
Larry  Tisch's  passing  would  have  been  mourned  in  any  era,  but 

his  Lincolnesque  humanity  and  honesty  make  his  loss  even  more 

poignantly  felt  in  these  times  of  too  frequently  betrayed  trust. 
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FAHT  AND  COMMENT 


The  Forbes  2003 
All-Star  Eateries  in  New  York 


Never  have  there  been  so  many  first-rate  restaurants  on  this  list — 102,  to  he  exact.  If  the  U.S.  economy  mirrors 
this  Big  Apple  culinary  boom,  we're  in  for  deliciously  good  times  indeed.  Tom  Jones  and  Forbes  colleagues 
Patrick  Cooke  and  Monie  Begley,  as  well  as  brothers  Bob,  Kip  and  Tim  produced  these  appetizing  critiques. 


Y 

H 


•  • 


Alain  Ducasse 

Aquavit 

Bouley 

Chanterelle 

Daniel 


Danube 

The  Four  Seasons 

Jean  Georges 

La  Grenouille 

Le  Bernardin 

Le  Cirque  2000 


Lutece 

March 

Nobu 

Sugiyama 

"21"  Club 


N 


Several  names  have  rocketed  back  to  this  celestial  kingdom:  Leg- 
endary Lutece  offers  food,  service  and  ambience  worthy  of  its  best 
days;  Bouley  will  bowl  you  over  with  heavenly  French  food  impec- 
cably served  in  a  dramatic  red-glazed  room;  sublime  is  the  word 
for  Daniel.  To  indulge  your  senses,  try  new  superluminary 
Sugiyama's  eight-course  kaiseki  feast  and  be  carried  away  by  the 
choreography  of  the  chefs,  the  grill  smoke  wafting  through  the  air 


and  the  warming  magic  of  the  sake.  Danube's  delectably  divi 
delights  are  beautifully  presented  by  an  attentive  staff  in  one  oft 
most  over-the-top,  faux  fantasy  interiors  imaginable.  Le  Bernart 
consistently  tops  the  best  seafood  list  in  New  York.  March  is 
close  to  perfection  as  it  gets.  The  "21"  Club's  present  glorj 
match  those  of  its  past — and  then  some.  Jean  Georges'  fooc- 
off  the  charts  with  eclectic,  deliciously  exciting  combinatior 


Aureole 

Babbo 

Blue  Hill 

Cafe  Pierre 

DB  Bistro  Moderne 

Donguri 

Dumonet 

Eleven  Madison  Park 

Etats-Unis 

Fiamma  Osteria 

Fives 

Gotham  Bar  &  Grill 

Gramercy  Tavern 


•  *• 

Honmura  An 

II  Mulino 

industry  (food) 

La  Caravelle 

Mary's  Fish  Camp 

Montrachet 

MorreUs 

Nippon 

Orso 

Patria 

Payard  Patisserie  &  Bistro 

Periyali 


Peter  Luger  Steak  House 

Pinocchio 

The  Red  Cat 

River  Cafe 

71  Clinton  Fresh  Food 

66 

Strip  House 

Swifty's 

Tabla 

The  Tasting  Room 

Union  Square  Cafe 

Veritas 

Walls6 


Like  the  universe,  the  Three  Star  firmament  keeps  expanding, 
despite  occasional  supcrnov.is  Industry  (food) — what  a  find!  66  is 
simply  superb.  Mary's  Ft^h  C^mt=  sc;  ^  es  up  tlie  best  lobster  rolls 
and  french  fries  iu  I'he  v^uy'.o.  Mss-rclfe  supplies  amazing  meals, 
stand-out  service  an*' stN'hsh  ^  ...  lings.  Fiamma  Osteria  prof- 
fers delicious  Italian  fare  in  a  glan'x..  .■  ,  (ettuig.  In  the  best  tradi- 
tion of  grand  hotel  dining  roi^ns,  Caff,  t  ;«-;rrc's  civilized  setting 
lets  you  enjoy  a  magnificent  meal  i  onment  where  you 

can  actually  have  a  conversati  n  wiU:  your  guest.  As  you  would 
expect  at  The  Carlylc,  Dumonet  delivers  soj^histicated  service  in  a 
soothing  setting.  The  PeninsuLi  hotei'-  f  Jvfts  offers  first-rate  food 
in  refined  surroundings.  Blu^  Hill  j  its  stylish,  cozy,  sleekly 
attractive  and  welcoming.  La(  '.■;;v8t .  .  ,!U.^h  banquettes  and  soft 
lighting  au   i  reminder  thai  «.         '--iii     Uesn't  have  to  be  mad 


flision  and  cold  hummus.  Etats-Unis,  a  tiny  jewel,  produces  so 
of  the  most  delicious,  creative  farm-fresh  American  cuis 
around,  regarcUess  of  its  Francophile  name.  Some  may  quib 
that  Montrachet  needs  a  decor  update,  but  the  kitchen's  imagi 
tive  presentation,  as  well  as  the  attentive  service,  makes 
remember  why  this  has  always  been  a  foodie's  favorite.  Pinoo 
dining  is  a  close-your-eyes-and-you're-in-Italy  evening,  w 
superb  classic  fare  at  reasonable  prices.  Tabla  tenders  exotic  cc : 
binations  of  Indian-inspired  cuisine.  Veritas,  flie  promised  1; 
for  oenophiles,  presents  an  excellent  diree-course  prix  fixe  me 
the  sole  purpose  of  which  is  to  complement  the  nearly  3,i 
varieties  presented  in  the  wine  book.  If  Arnold  Schwarzene^ 
can  do  for  California's  finances  what  Wallse  does  for  Austi 
food,  he  will  become  one  of  America's  gubernatorial  greats. 
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special 


Artisanal — Cheese  worshippers  (and  Atkins  aficionados)  mecca,  offering  some  of  the  best  bistro  fare  in  town. 

Blue  Ribbon  Sushi — Super  sushi  and  sashimi  in  SoHo. 
I  Blue  Smoke — Premier  barbecue  spot  for  authentic  ribs  and  superb  sides. 

Boio — Spanish-themed  restaurant  in  Silicon  Alley  that's  one  fun  place  for  lunch. 
rasserie  fft — Surrealistic  descent  down  the  sweeping  orange  staircase  into  the  dining  area  leads  to  French  fare  that  is  magnifique. 

Bull  and  Bear — Midtown  magnet  for  real-meat  men. 

Cafe  des  Artistes — Erotic  murals  make  for  exotic  eating  experience. 

Cafe  Luxembourg — Sparkles  with  celebrities  and  wannabes.  Meals  are  as  mouthwatering  as  ever. 

Caffe  Grazie — Excellent  Italian  eatery  near  the  Metropolitan  Museum. 

Chez  Josephine — Neat  food  served  in  a  most  eccentric  setting.  Service  geared  to  get  you  to  the  theater  on  time. 

Cipriani  Doici — Venetian  classics  served  in  very  chic  aerie  above  the  busde  of  Grand  Central. 

Cupcake  Cafe;  IMagnolia  Bakery;  Serendipity  3 — Is  there  no  doc  who  can  develop  a  diet 

that  will  do  for  desserts  what  Atkins  did  for  meat? 

fresk — Worth  the  trip  simply  for  the  Marblehead  clam  chowder  with  applewood-smoked  bacon. 

Grimaldi's — No  slices,  no  reservations,  no  credit  cards.  But  what  pizza! 

The  Harrison— Fabulous  food  in  happening — but  no  attitude — restaurant. 

Hell's  Kitchen — Its  name  belies  its  heavenly  Mexican  menu. 

Jimmy's  Downtown — Sports  figures  and  pretty  girls  populate  this  hip,  food-friendly  place. 

Kai — Exquisite  food,  impeccable  service  in  an  oasis  of  serenity. 

Keens  Steakhouse — Interior  design  out  of  the  19th  century,  festooned  with  clay  smoking  pipes.  Choice  chops  and  steaks. 

Le  Boeuf  k  la  Mode — Classic  French  cuisine  in  a  nonclaustrophobic  bistro  environment. 

iver  House — Funky  Sixties  decor  that  invokes  white  lipstick,  sultry  vinyl  skirts  and  a  strong  sense  of  the  TWA  terminal  at  JFK. 

L'Impero — Buono  cibo  italiano! 

Lupa — Mamma  mia!  Expands  the  horizons  of  traditional  Italian  fare. 

Maya — Superb,  sophisticated  Mexican  meals. 

The  Mermaid  Inn — Crowd-pleasing  East  Village  yearling  offering  some  of  the  Big  Apple's  most  delectable  fish. 

Mexicana  Mama — Noisy,  cramped,  tiny  storeft'ont  serving  up  mighty  fine  Mexican  fare  with  a  smile. 

Michael  Jordan's  Steak  House — Slam-dunk  steak  with  an  above-the-rim  view  of  Grand  Central's  Main  Concourse. 

Mr.  K's — Seductive,  luxurious  ambience,  exquisite  service,  terrific  traditional  Chinese  food. 

■n — Tiny,  trendy,  bamboo-bedecked  Viemamese  eatery  serving  fi^esh  and  delicate  delights.  Sibling  0  Mai  is  on  same  exalted  plane. 

Osteria  del  Circo — Happy,  lively  setting  for  sublime  cuisine. 

Pampano — Wonderful  seafood  suffused  with  the  culinary  flavors  of  Mexico's  coastal  towns. 

The  Park — Beautiful,  bustling  party  place  for  a  good  meal  and  a  good  time. 

Pastis — Hip,  hot,  happening  bistro. 

Pearson's  Texas  Barbecue — It's  all  about  wood,  heat,  smoke  and  meat.  Result:  BBQ  flavors  both  rich  and  subtle. 

Petrossian — Caviar  mecca.  Stay  with  the  basic  extravagances  and  lots  of  very  fi-osty  vodka. 

Popover  Cafe — Ever-popular  place  for  pleasurable  popovers. 

^      The  Grand  Tier  Restaurant — Does  an  amazing  job  of  feeding  well  the  Metropolitan  Opera's  multitudes  in  a  short  time. 

Second  Avenue  Deli — One  of  the  last  authentic  kosher  neighborhood  delis. 

Tao— Electric  setting  for  excellent  Asian  fare. 

Thaiassa — Superb  Greek  menu,  with  seafood  fresh  off  the  boat. 

Tt-ibeca  Grill — Traditional  American  food  influenced  by  French  and  Asian  cuisines. 

Turkish  Kitchen — Bright  red  walls  are  the  perfect  setting  for  flavorful  meals.  Calamari  is  a  must. 

Village — The  grand,  domed,  skylit  dining  room  makes  a  remarkable  setting  for  bistro  classics. 

WD-SO — Lively  service,  vast  wine  list  and  stellar  menu  make  this  one  delicious  bargain. 

|in — Ideal  for  people  who  generally  don't  like  Japanese  fare.  Tiy  the  Asian  twist  on  roast  chicken  and  mashed  potato  — vxim! 
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THE  NEW  FULL-SIZE  NISSAN  PATHFINDER  ARI\ 

"afety  and  comfort  of  home.  Room  for  eight,  comfortably,  and  fold-flat  2nd-  an 
''''5-horsepower,  5.6-liter  Nissan  Endurance  V8  engine.  Which  could  com( 


Cargo  and  toad  cap 


■\n.  Ihe  Nissan  Brand  Symbnl,  "SHIFT_"  tagliiiB  and  Nissan  modal  names  are  Nissan  trademarks.  Tread  t 


that?  The  woods  can  be  a  scary  place.  Thankfully,  the  new  Nissan  Pathfinder  Armada  provides  the  //''"~*^ 

ivailable  Nissan  Mobile  Entertainment  System-DVD,  with  wireless  headphones  and  remote.  And  a         [^lyaSAN^ 
:e,  you  want  to  make  a  getaway.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com.  ^ 


-■::lt.  and  please  don't  drink  and  dnve.  .c^2003  Nissan  North  America.  Inc. 


SHIFT- capacity 


OTHER  COMMENTS 


What  do  people  mean  by  sending  you  a  dozen  Christmas  cards 

during  the  festive  season,  and  not  deigning  to  send  you  three  lines 

by  way  of  a  letter  during  the  rest  of  the  year? 


—J.  ASHBY-STERRY 


Step  Toward  Good  Health  (Care)  The  Health 

Savings  Accounts  (HSA)  provision  included  in  the  Medicare  bill  will 
go  into  efifect  Jan.  1,  2004.  All  250  million  non-elderly  Americans 
will  now  have  access  to  a  medical  savings  account.  The  market  is 
ready  for  this.  All  of  the  discussion  about  consumer-direrted  health 
care  in  the  last  few  years  has  sensitized  corporate  decision  makers  to 
the  advantage  of  putting  more  control  in  the  hands  of  employees. 
HSAs  provide  them  v^ath  the  perfect  opportunity  to  do  exactly  that. 

—GREG  SCANDLEN,  Galen  Institute 


Since  health  expenditures  comprise  almost  14%  of  the  U.S.  GDP,  a 
shifting  away  from  the  failed  bureaucratic  third-party  payer  model 
and  back  to  a  market-mediated  binary  payer  model,  where  the  cus- 
tomer controls  his  own  first  health  dollars,  is  the  single  most  signifi- 
cant reform  that  can  be  made  in  saving  the  country  firom  skyrocket- 
ing health  costs  and  steadily  increasing  calls  for  taxpayers  to  finance 
more  and  more  of  the  health-care  system  through  higher  taxes. 

—NEWT  GINGRICH,  Wall  Street  Journal 

Dancing  With  France  France  has  never  been  inter 
ested  in  promoting  democracy  in  the  modern  Arab  world,  which  is 
why  its  pose  as  the  new  protector  of  Iraqi  representative  govern- 
ment— after  being  so  content  with  Saddam's  one-man  rule — is  so 
patently  cynical.  Clearly,  not  all  EU  countries  are  comfortable  with 
this  French  mischief,  yet  many  are  going  along  for  the  ride.  It's 
stunning  to  me  that  the  EU,  misled  by  France,  could  let  itself  be 
written  out  of  the  most  important  political  development  project  in 
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"/  shouldn't,  but  I'm  going  to  have  the  garbage." 


modern  Middle  East  history.  The  whole  tone  and  direction  oft! 
Arab-Muslim  world,  which  is  right  on  Europe's  doorstep,  will  I 
affected  by  the  outcome  in  Iraq.  It  would  be  as  if  America  said  it  d 
not  care  what  happened  in  Mexico  because  it  was  mad  at  Spain. 
—THOMAS  L.  FRIEDMAN,  New  York  Tim 

Digested  Wisdom  it  is  possible  to  be  so  busy  going  (; 

or  off  a  diet  that  there  isn't  time  left  to  enjoy  life.  Once  people  ? 

everything  set  before  them,  and  had  the  courage  to  digest  it,  td 

— MARCELENE  COX,  Ladies'  Home  Journal  (194 

Tax  v>UtS  101  Tax  cuts  work  by  increasing  the  incenti\ 
for  new  investment,  not  by  stimulating  demand.  In  the  eai 
1980s,  despite  large  tax  cuts,  consumers  were  not  banging  do\ 
the  doors  of  local  retailers  for  fax  machines,  cell  phones,  PCs 
broadband  Internet  connections.  It  was  only  after  some  very  sma 
entrepreneurs  decided  to  risk  a  great  deal  of  money,  time  a 
talent  developing  these  new  goods  and  services  that  they  becai 
so  ubiquitous.  By  cutting  taxes  on  income  and  capital  gains 
the  early  1980s,  Ronald  Reagan  encouraged  these  entreprenei 
to  take  the  risks  necessary  to  develop  these  new  technologies.  • 
paraphrase  Say's  Law:  Supply  created  its  own  demand. 

—BRIAN  S.  WESBURY  chief  econom; 

Griffin,  Kubik,  Stephens  &  Thomps( 

The  Library  of  Economics  and  Libe 

Test  or  Truth  Persecution  for  the  expression  of  opinic 
seems  to  me  perfectly  logical.  If  you  have  no  doubt  of  your  pre 
ises  or  your  power  and  want  a  certain  result  with  all  your  he 
you  naturally  express  your  wishes  in  law  and  sweep  away 
opposition....  But  when  men  have  realized  that  time  has  up 
many  fighting  faiths,  they  may  come  to  believe  even  more  tl 
they  believe  the  foundations  of  their  own  conduct  that  the  u 
mate  good  desired  is  better  reached  by  fi"ee  trade  in  ideas — t 
the  best  test  of  truth  is  the  power  of  the  thought  to  get  it 
accepted  in  the  competition  of  the  market,  and  that  truth  is 
only  ground  upon  which  their  wishes  safely  can  be  carried  oi 

—OLIVER  WENDELL  HOLME5 

Dinner  Table  Don't  Question:  I'm  in  an  Italian  f< 
ily  on  niy  wife's  side,  and  I  need  to  know:  Is  it  ever  OK  to  t 
your  napkin  into  the  neck  of  your  shirt,  as  opposed  to  placir 
on  your  lap? 

Answer:  The  only  time  it's  OK  to  tuck  a  napkin  into 
neck  of  your  shirt  is  when  you're  bleeding. 

—GLENN  O'BRIEN,  "The  Style  Guy,"  GQ 
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'he**1  Tasting 

bdka  In  The  World. 

998.  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind  taste  test 
lore  than  40  vodkas. They  awarded  points  based  on  smoothness,  nose, 
most  importantly,  taste.  Of  all  the  vodkas.  Grey  Goose^  Vodka 
rged  victorious,  receiving  96  points  out  of  a  possible  100. 

ided  in  1981,  the  Beverage  Testing  Institute  conducts  tests  in 
ecially  designed  lab  that  minimizes  external  factors  and 
imizes  panelists'  concentration. The  Institute  selects 
es  based  on  their  expertise,  and  its  tasting  and 
ing  procedures  are  widely  praised  as 
best  in  the  industry. 


Vodka 

GREY  GOOSE  VODKA 
Canadian  Iceberg  Vodka 
Stollchnaya  Gold  Vodka 
Staraya  Moskva  Premium 
Van  Hoo  Vodka 
Stolichnaya  Vodka 
Tanqueray  Sterling  Vodka 
Rain  1995  Harvest  Vodka 
Ketel  One  Vodka 
Wyborowa  Vodka 
Kremlyovskaya  Vodka 
Finlandia  Vodka  of  Finland 
Alps  French  Vodka 
Sl^  Vodka 
Original  Polish  Vodka 
Glenmore  Special 
Fleischmann's  Royal  Vodka 
Mr.  Boston  Vodka 
Pole  Star  Vodka 
Luksusowa  Potato  Vodka 
Absolut  Vodka 
Cardinal  Vodka 
Barton  Vodka 
Barclay's  Vodka 
Amazon  VI 


Belve 

Schenley 

Mr.  Boston's  Riva  Vodka 

THSREPHSScNTSA 

greygo 

Drink  Responsibi) 
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HARM  AN  INFOTAI^NMENT™ 

YOU  DRIVE. 

WE'LL  NAVIGATE, 

HANDLE  YOUR  CALLS  AND 

KEEP  YOU  ENTERTAINED. 


For  over  50  years,  the  brands  of  Harman  International  have  been  developing  the  industry's  ^ 
most  advanced  electronics  systenns.  From  the  very  first  factory-installed  car  radio  in  1948  to 
the  latest  digital  systems  in  2003.  Our  latest  undertaking  is  the  seamless  integration  of  in-vehicle 
information  systems  with  FHarman  high-fidelity  entertainment  systems  to  create  an  entirely  new 
category  It's  called  FHarman  Infotainment.  And  you  can  experience  it  today  in  sophisticated  new 
Mercedes-Benz  automobiles.  Our  remarkably  intuitive  new  COMAND  DVD  GPS  Navigation 
System  with  map  and  symbol  display  options  makes  it  incredibly  easy  to  get  directions,  stay  on 
ccui^o  and  arrive  safely  at  your  final  destination.  Our  voice-activated  control  systems  allow  you 


/ui    M,irmanlntemalionallndustrie5,lncorporaUi  .    i.  ..i,       lark  Levinson*  and  LOGIC  7»  are  registered  trademarks  and  Harman  Infotainment"  is  a  trademark  of  Hai 


to  talk  on  a  cell  phone  and  operate  the  navigation  and  audio  systeins  by  voice.  Without  ever 
taking  your  eyes  off  the  road.  Or  your  hands  off  the  wheel.  Our  fully  integrated  DVD  entertain- 
ment systems  are  travel-tested  to  stand  up  to  any  road  trip.  And  they  all  work  side  by  side  with 
our  legendary  car  audio  systems.  Including  the  revolutionary  Harman  Kardon  LOGIC  7"  system 
that  features  up  to  12  strategically  placed  high-fidelity  loudspeakers,  Digital  Dynamic  Volume 
Control  to  counteract  wind  and  road  noise  and  multichannel  surround  sound  technology  for  a 
uniquely  rich,  enveloping  musical  experience. To  learn  more  about  what  we  can  do  for  your  car, 
just  visit  harman.com/infotainment.  We'll  take  it  from  there. 


H  harman  international 

Parent  of  the  great  Harman  Kardon,  InfinityJBL,  Becker,  Lexicon  and  Mark  Levinson  brands. 


Brated.  DVD  logo  is  a  tradennark  of  DVD  Format/Logo  Licensing  Corporate 
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"It  can't  be  done."  "You're  crazy."  "Never."  "No."  These  are  the 


words  that  come  in  the  beginning,  only  to  be  proven  wrong  in  the 


end.  At  ConocoPhillips,  we  realize  that  impossibilities  sometimes 

'i 

yield  the  best  opportunities.  So,  where  others  see  an  obstacle,  .:| 


we  see  a  chance  to  elevate. 
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JRRENT  EVENTS 


Ernesto  Zedillo,  former  president  of  Mexico 
CTOR,  Yale  Center  for  the  Study  of  Globalization 


Self-inflicted  China  Syndrome 


GOOD  NEWS  OF  A  STRONG  ECONOMIC  RECOVERY  IN  THE 
quarter  wasn't  enough  to  prevent  U.S.  authorities  from  again 
dating  to  domestic  protectionists'  demands  and  imposing 
»rt  quotas  on  some  Chinese  textiles  last  month.  Although  this 
;  directly  affects  a  very  minor  portion  of  the  U.S.-China  trade, 
)uldn't  be  taken  lightly.  It  could  give  further  momentum  to 
It  unwarranted  China  bashing:  that  China  is  an  unfair  com- 
3r  and  is  the  chief  cause  of  job  losses  in  the  U.S.  The  Bush 
inistration's  decision  has  opened  the  gates,  and  it's  only  a 
er  of  time  before  the  White  House  is  inundated  with 
mds  from  other  interest  groups  that  want  their  piece  of  the 
xlionist  pie.  This  situation  could  become  very  destructive  if 
ese  authorities  give  in  to  the  temptation  of  squaring  off  in 
ie  war.  Before  it's  too  late,  it's  imperative  that  the  U.S.  stop 
;  China's  export  vigor  to  exorcise  its  external  imbalances. 

the  Forest,  Not  Just  the  Trees  of  Trade 

rue  that  China's  trade  surplus  with  the  U.S.  has  reached 
'.  than  $100  billion  a  year.  But  it  doesn't  follow  that  losses  in 
manufacturing  jobs  in  recent  years  have  been  caused  by 
a's  protectionism,  as  some  American  politicians  are  wont 
dm.  The  real  reasons  are  much  more  complicated. 
he  U.S.  trade  deficit  is  large  because  the  U.S.'  national  expen- 
e  exceeds  its  national  income,  which  is  mostly  a  matter  of 
Stic  macroeconomic  policy.  This  gap  is  reflected  in  a  current 
int  deficit  that  will  be  close  to  $550  billion  this  year.  China  fig- 
n  a  big  portion  of  this  deficit  because  it  is  now  the  U.S.'  second- 
it  trading  partner  and  because,  thanks  to  its  openness  to  trade 
areign  investment,  China  is  taking  advantage  of  its  own  cheap 
ncreasingly  productive  labor  force  to  become  a  leading  player 
;  assembly  of  manufactured  goods  for  world  markets.  Even 
linese  exports  have  not,  in  general,  displaced  American  goods 
)bal  markets.  Rather,  China's  world  market  share  has  grown 
;  expense  of  other  labor-abundant  countries  that,  through 
own  decisions,  have  failed  to  enhance  their  competitiveness 
ickly  as  China  has.  The  new  Asian  giant  exports  a  lot,  but  it 
mports  a  lot.  Thus  its  total  trade  surplus  is  relatively  modest. 
Contrary  to  popular  belief,  China  has  an  increasingly  open 
omy.  Its  ratio  of  trade — exports  plus  imports — to  gross 
stic  product  will  be  close  to  50%  this  year.  Its  average  import 
is  much  smaller  than  those  of  most  other  large  emerging 
)mies.  China  has  seen  its  total  imports  grow  exponentially  in 
t  years;  it  is  now  the  third-largest  importer  in  the  world.  And, 
lie  U.S.  has  benefited  from  this  evolution.  Since  2001  China 


has  been  the  most  dynamic  market  for  U.S.  exports:  This  year 
alone  U.S.  exports  to  China  have  grown  by  more  than  20%.  If 
anything,  overall  trade  with  China  has  been  supportive  of — not 
destructive  to — U.S.  economic  activity.  Furthermore,  U.S.  compa- 
nies have  benefited  from  China's  policy  of  tapping  world  markets. 
One-fourth  of  China's  largest  exporters  are  American  companies, 
not  to  mention  those  that  are  already  obtaining  a  significant  chunk 
of  their  total  revenues  from  sales  in  China's  domestic  market. 

Unfair  Monetary  Policy? 

Inadequate  evidence  of  China's  alleged  trade  protectionism  has 
made  China  bashers  concentrate  their  batteries  on  that  country's 
exchange-rate  policy.  They  accuse  China  of  fostering  its  exports 
by  manipulating  its  currency,  the  yuan,  and  demand  that  the 
yuan  be  allowed  to  float  at  market  rates.  President  Bush  himself 
has  asked  for  China  to  have  a  "monetary  policy  which  is  fair." 
Leaving  aside  the  question  of  whether  a  freely  floating  yuan 
would  be  fair  to  China — it  wouldn't  be,  of  course — it's  hard  to 
see,  frankly  speaking,  how  China's  monetary  policy  could  at  this 
time  be  more  fair  to  U.S.  interests  or  to  the  global  economy  at 
large  than  it  already  is.  A  frequently  overlooked  fact  is  that  China 
keeps  its  currency  peg  by  having  its  central  bank  buy  surplus 
dollars  (which  stem  from  its  current  account  surplus  and  inflows 
of  direct  foreign  investment)  and  reinvest  them  abroad,  essen- 
tiaUy  in  U.S.  Treasuiy  bonds.  By  doing  this,  China  is  helping  to 
finance  the  U.S.'  huge  fiscal  and  current  account  deficits.  It  is  also 
in  a  sense  replicating  the  U.S.'  very  expansive  monetary  policy, 
thus  helping  to  invigorate  global  economic  growth,  something 
that  Europe  and  lapan,  for  the  most  part,  have  failed  to  do. 

Were  China  to  suddenly  stop  buying  surplus  dollars,  upward 
pressure  on  U.S.  bond  yields  would  mount.  Other  foreign 
investors  in  U.S.  securities  would  follow  suit,  and  before  long 
interest  rates  would  rise  significantly.  This  would  have  disastrous 
effects  on  consumers  and  business  expenditure  in  the  U.S.  The 
present  recovery  would  prove  quite  short-lived. 

Needless  to  say,  it's  in  nobody's  interests — least  of  all  China's — 
to  jeopardize  U.S.  economic  growth.  Whether  the  China  bashers 
like  it  or  not,  the  American  and  Chiiiese  economies  have  become 
interdependent  to  no  minor  extent — which  is,  actually,  good  news 
for  global  peace  and  prosperity.  This  fact  seems  to  be  well  grasped  in 
Beijing,  at  least  sufficientiy  so  for  China  to  avoid  a  foolish  and  self- 
destructive  trade  or  financial  misstep.  But  on  this  side  of  the  Pacific 
that  fact  needs  to  be  better  understood.  In  economics,  as  in  many 
other  aspects  of  Ufe,  you  can't  have  your  cake  and  eat  it,  too!    F 


Forbes 


Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  senior  minister  of  Singapore:  and 
Paul  Johnson,  eminent  British  historian  and  author;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  rotate  in  writing  this  column.  To  see 
past  Current  Events  columns,  visit  our  Web  site  afwww.forbes.com/currentevents. 
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Four  ways  the  right 

insurance  protection  can 

complete  your  retirement  plan. 


Retirement 

Protection 

Solutions 


Prudential's  asset 
protection  solutions 
are  available  through 
licensed  Prudential 
professionals,  as  well 
as  many  independent 
financial  professionals. 
Ask  your  financial 
professional  about 
our  wide  selection 
of  products. 

■  Variable  life  insurance 
•  Universal  life  insurance 

■  Term  life  insurance 

■  Income  protection 

■  Estate  protection 

■  Business  protection 


You're  working  hard  to  grow  wealth  for  a  comfortable  retirement.  But  if  you 
haven't  protected  your  assets  against  some  very  real  risks,  your  plan  isn't 
complete.  That's  where  Prudential  Financial  can  help.  We'll  explore  a  variety 
of  ways  life  insurance  can  help  protect  your  retirement  plan.  And  show 
you  how,  in  addition  to  a  death  benefit,  life  insurance  can  provide  potential 
cash  accumulation  to  supplement  your  retirement  income!  It's  the  knowledge 
you  need  to  retire  with  confidence — and  you'll  find  it  at  Prudential. 


Situation  1: 

Premature  deatli  of  a  spouse 

Life  insurance  can  help  you  realize 
the  retirement  you  have  planned,  even 
if  your  spouse  can't  be  there  with  you. 
A  Prudential  professional  can  review 
your  life  insurance  needs  and  make 
sure  you're  adequately  covered.  So  you 
won't  have  to  worry  about  obligations 
like  mortgage  and  college  payments 
diverting  funds  from  your  retirement. 


Situation  3: 
Needing  long  term  care 


At  some  point  in  your  life,  there's  a  chance 
you'll  need  care  for  a  long  term  illness  or 
injury — care  that  can  have  a  high  price 
tag.  Long  term  care  insurance  can  help  you 
meet  these  rising  costs,  while  protecting  the 
wealth  you've  allocated  for  retirement. 
Talk  to  a  financial  professional  to  see  if 
this  coverage  is  right  for  you. 


Situation  2: 
Business  planning 


Situation  4: 
Suffering  a  disability 


If  you  own  a  business,  a  smart  business 
continuation  strategy  should  be  part  of 
your  retirement  plan.  Life  insurance 
can  serve  a  variety  of  critical  business 
continuation  needs,  from  protecting 
against  financial  losses  caused  by  the 
death  of  a  key  employee,  to  helping  ensure 
a  smooth  transition  when  you  retire. 


A  disabling  illness  or  injury  can  have 
devastating  financial  implications — the 
absence  of  cashflow  from  missed  time  at 
work  could  take  its  toll  on  your  overall 
assets.  We'll  show  you  how  disability  income 
insurance  and  other  income  protection 
strategies  can  help  keep  your  retirement 
funds  out  of  harm's  way. 


Start  witii  a  compreliensive  needs  analysis.  A  thorough  insurance  needs  analysis 
provides  an  in-depth  look  at  the  areas  where  you  might  need  financial  protection.  Take 
the  first  step  toward  a  more  confident  retirement.  Contact  an  independent  agent  in  your 
area,  or  schedule  an  appointment  with  a  Prudential  financial  professional  near  you. 

1'800-THE-ROCK  ext.3141       www.prudential.com 

Prudential  (&  Financial 

Crowing  and  Protecting  Your  Wealth® 


'otioiv;.,  Kjluctions  of  benefits  and  terms  for  keeping  them  in  force.  Your  financial  professional  can  provide  you  with  costs 
moikr.)  about  variable  life  insurance,  including  charges  and  expenses,  call  for  a  prospectus.  Real 
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complete  details.  For  more  compt.,;. ,.  _  _^ 

carefully  before  you  invest  or  5enc  v:  ^ney.  i.'fi-;  insurance  is  issued  by  The  Prudential  Insurance  ('ompony  of  America,  Newark,  NJ  and  its  offifiates.'Securities  prodi 
and  services  are  offered  through  Ptuco  Seen;;..;  Carpomiion  (member  SIPC).  All  ore  Prudential  Financial  companies.  Each  is  solely  responsible  for  its  own  financial  condi 
and  contractual  obligations.  ^Withdrawals  end  ioiins  will  isriuce  cosh  values  and  death  benefits,  and  may  hove  tax  consequences.  Availability  of  disability  income  and  long-t 
care  insurance  varies  by  carrier  and  state.  IFS-A084I 
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'  Rith  Karlgaard,  publisher 


Silicon  Valley^s  Future 


mS  1936  ESSAY  "THE  CRACK-UP"  NOVEUST  E  SCOTT  FITZGERALD 
:  off  his  famous  observation  about  the  test  of  a  first-rate 
id.  Fitzgerald  said  an  intelligent  person  should  be  capable  of 
Iding  two  opposing  ideas  in  his  head  and  still  function. 
Egerald  never  specified  what  he  meant  by  this.  Of  course  his 
3te  endures  because  of  its  mysterious  vagueness. 
Maybe  Fitzgerald  meant  to  say  something  grandly  philo- 
•hical,  such  as:  In  order  for  mankind  to  survive,  we  must  con- 
irt  our  lives  as  if  there  were  a  God  who  would  judge  us  for 
rnity,  when  the  truth  may  be  . . .  well,  who  knows.  Possibly  he 
5  referring  to  the  old  paradox  of  our  dual  nature  as  human 
mals:  part  logical,  part  intuitive.  Or  maybe  Fitzgerald  merely 
>  looking  at  his  own  unhappy  life — and  confessing  how  hard 
5  to  pretend  that  one's  work  matters  when  one  is  beset  by 
inkenness  and  depression. 

Now,  let's  see  if  we  can  hold  two  opposing  thoughts  about 
con  Valley  in  our  heads. 

isiness  Model  Fallacy 

t  long  ago  I  moderated  some  panels  at  a  conference  called  Sil- 
n  Valley  4.0 — The  Future  of  the  Future.  Two  things  I  learned 
m  this  conference.  First,  optimism  has  returned  to  Silicon 
ley.  That's  good.  But  a  great  deal  of  this  optimism  is  rooted  in 
at  counselors  call  denial.  That's  bad. 
The  good  optimism  springs  from  what  Silicon  Valley  does 
ter  than  anyplace  else  on  Earth:  It  turns  technology  into  cool 
•ducts  and  wraps  dynamic  companies  around  them.  Silicon 
ley's  been  doing  this  since  Bill  Hewlett  and  Dave  Packard 
It  an  oscilloscope  for  Walt  Disney.  (It  was  used  in  the  movie 
itasia.)  The  birdis  of  Intel  in  the  1960s,  Apple  in  the  1970s, 
1  and  Cisco  in  the  1980s  and  Ebay  and  Google  in  the  1990s 
lurred  when  cutting-edge  technology  was  diligently  trans- 
m^d  into  products. 

During  the  IPO  boom  of  the  late  1990s  Silicon  Valley  turned 
ly  from  its  holy  mission.  That  is  easily  explained.  No  other 
ce  basked  more  in  IPO  and  stock-option  riches.  During  the 
jm's  peak  some  10,000  new  millionaires  were  being  minted 
ry  week  in  the  200-square-mile  area  fi^om  San  Francisco  to 
» Jose.  That  bubble  would  burst,  of  course,  but  during  the 
at  inflation  Silicon  Valley  stopped  funding  technology  com- 
lies,  got  greedy,  reached  beyond  its  core  competency  and 
;an  fimding  business  models.  Benchmark  Capital,  the  venture 
>ital  firm  that  funded  megabit  Ebay,  said  that  its  next  trick 
uld  be  to  "dot-com  the  Yellow  Pages."  John  Dderr  of  Kleiner 
kins  Caufield  &  Byers  mused  that  no  significant  company  in 
Web  era  would  be  created  "east  of  Reno." 
WTien  the  bubble  burst,  Silicon  Valley  had  its  comeuppance. 


Now  it  is  back  to  funding  real  technology  companies.  All  good. 
The  bad  kind  of  optimism  (because  it's  so  unrealistic)  is  that 
many  in  Silicon  Valley  think  another  IPO  boom  is  around  the 
corner.  "It  will  arrive  any  day  now,  surely  when  Google's  own 
IPO  breaks  the  logjam."  That  thinking's  pure  fantasy;  there's 
not  a  chance  that  that  will  happen.  According  to  the  research 
firm  VentureOne,  the  dizzy  days  of  1999  and  2000  produced  an 
average  of  one  VC-backed  tech  IPO  every  working  day — more 
than  250  of  them  each  year.  Those  numbers  fell  off  a  cliff  to  21 
IPOs  in  2001  and  19  in  2002.  So  far  in  2003  there  have  been  18 
(though,  encouragingly,  there  have  been  10  since  September). 

Why  IPOs  Matter 

what  would  constitute  a  normal  number  of  IPOs  in  any  given 
year?  On  that  question  hangs  the  future  of  Silicon  Valley.  If  a 
normal  number  is  50  or  more,  then  SOicon  Valley  won't  have  to 
change  much.  But  if  the  normal  number  is  closer  to  20,  with  50 
seen  only  in  bumper  years,  then  Silicon  Valley  will  have  to  find 
other  exits  for  its  startups.  Or  else  figure  out  a  way  to  lower  the 
cost  of  operating  these  startups.  That  won't  be  easy  in  the  most 
expensive,  regulation-ridden  region  in  the  country. 

When  IPOs  are  aplenty,  venture-backed  startups  are  driven 
to  play  the  speed-to-IPO  game.  The  proper  strategy  is:  Damn 
the  costs  and  full  speed  ahead.  But  if  IPOs  remain  constrained, 
then  speed-to-profitability  becomes  the  new  game.  And  Silicon 
Valley  is  not  set  up  for  that. 

My  guess  is  that  IPOs  will  remain  constrained  for  some 
time — the  odd  bumper  year  (perhaps  2004)  aside.  If  so,  Silicon 
Valley  will  have  to  morph  itself  from  a  startup  factory  into  an 
idea  factory.  The  region  will  continue  to  do  what  it  does  best — 
turn  technology  into  products — but  it  will  have  to  find  a  new 
way  of  buOding  companies.  SUicon  Valley  companies  will  have 
to  outsource  engineering  and  software  work  to  cheaper  places 
like  Bangalore,  Shanghai,  Taiwan  or  low-cost  university  towns 
in  the  U.S.  much  earlier  in  a  startup's  development. 

And  Silicon  Valley's  venture  capitalists  will  have  to  find  a 
way  of  earning  their  keep  with  sub-$100  million  acquisitions. 
That  will  be  fun  to  watch.  I'm  not  sure  the  Valley's  billion-dollar 
megafunds  can  beat  the  S8cP  by  ten  points  (the  benchmark 
demanded  by  venture-capital  limited  partners)  with  small 
acquisitions.  I'll  go  out  on  a  limb  and  predict  that  75%  of 
today's  venture  capital  firms  will  not  exist  five  years  from  now. 

Cooler  technology.  Higher  quality  startups.  But  fewer  IPOs 
than  before.  That's  the  paradox  of  Silicon  Valley  today.  Hold 
those  opposing  ideas  in  your  mind,  and  get  on  witli  it.  F 

T^V^f  VlP'<J  I  ^'^''  ^''^^  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
:  ^^^^^^^  I  or  e-mail  him  at  publisher@forbes.com. 
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Great  Moments  at  Work. 
You  just  brought  busywork  to 
its  knees.  The  title  is  yours. 
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Micros 

Your  potential.  0) 
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^ibrosott  Corporation.  All  rights  reserved,  Microsoft,  the  Office  logo,  and    Your  potential  0 
SACed  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  oth 


Introducing  the  new  Microsoft* Office  System. 

Eliminate  the  little  things.  Start  thinking  big.  It's  all  possible 
with  innovations  that  help  you  automate  your  day-to-day 
tasks,  track  project  information  on  your  own,  and  access 
stored  company  data  that  until  now,  you  couldn't.  It's  all 
about  working  smarter,  not  harder.  Way  to  go,  champ. 
Gear  up  for  great  moments  at  microsoft.com/greatmoments 


Microsoft" 


Office 


INFORMER 
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So  Much  for  Transparency 


Pi 


utnam  Investments,  the  Marsh 
&  McLennan  unit  whose 
boss,  Lawrence  J.  Lasser,  left 
amid  financial  scandal,  has  since 
stopped  reporting  weekly  individ- 
ual mutual  ftind  inflows  and  out- 
flows to  AMG  Data  Services.  Put- 
nam says  AMG's  paying  subscribers 
enjoyed    an    unfair    advantage 
..^.^   ^^^^^^H    through  such  access  to  the  closely 
^^SP  ^^^^^^^1    watched  reports.  AMG  boss  Robert 

_  ^^.   ,.       ,       Adler  wrote  Putnam  he  would 

Data  vacuum  in  his  wake:      „        ^       ,  ,,  r        n 

Lawrence  J.  Lasser.    allow  free  Web  access  for  all  to 

Putnam   data.   Putnam   says   it 

would  file  weekly  summaries — containing  far  less  detail — to 

federal  regulators.        — Neil  Weinberg  and  William  P.  Barrett 

But  in  Type  Not  Quite  as  Prominent 

"Automatic  Money  ...  How  to  Win  Over  95%  of  Your  Trades" 
puffed  large  headlines  in  a  recent  USA  Today  full-page  ad  by 
Donald  M.  Fishback  Jr.,  touting  resuhs  firom  Options  &  Deriva- 
tives Decision  Support  (ODDS),  the  trading  system  he  sells  out  of 
Lexington,  Ky.  Not  mentioned  in  the  text:  Without  admitting 
anything,  Fishback  paid  a  $75,000  penalty  to  the  U.S.  Commod- 
ity Futures  Trading  Commission  in  2001  and  surrendered  regis- 
trations to  settle  charges  that  he  "fraudulently"  sold  ODDS  by  ex- 
aggerating the  system's  results  and  his  own  experience.  Fishback 
says  his  ad  copy  now  includes  more  disclaimers.  — W.P.B. 


Us?  Negative? 


The  Internal  Revenue  Service,  as  reported  here,  withdrew  objec- 
tions to  tax-exempt  status  for  the  Thomas  Kinkade  Foundation 
Charitable  Trust,  which  would  buy  copies  of  Kinkade  works 
from  his  public  Media  Arts  Group.  Then  his  lawyers  sought  an 


explicit  finding  of  fact  in  the  federal  court  order  ending  the  c 
that  this  did  not  ampunt  to  self-dealing.  Why?  "Negative  lig! 
cast  by  this  page's  earlier  coverage  about  the  initial  IRS  acti( 
Kinkade's  lawsuit — and  documents  his  own  side  made  pub 
Judge  Rosemary  M.  CoUyer  refused,  but  said  the  IRS  needs  ( 
ferent  facts  to  yank  exempt  status.  — Janet  Novack  and  WJ 

Maybe  Google  Should  Google  Itself 

The  Google  Web  search  engine  accepts  paid  ads  selling  a  "c 
poration  sole" — tax  shelters  the  IRS  calls  pure  fraud — ^but  reji 
ads  for  the  scam-exposing  site  Quatloos,  run  by  lawyer  Jay  / 
kisson.  Google  policy  bars  ads  for  a  site  that  "advocates  agaii 
others,  as  well  as  for  known  illegal  activities.  Google  says 
looking  into  the  matter.  — J.N.  and  W.I 

She  Should  Have  Moved  to  Jersey 

A  New  York  bankruptcy  judge  says  bond  seller  Christine  Ca 
Lynch  is  liable  for  $600,000  in  unpaid  back  taxes  fi:om  the  IS 
and  1990s  because  she  didn't  have  to  rent  a  $6,900-a-mo 
Central  Park  West  apartment,  eat  out  most  nights  and  gi-; 
church  10%  of  her  income.  She  took  Chapter  7  largely  becc, 
of  disallowed  tax  shelters.  Lynch  argued  she  had  to  keep  up 
customers  a  "persona  of  a  successful  person,"  a  content 
Judge  Robert  E.  Gerber  rejected.  Appeal  filed. — J.N.  and  W.!\ 


What  Did  the  Other  98%  See? 

For  years  Pepperdine  University's  Graziadio  School  of  Business 
Management,  the  country's  eighth  largest,  arranged  an  annual  fii< 
trip  for  students  to  a  Nevada  federal  prison  to  hear  white-col 
criminals  tell  why  one  in  business  should  toe  the  line.  Post-Sepl| 
security  stopped  the  visits;  students  at  the  California  school  n 
hear  lectures  from  local  lavi/yers.  But  Dean  Linda  A.  Livingstone  sa 
one  thing's  unchanged:  "the  2%  rule."  That's  the  number  of  talkj| 
to  students  who  quit  side  jobs  because  they  saw  something  \M 
that  might  get  them  in  trouble.  -Sef/i  iubove  and  Vl.l 


!l^irig  Condusions. 


Trying  desperately  to  play  catch-up,  overwhelmed  feds  are  finally  bringing  more  cases  against 
proponents  of  utibious  income-tax-reduction  schemes.  —W.P.B. 


Clifton  Bealc 
Austin  &  Martha  C'lcpe' 
Everte  Farnell 
Daniel  J.  Gleason 
Judy  Harkins 
Morris  James  Sr. 
Robert  L.  Mosher 
Eduardo  M.  Rivera 


Source:  U.S.  Oeparfttig/it  aflusii. 
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■;i>nsauken,  N.J. 
!it  Collins,  Colo. 
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ALLEGED  TAX  SCAM 

deducting  lawn  care,  utilities  &  home  repairs 
renouncing  "U.S."  citizenship  for  "American"  citizenship 
contending  U.S.  citizens  living  in  U.S.  are  tax-exempt 
using  home-based  businesses  to  deduct  personal  expenses 
creating  a  "corporation  sole"  to  escape  taxable  income 
claiming  'ax  credit  for  "slavery  reparations" 
ciinpioying  sham  trusts  to  hide  income 
'''■  '3  '""!si  cipinioii  letters  with  frivolous  conclusions 
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American  Traditions 


le  things  are  best  when  they  have  a  numerous  market  rotations.  THs  perspective  allows  them  to 


?rise  inside.   Not  your  investments.  keep  our  funds  on  course  for  the  long  term.  To  1 


earn  more. 


please  call  your  advisor  or  visit  www.americancentury.com. 


you  choose  a  value  fund,  you  expect  it  to  perform  like 


e  fund.  Which  is  why  our  funds  are  managed  to  ensure 


:onsistency.  They  let  you  build  a  balanced  portfolio 


onfidence.  Our  seasoned  managers  have  been  through 


You'll  find  the  way  we 
manage  our  value  funds 
says  a  lot  about  our 
values  as  a  company. 


Overall  Morningstar  Ratings™ 

(as  of  9/30/03) 

Equity  Income  ir  -k  -k  -k 

(among  770  Mid-Cap  Value  funds) 

Capital  Value  •  •  •  •  • 

(among  642  Large  Value fimds) 


'Tttanee  is  no  guarantee  of  future  results.  Investment  returns  and  principal  values  may  fluctuate  and  redemption  value  nmy  be  more  or  less  than  original  cost. 

tt  performance  information,  please  call  us  or  visit  ivzuw.americancetttury.com. 

md  with  at  least  a  3-year  history,  Morningstar  caladates  a  Mnrningstar  R,i(»=x  'based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for  variations  in  a  fimds 

ttformance  (including  tlie  effects  of  sales  clmrges,  loads  and  irdetnptionfeen  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top 

Bis  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  55%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  W/U  receive  1  star  (Each  share 

mted  as  a  fraction  of  one  fund  within  this  scale  and  rated  sefiarately,  whi^  h  may  cause  slight  variations  in  the  distribution  percentages.)  Vie  Overall  Morningstar  Rating  for  a 

ived  from  a  weighted  average  oftlie  performance  figures  associated  with  its  3-.  5-  and  10-year  (if  applicable)  Morningstar  Rating  metrics.  Vie  funds  liad  llie  following  ratings 

5-  and  10-year  periods,  respectively  Equity  Income  4, 4,  NA  out  of  170  and  128  U.S.-domiciled  Mid-Cap  Value  funds;  Capital  Value  5,  NA,  NA  out  of  642  U.S.-domicikd  Large 

k.  Morningstar  Rating  is  for  tlie  investor  sliare  class  only:  otiie.  tteses  may  have  different  performance  cliaracteristics. 

J  1-877-ii-AMCEN for  a  prospectus  with  more  complete  information,  including  charges,  expenses  and  minimums.  Be  sure  to  read  it  carefully  before  you  invest 

oney. 

i^ACK,  SAILOR  JACK  AND  BINCO,  and  the  SAJLOR  JACK  and  BINCO  characters  are  trademarks  o/Recot,  Inc.  ©2003  Recot,  Inc. 
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ON  MY  MIND 


By  Robert  H.  Bork,  former  judge  and  author,  most  recently  of  coercing  virtue:  the  worldwide  rule  of  judges. 

Judicial  Tyranny 

The  Massachusetts  ruling  on  gay  marriage  is  vacuous,  politically 
correct  and  as  sophisticated  as  a  bull  session  in  a  college  dorm. 


WHEN  JOHN  ADAMS  WROTE  MASSACHUSETTS'  CONSTmJTION,  IT 
seems  unlikely  that  he  contemplated  any  principle  that  would  cre- 
ate a  right  to  homosexual  marriage.  The  citizens  did,  however,  rat- 
ify his  statement  that,  in  the  words  of  his  biographer,  "the  legislative, 
executive  and  judicial  power  shall  be  placed  in  separate  departments, 
to  the  end  that  it  might  be  a  gov- 
ernment of  laws,  and  not  of  men." 
By  a  4-to-3  vote  the  Massa- 
chusetts supreme  court  decided 
in  Goodridge  v.  Department  of 
Public  Health  that  the  judicial 
power  is  also  the  legislative  and 
executive  powers.  The  state  does 
not  have  a  government  of  laws 
but  one  of  four  lawyers  wearing 
robes.  Despite  statutes  to  the  con- 
trary, the  court  majority  created  a 
right  of  homosexual  marriage  on 
the  vacuous  theory  that  such  a 
right  is  conferred  because  the 
state's  constitution  "affirms  the 
dignity  and  equality  of  all  indi- 
viduals" and  "forbids  the 
creation  of  second-class  citizens." 
If  dignity,  equality  and  the 
prohibition  of  "second  class"  cit- 
izenship mean  no  differentiation 
between  persons,  law  itself  is 
unconstitutional:  All  law  makes 


"A  court  mcgority  takes  its  decisions  from 
political  correctness  rather  than  the  law." 


distinctions  between  persons  according  to  their  attributes  and 
actions.  We  are  not  to  understand,  one  supposes,  that  laws 
granting  or  withholding  benefits  according  to  income  or  gender, 
protecting  private  property  to  the  detriment  of  those  without 
property  or  withholding  marital  benefits  fi-om  those  who  merely 
cohabit  are  now  unconstitutional.  What,  then,  are  we  to  sup- 
pose? Only  that  a  court  majority  takes  its  decisions  fi-om  politi- 
cal correctness  rather  than  the  law.  When  the  electorate  is  denied 
by  judges  the  right  of  self  government,  it  must  be  because  the 
constitution  says  so.  Govhidge  is  a  decision  untethered  to  the 
state  or  federal  constitu.;>  ^.  and  flatly  contrary  to  the  explicit 
desires  of  the  electorate,  (c  uififies  the  phrase  "judicial  tyranny." 
The  court  treats  us  o  .  ,  .  lents  that  do  not  rise  above  the 
level  of  late-night  philosophic  !■  i;  a  college  dormitory.  If  those 
arguments  were  valid,  ''v.-;  v\  .o  appropriate  public  policy 
and  would  not  alter  the  impi>  i',  ■    ;       fudges  making  up  policy 


out  of  thin  air.  But  the  arguments  are,  in  any  event,  baseless.  1 
majority  dismisses  the  idea  that  "broadening  civil  marriage 
include  same-sex  couples  will  trivialize  or  destroy  the  instituti 
of  marriage  as  it  has  historically  been  fashioned"  by  stati: 
"Certainly  our  decision  today  marks  a  significant  change  in 

definition  of  marriage  as  it  1 
been  inherited  firom  the  comn: 
law,  and  understood  by  m< 
societies  for  centuries."  (It  wo 
be  more  accurate  to  say  "all  sc 
eties  for  millennia.")  "But," 
court  goes  on,  "it  does  not  ( 
turb  the  fundamental  value 
marriage  in  our  society. ...  If  a, 
thing,  extending  civil  marriage 
same-sex  couples  reinforces  > 
importance  of  marriage  to  ir. 
viduals  and  communities." 

Was  the  court  willing  to  c\ 
sider  any  facts  that  might  uno 
mine  its  conclusions?  That 
mosexual    pairings    might 
unstable,  short-lived  and  o! 
characterized  by  rampant  f  j 
miscuity?  That  homosexuals  I 
rates  of  attempted  suicide  at  tl 
or  four  times  those  of  hetero 
uals?  A  license  fi-om  a  town  c. 
is  unlikely  to  change  that. 
Such  matters  may  be  debated,  and  a  legislature  would  1 
debated  them.  But  the  judges  sitting  in  Boston  do  not  want 
Massachusetts  legislature  to  entertain  the  debate.  Nor  will 
elected  representatives  be  permitted  to  judge  whether  homo 
ual  marriage  further  demeans  the  institution  of  marriag( 
institution  that  has  already  been  lowered,  via  such  innovat 
as  no-fault  divorce,  to  a  temporary  relationship  based  on 
other  than  personal  convenience  and  sex.  Once  that  is 
accepted,  it  is  difficult  to  see  why  polygamy  or  polyandi 
group  marriages  should  be  excluded  by  law  or  morals. 

Other  judges,  including  some  on  the  U.S.  Supreme  Court, 
signaled  that  tiiey  will  take  the  same  course  as  the  Massachv 
court.  A  federal  constitutional  amendment  is  probably  the 
way  to  save  marriage  from  imperialistic  courts  bent  on  enact 
liberal  cultural  agenda.  Compassion  for  homosexuals  is  ap 
priate;  encouragement  of  homosexual  behavior  is  not. 
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eguet.   La   passion   laisse  des  traces. 

stwatch  "Grande  Complication"  in  18-carat  yellow  gold.  Hand-wound  mechanical  movement.  Hour 
I  minute  dial  off-centred.  B-shaped  small  seconds  hand  on  the  Tourbillon  shaft.  Silvered  gold  dial, 
id-engraved  on  a  rose  engine.  Sapphire  case  back.  Water-resistant. 


(y     Depuis  1775 


Breguet   Boutique 

779    Madison    Avenue,    New   York,    (212)    288-4014 


wwvtf. breguet. cor 
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Product  Glut 


Flashbacks 


T 


I  wo  years  ago  we  anointed 
the  irrepressible  Joseph 
GaUi,  chief  executive  of 
Newell  Rubbermaid,  the  Sul- 
tan of  Sizzle.  "This  guy  could 
sell  you  anything,"  our  cover 
read. 

Maybe  he  should  have 
been  selling  us  fewer  things. 
Close  to  a  third  of  Newell's 
broad,  $7.4  billion  product 
portfolio  has  come  under 
vicious  profit  pressure  by 
rising  raw-material  costs 
and  a  surge  in  Far  East 
imports.  Though  there 
have  been  product  home 
runs — metallic  Sharpie 
markers,  disposable  Take- 
Along  food  storage,  Cal- 
phalon  at  Target — the 
Freeport,  111.  company  continues 
to  lose  momentum  in  glassware  and  low-margin  wares  like 
big  plastic  totes.  Shoppers  really  don't  care  about  the  brand  on  the  tub 
they  stuff  their  sweaters  into. 

Sales  of  existing  product  lines  will  be  flat-to-down  this  year  and, 
thanks  to  continual  restructuring  charges  to  move  manufacturing  to  Asia 
and  Mexico,  operating  margins  (EBITDA)  have  declined  in  10  of  the  last 
1 1  quarters.  Galli  has  vastly  improved  the  company's  ability  to  generate 
cash,  producing  $1  billion  in  free  cash  since  2001,  up  from  $156  million 
produced  from  1998  to  2000,  but  the  stock  is  down  28%  from  its  52- 
week  high  of  $32.  "With  the  benefit  of  hindsight,  we  should  have  sold 
more  businesses  and  shouldn't  have  tried  to  fix  every  single  business 
here,"  says  Galli.  But  he  remains  as  optimistic  as  ever:  "The  amount  of 
progress  we've  made  is  unreal."  — Bruce  Upbiri 


JANUARY  21,  2002 


Fashion  Forward 


Robert  Bradley  Martin  has  made  some  progress  restyling  79-year-old 
Saks  Inc.  His  goal:  Freshen  up  its  flagship  Saks  Fifth  Avenue  department 
stores  by  bringing  in  younger,  middle-class  shoppers,  without  alienating 
older,  richer  ones.  It  hasn't  been  easy.  The  Saks  stores  missed  out  on  a 
wave  of  rising  luxury  sales  early  in  the  year.  Then  this  fall,  chief  Christina 
Johnson  resigned,  suppcstdly  for  family  reasons.  Now  Martin  is  pegging 
his  hopes  on  Fred  Wilson,  pi^ached  from  LVMH's  Donna  Karan. 

In  the  last  quarter  things  s. at  ted  looking  up  for  Saks  when  profits 
spiked  52%,  excluding  one-time  ^  jins,  and  same-store  sales  grew  more 
than  they  had  in  four  years.  The  company's  stock  has  more  than  doubled 
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SteenAmijamesA^^^^^Vchr 

tian  who  occupies  the  presidency  of  the  United  Sta^ 
Steel  Corporation,  has  Ideas  concerning  what  oughti 
be  our  foreign  trade  policy  which  differ  radically  from  ii 
ideas  frequently  propounded  by  those  who  have  not  h 
the  ripe  experience  of  Mr.  Farrell— he  has  sold  ma 
goods  to  foreigners  than  perhaps  any  other  individual 
America.  Instead  of  cutthroat  competition,  insteaoi 
striving  to  crush  ruthlessly  every  foreign  manufactui 
and  merchant,  Mr  Farrell  urges  that  this  powerful  cot 
try,  possessing  the  strength  of  a  giant,  should  act  gen 
and  considerately  towards  other  nations.  He  preach 
international  goodwill,  not  cutthroat  internatio: 
competition. 

40  YEARS  AGO  IN  Foi 

What,  No  Mist 

the  unrestrained  office  parties  of  years  past,  when  i 
clerk  and  vice  president  mixed  it  up  around  the  was! 
bowl.  In  the  coming  season  to  be  jolly,  reports  the  Mi 
agement  Information  Center  following  a  survey,  there ! 
be  fewer  company  parties,  less  food  and  drink,  fewer  gi 
to  employees  and  customers.  In  their  place?  An  increi 
in  togetherness— meaning  quieter  parties  for  families  j 
children,  more  time  off  around  the  holidays  for 
to  spend  at  home.  J 


15  YEARS  AGO  IN  FORBES 


iUARY  II.  1988 


CBS'Pure  Play  Mb.,  m an mausTry . 
diversification  has  long  reigned  supreme  as  a  busiri 
strategy,  Laurence  Tisch  stood  out  in  1987  as  its  m 
innovative,  dynamic  leader.  While  his  two  leading 
work  rivals  disappeared    i 
into  non-network  parents, 
Tisch    aggressively    re- 
shaped CBS  into  the  only    - 
pure  play  left  in  the  net 
work  brpadcast  industry 
In  the  last  year  Tisch  ha 
sold  ovijer  $3  billion  worti 
of  businesses.  Meanwhile, ' 
there  has  been  cost-cut-    Dynamo:  Laurence  Tisc 
ting  aplenty  as  Tisch  has 

pink-slipped  some  30%  of  CBS"  corporate  staff,  along 
roughly  10%  of  the  news  division.  Result?  Earnings 
share  should  be  up  30%  from  1986  levels,  to  an  estim 
$  9.80  in  1987. 

Laurence  A.  Tisch  died  in  November.  He  was  80. 
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SCANY,  MAY  15" 

0  HP   Starting  at  around  $85,500*  i  1- 877  -  MY  -  MASERATI  |  MASERATI.COM 
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since  March.  Saks  Fifth  Avenue  (41%  of 
sales),  which  was  losing  money  two  years 
ago,  earned  $27  million  on  sales  of 
$601  million  in  the  quarter.  Another 
bright  spot:  The  company  says  it  has  low- 
ered the  average  age  of  its  customers  by 
four  years  since  1998. 

— Emily  Lambert 

MAY  27,  2002 

Taken  to  the 
Woodshed— Again? 

We  praised  former  Reagan  budget  direc- 
tor David  Stockman  for  betting  $7  billion 
of  his  leveraged  buyout  firm's  kitty  on 
Rust  Belt  businesses  no  one  else  wanted. 
One  of  Stockman's  bets  isn't  working  out 
too  well.  Collins  &  Aikman,  the  Troy, 
Mich,  car-interior  maker,  is  losing  some 
of  its  $1  billion  in  annual  work  from 
Chrysler  because  of  a  dispute  over  prices. 
Stockman's  Heartland  Industrial  Part- 
ners owns  35%  of  the  company,  which  is 
now  cutting  jobs  and  doing  factory-sale 
leasebacks  to  raise  cash.  Collins  &  Aik- 
man stock  has  fallen  from  $19  when  our 
story  ran,  to  a  recent  $4.  A  bright  spot: 
Net  new  business  is  up  $700  million 
through  the  third  quarter  this  year,  with 
Ford  sending  it  a  contract  to  supply  the 
new  Futura.  The  ever-defiant  Stockman 


calls  it  proof  that  "our  business  model  i 
working."  — Bernard  Condoi 

DECEMBER  9,  2002 


Raided 


Japan's  consumer  finance  king,  Yasm 
Takei,  is  reeling.  Police  raided  the  Tokyc 
headquarters  of  Takefuji,  Takei's  com 
pany,  in  November.  Five  people  have  beei 
arrested.  The  charge:  illegally  wiretapping 
critical  journalists.  Police  are  investigating 
whether  Takei  ordered  the  taps,  a  possi^ 
bility  the  company  firmly  denies.  Take: 
has  not  been  charged  with  anything.  A 
Japanese  weekly,  meanwhile,  has  pub 
lished  a  photograph  of  Takei  sporting  a 
tattoo,  considered  a  sign  of  underworld 
links  in  Japan.  Takei  has  insisted  the  tat 
too  was  a  sign  of  youthful  indiscretion;  he 
had  it  removed  years  ago. 

Standard  8c  Poor's  has  put  Takefiiji's 
A-  credit  rating  on  watch  for  a  possible 
downgrade.  S&P's  concern  is  that  the 
scandal  will  affect  the  company's  ability 
to  raise  funds  and  its  potential  to  attract 
customers.  Though  Takefuji's  stock  has 
dipped  8%  since  the  scandal  broke,  in- 
vestors still  credit  Takei  with  helping  con- 
sumer finance  in  Japan  evolve  from  an 
unregulated,  underworld  business  to  a  le- 
gitimate, tightly  regulated  one. 

— Benjamin  Fulford 


Stuck  in  the  Detroit! 
doldrums:  David  Stockman. 
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HOW  TO  MAKE  YOUR  SUPPLY    _ 
FLEXIBLE  ENOUGH  TO  DEAL  WITH  A  FL 

ECONOMY,   POLITICAL  UNREST,  AND  THE 
FICKLE  NATURE  OF  15-YEAR  OLD  GIRLS. 


Pink  is  hot.  Pink  is  not.  Plaids  ore  the  rage.  Plaids  are 
so  over.  How  are  retailers  supposed  to  cope  with  the 
ever-faster-changing  tastes  of  today's  teenagers? 
Easy.  They  call  Menio  Worldwide.  Why?  We  have  the 
full  scope  of  technologies  and  services  necessary  to 
meet  the  intense  demands  of  such  a  dynamic 
marketplace.  We're  constantly  finding  more  efficient 
ways  to  transport  supplies,  manage  inventories,  and 


distribute  products  around  the  world.  (In  a  real 
fashion  emergency,  we  can  even  overnight  product 
to  the  other  side  of  the  globe.)  We  offer  unparalleled 
expertise  in  air  and  ocean  forwarding,  3rd  and  4th 
party  logistics,  supply  chain  technologies  and 
integrated  customs  and  trade  solutions.  Look  us  up 
at  menloworldwide.com,  where  it's  all  spelled  out 
in  stunning  blue,  gray  and  orange  (at  least  for  today): 


FORWARDING         LOGISTICS        VECTOR  SCM 


MENLO 

WORLDWIDfc" 


EXPEDITE1       TECHNOLOGIES       T«AOE  SERVICES 
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Celine  Dion?  Who's  That?! 

Chrysler  has  a  parade  of  new  vehicles  starting  in  2004. 

Profits  may— or  may  not— follow  '  by  Jonathan  fahey 


DIETER  ZETSCHE  WENT  TO 
Detroit  in  2000  to  rescue  the 
faltering  merger  between 
Daimler  and  Chrysler.  But  the 
Chrysler  Group's  chief  execu- 
tive wanted  to  be  more  than  a  repairman. 
He  wanted  to  make  great  cars. 

Zetsche  directed  a  new  lineup,  and  now 
the  models  are  about  to  arrive:  9  new  vehi- 
cles for  next  year  and  another  16  in  the  fol- 
lowing two  years.  "Now  we  start  to  har- 
vest," says  Zetsche. 

Chrysler  needs  a  harvest  of  new  rev- 
enue. Its  share  of  the  car  and  light-truck 
market  in  the  U.S.,  16.2%  in  1996,  is  down 
to  12.7%  now.  Through  the  first  three  quar- 


ters of  2003  the  group  lost  $763  million. 
The  new  models,  and  some  strenuous  cost- 
cutting  (see  related  story,  p.  96),  are  sup- 
posed to  put  Daimler's  Detroit  operation 
in  the  black. 

There  was  a  time  when  this  kind  of 
new-vehicle  pace  would  all  but  guarantee 
a  big  sales  boost.  But  Zetsche  can't  even 
count  on  that  this  time.  Every  carmaker 
from  Seoul  to  Stuttgart  is  planning  a  prod- 
uct blitz  next  year.  General  Motors  will  in- 
troduce a  dozen  new  models  and  16  fresh 
versions  of  existing  vehicles.  Ford  Motor 
will  come  out  of  its  own  product  slump 
with  40  new  and  updated  vehicles.  Merrill 
Lynch  estimates  that  next  year  (model  year 


2005)  will  see  63  aU-new  models  in  the  US 
up  from  the  record  of  52  set  this  year. 

To  shine  spotlights  on  the  new  del 
signs,  Zetsche  plans  an  increase  of  $25i! 
million  in  his  marketing  budget.  From 
what  base,  he  won't  say.  For  comparison'i 
sake:  Ford  is  widely  said  to  be  spendint 
$100  million  to  market  one  vehicle,  it|i 
new  F-150  pickup  truck. 

The  surfeit  of  competing  cars  isn'l  i 
Zetsche's  only  challenge.  Two  of  Chrysler'i  a 
most  important  new  vehicles,  coming  b\ 
the  spring  and  summer,  will  come  as  a  bil 
of  a  shock  to  the  company's  traditional  ca 


Chrysler's  share  of  the  U.S.  passenger  car  market 


1985  DODGE  ARIES 
116,284  SOLD' 
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yers./rhe  Chrysler  300C,  which  the  com- 
ny  calls  its  flagship  vehicle,  is  a  brawny 
Ian  with  a  massive  silver  grille  that  sug- 
rts  an  Oakland  Raiders  football  player  on 
roids.  This  from  a  brand  that  has  been 
dng  to  sell  elegant  cushy  station  wagons 
ing  the  treacly  voice  of  Celine  Dion. 
ir>'sler  has  recently  cut  back  on  Dion. 

"There  may  be  a  market  for  that  big 
t-out-of-my-way  look,  but  not  as  big  as 
uysler  hopes,"  warns  Wesley  Brown,  an- 
■st  at  Iceology,  a  market  research  firm. 

The  Dodge  version  of  this  station 
(gon,  called  the  Magnum,  boasts  versa- 
e  family-friendly  features  like  a  new 
tch,  but  it  is  low,  wide  and  beefy.  The 
igon  is  replacing  a  four-door  sedan,  the 
3st  prosaic  vehicle  in  Dodge's  lineup.  "It's 
if  they've  said:  'All  of  our  traditional 
irkets  we're  going  to  walk  away  from,'" 
/s  industry  analyst  Maryann  Keller, 
hat's  fine  if  you  have  brand  and  product 
It  vv'ill  dazzle,  but  this  isn't  it." 

Another  marketing  problem:  Some  of 
irysler's  loyal  buyers  are  in  the  North- 
>t — customers  who  have  come  to  appre- 
ite  the  way  front-wheel-drive  vehicles 
ndle  in  the  snow.  Both  new  vehicles  have 
ir-wheel  drive.  Chrysler  says  they  will  be 
ered  with  all-wheel  drive  eventually,  but 
It  will  drive  up  the  price. 

Chrysler's  recent  record  unveiling  un- 
ditional  vehicles  is  spotty.  The  PT  Cruiser 


was  a  cult  hit  but  lost  its  novelty  value.  The 
launch  of  the  Pacifica,  a  blend  of  station 
wagon  and  minivan,  stumbled  on  high 
prices  and  poor  marketing.  Sales  have  re- 
bounded somewhat  with  lower  prices, 
down  to  below  $30,000.  The  $35,000  Cross- 
fire, a  sports  coupe,  is  also  selling  slowly, 
perhaps  because  its  215hp  isn't  enough  for 
American  drivers.  The  Nissan  Altima  sedan, 
hardly  a  sports  car,  can  be  had  voth  245. 

Chrysler  seems  determined  to  avoid 
the  same  mistakes  with  the  300C  and  the 
Magnum.  They  will  be  available  with  an 
optional  340hp  power  plant.  And  Chrysler 
says  the  radical  look  of  the  cars  is  exactly 
the  point.  "In  the  sea  of  sameness  out 
there,  you  can't  miss  these  cars,"  says 
Ralph  Gilles,  design  director  for  the  Mag- 
num and  the  300C. 

Zetsche  entertained  6,000  dealers  last 
month  to  show  off  Chrysler's  new  vehi- 
cles, which  also  include  a  new  Jeep  Grand 
Cherokee  and  a  convertible  version  of  the 
PT  Cruiser.  Robert  Valenti,  a  Mystic,  Conn. 
Chrysler  and  Dodge  dealer,  was  content. 
He's  not  worried  about  selling  rear- 
wheel-drive  cars  in  the  North- 
east. "These  products  are 
new  and  innovative," 
Valenti  says. 

Yet  even  as  Zetsche 
defends  his  passenger-car 
flank  with  these  new  models. 


he  still  needs  to  worry  about  the  core  of  his 
business.  Of  the  1.8  million  retail  vehicles 
Chrysler  sold  flirough  October,  78%  were 
minivans,  SUVs  and  pickups.  Between  now 
and  2006  foreign  competitors  are  erecting 
factories  in  North  America  tiiat  could  build 
an  additional  1.26  million  vehicles,  accord- 
ing to  analyst  Rod  A.  Lache  of  Deutsche 
Bank.  Most  of  those  factories  will  be  mak- 
ing minivans,  SUVs  and  pickups.  r 

Additional  reporting  by  Joann  Muller. 


New  car  model  launches  in  the  U.S. 
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COMING  IN  2004: 


'95  '96  '97  '98  '99  '00 

sales  figures  are  for  the  calendar  year.  Sources:  Global  Insight;  Ward's  AutowoiiVi  Yearbook. 
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AND  TAKE  THE  JETS 
WITH  YOU,  PHIL 

The  surprising  resignation  of  Boeing's  chief 
executive,  Phil  M.  Condit ...  should  have 
surprised  no  one.  It's  not  just  the  recent 
firing  of  his  onetime  lieutenant  and  chief 
financial  officer,  Michael  Sears,  for  unethi- 
cal behavior.  Or  the  controversy  over  the 
$16  billion  tanker-lease  deal  with  the  U.S. 
Air  Force.  Perhaps  Condit  no  longer  fit  the 
board's  flight  plan  to  downplay  the  commer- 
cial air  business.  "It's  not  a  move  away 
from  commercial," 
insists  a  spokes- 
man, "but  rather  a  move  toward  growing 
other  businesses." 

With  or  without  jumbo-jet  engineer  Condit,  it's  an  ideal 
time  to  dump  Boeing's  millstone— its  deteriorating  com- 
mercial jet  business.  Over  the  first  nine  months  of  2003, 
Airbus  got  59%  of  the  orders  for  new  jets.  Boeing  will 
stop  building  its  midprice  workhorse  757  in  2004;  this 
year  its  commercial-jet  unit  will  deliver  only  280  planes, 
down  from  620  in  1999.  The  company  insists  the  7E7- 
the  superefficient,  long-distance  plane  to  replace  its 
fleet  of  aging  models-will  still  be  produced. 


Are  they  both  goners?  Former  Chief  Phil 
Condit  and  Boeing's  proposed  7E7  workhorse. 

Boeing's  sweet  spots  are  defense  and 
spacB-related  businesses— just  where 
Harry  C.  Stonecipher,  the  ex-president 
called  out  of  retirement  to  run  the  com- 
pany, and  Lewis  Piatt,  who  once  led 
Hewlett-Packard  and  now  takes  over  as 
nonexecutive  chairman,  wish  tc 
point  the  company.  Those  unit 
should  produce  $720  million  in 
operating  income  (net  before  depre 
elation,  interest,  taxes  and  amortize 
tion  and  one-time  charges)  on  sales 
of  $26.5  billion  this  year,  and  $2.5  bi 
lion  on  7%  higher  sales  next  year.  Defense 
also  brings  in  fat  service  contracts— witness  the  agree- 
ment to  sell  and  lease  refueling  jets  to  the  military. 

That  deal,  which  drew  so  much  Congressional  ire,  wa 
partly  a  desperate  effort  to  save  the  commercial  busi- 
ness by  reconfiguring  767s  as  tankers-and  dragged 
Sears  and  Boeing  into  scandal.  Solution:  Just  sell  off  th 
commercial  jet  operation  (sorry,  Seattle).  It  might  be 
worth  all  of  $8  billion  to  $9  billion  (including  assumed 
debt)  to  an  acquirer  who  isn't  spooked  by  long-term  tur 
bulence.  Carl  Icahn:  Check  your  BlackBerry. 

—Mark  Tatge  and  Stephane  Fiti 


It's  Not  Over 

Conseco  is  out  of  bankruptcy. 
But  the  FBI  and  the  SEC  are 
looking  into  the  troubled  insurer.i 

BY  MARK  TATGE  WITH  EVAN  HESSEL 

EX-CONSECO  EXECUTIVES'  HEADACHE' 
are  not  over.  The  FBI  is  evidently  try- 
ing to  nail  down  whether  formei 
bosses  at  the  insurance  holding  com- 
pany hid  problem  loans,  causing  Conseco') 
collapse.  In  September  the  U.S.  Attorney'}  I 
office  subpoenaed  records  at  Green  Tree  Fi- ' 
nancial,  the  once-high-flying  subprime  lend- 
ing unit,  for  June  1998  to  June  2000.  Source; 
familiar  with  the  investigation  say  the  FB  ' 
questioned  employees  in  Minnesota  anc 
Indiana  since  the  subpoena  about  whethei 
Conseco  founder  Stephen  C.  Hilbert's  twc 
lieutenants — Rollin  M.  Dick,  former  chief  fi- 
nancial officer,  and  James  S.  Adams,  onetim< 
treasurer — were  responsible  for  overly  opti- 
mistic assumptions  on  securitized  loans 
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GIVING  TO  CHARITY 
„  IS  ALWAYS  THE 


RIGHT  THING  TO  DO. 

GIVING  CASH 
MAY  NOT  BE. 


LEARN  WHY  WHAT  YOU  GIVE  TO  CHARITY 
MAY  BE  AS  IMPORTANT  AS  HOW  MUCH. 


Find  out  why  giving  assets  to  charity  may  make  more  financial  sense  than  simply  writing 

a  check.  Call  for  your  free  copy  of 

"Giving  Back:  Techniques  for  Charitable  Giving."  [ 

You'll  learn  how  to: 


•  Give  stock  and  potentially  avoid  paying 
capital  gains  tax 

•  Give  life  insurance  and  donate  a  significant 
amount  for  a  relatively  small  cost 

•  Give  art  and  create  a  living  legacy 
for  future  generations 

•  Give  real  estate,  even  while  you  live  in  it 

CALL  1-800-EARNS  IT,  EXT.  3150  FOR  YOUR  FREE  COPY  OF 
"GIVING  BACK:  TECHNIQUES  FOR  CHARITABLE  GIVING." 


Giving  Back 

Techniques  for  Charitable  Giving 
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which  ultimately  resulted  in  $1.6  bOlion 
in  writedowns  from  1 998  to  2000.  Agents 
want  to  know  what  role,  if  any,  Hilbert 
played  in  creating  what  turned  out  to  be 
$368  million  in  fictitious  income  in  1999. 

David  Kleiman,  attorney  for  Hilbert 
and  Dick,  says  he  knows  of  no  criminal 
investigation  involving  his  clients.  Conseco, 
which  emerged  from  bankruptcy  in  Septem- 
ber, has  been  cooperating  with  a  Securities 
&  Exchange  Commission  probe  into  Green 
Tree's  delinquent  loans  between  1998  and  2000.  Current  company 
officials  are  not  being  investigated. 

What  inspired  investigators?  The  45  investor  lawsuits  filed 
against  the  company,  Hilbert,  Dick  and  others.  Consolidated  into 
a  class  action  filed  in  U.S.  District  Court,  the  suit  was  settled  last 
year  for  $120  million  without  establishing  liability.  The  case  gave 
federal  investigators  a  blueprint  for  how  Conseco's  financial 
results  were  inflated — and  why.  Manipulation,  the  suit  alleged, 
allowed  executives  to  earn  fat  bonuses  and  finance  $675  million 
(including  interest)  in  personal  loans  to  Hilbert  and  other  insid- 


Any  takers?  Stephen 
Hilbert's  hideaway. 


rowed  $162.5  million  to  buy  5.8  million  shares 
Dick  borrowed  $70  million  for  2.5  million  shares 
Conseco  paid  interest  on  the  loans,  totaling  $  1 9( 
million  from  1996  to  2003,  for  11  officers  anc 
directors.  The  loans  weren't  repaid.  Conseco  i 
now  suing  Hilbert  and  others  for  repayment. 
Collections  officers  were  ordered  to  doc 
tor  delinquencies,  deliberately  re-aging  accounts 
say  the  class  action  plaintiffs.  An  August  1999  delinquency  repor 
excluded  $70  million  to  $80  million  in  bad  loans  that  were  6( 
days  or  more  past  due.  Had  the  loans  been  included,  Conseco': 
delinquency  rate  for  third-quarter  1999  would  have  been  mon 
than  3%,  rather  than  the  reported  1.3%,  according  to  the  suit. 

Though  he  is  stiU  a  free  man,  Hilbert  and  his  wife,  Tomisue 
33,  a  former  exotic  dancer,  have  seen  happier  days.  Conseco  i 
foreclosing  on  their  23,000-square-foot  mansion,  a  properti 
Hilbert  mortgaged  for  $19.4  million  to  fend  off  default  on  hi 
Conseco  loans.  The  estate,  on  48  acres  just  north  of  Indianapolis 
has  an  indoor  spa,  tennis  courts,  a  six-car  garage,  a  discotheque 
and  a  replica  of  Indiana  University's  Assembly  Hall  basketbal 
arena.  To  put  food  on  his  diminished  table,  Hilbert — who  wa' 


ers,  guaranteed  by  the  company,  in  order  to  buy  stock.  As  long  as  forced  out  of  Conseco  in  2000  with  a  $73  million  severance  pack 
earnings  rose,  so  did  the  share  price,  from  a  split-adjusted  43  age — is  renting  out  his  nine-bedroom  oceanfront  villa  in  St.  Mar- 
cents  in  1985  to  a  high  of  $58  in  1998.  tin  for  $90,000  a  week.  He  had  considered  auctioning  off  twc 
Fifteen  directors  and  officers  acquired  17.3  million  of  the  19  dozen  Thoroughbreds,  including  1999  Kentucky  Derby  entran 
million  shares  in  Conseco's  stock-purchase  program.  Hilbert  bor-  Stephen  Got  Even— only  to  pull  them  off  the  block. 


.  pom  to  pay  for  its  sins 


ffe  confisc^ 


If  you  think  MTV's  foul-mouthed  Osbourne  clan  pushes  the  boundaries  of  taste,  meet  the 

Coils  of  Texas.  Patriarch  John  Kenneth  Coil,  61,  runs  a  three-state,  27-store,  $10  million  porn 
empire,  peddling  such  raunchy  titles  as  Nympho  Bride  and  Strangelove's  Sex  Stories.  Helping 
out  are  his  wife,  Paula  Katherine  Coil,  42;  a  daughter,  Katherine  Dagnino,  34;  a  son,  John  Al- 
tair  Coil,  23;  and  another  father-son  team. 

The  details  of  this  family  saga  are  revealed  in  a  30-count  indictment  returned  in  Septem- 
ber against  the  Coils  by  a  Waco,  Tex.  federal  grand  jury.  It  charges  the  family  with  tax  evasion. 

transporting  obscene  materials,  mail  fraud  and  other 
mischief  (they've  plead  not  guilty).  What's  significant, 
though,  is  that  the  U.S.  Attorney  in  western  Texas  also 
leveled  multiple  Racketeer  Influenced  &  Corrupt  Orga- 
nizations counts  against  the  Coils.  A  successful  RICO  prosecu^ 
of  the  Coils  entire  business  and  20  years— per  Rico  count— in  prison. 

It  marks  the  first  RICO  charge  in  a  porn  case  in  more  than  a  decade,  reflecting  how  Attorne 

-neral  John  .Ashcroft  is  stepping  up  obscenity  prosecutions  following  several  years  of  lax  er 

ement  during  the  Clinton  Administration.  And  its  real  target  might  not  be  folks  like  the  Coil 

f  t:-ie  cffdit  oard  processors,  banks,  hosting  companies  and  Internet  service  providers  that  er 

'3  (FORBES.  June  23  and  Nov.  10).  RICO,  which  allows  the  government  to  confis 

.:.(■:>  and  profits  associated  with  crime,  should  make  these  companies  think  twic 

^:  Aiings  with  the  porn  peddlers. 

1  the  Justice  Department  had  at  least  49  active  investigations  into  obscenit 

problem  is  the  chilling  effect,"  says  Lawrence  Walters,  an  Orlando,  Fla.  attorne 

is  many  clients  in  porn  and  peripheral  businesses.  "Even  if  no  one  is  convictet 

Mid  off  by  the  threat  of  prosecution."  Exactly  what  Ashcroft  wants  to  hear. 

.  —Seth  Luibov 
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Sorry,  IRS— Your  Time  Is  Up 

Some  shelter  users  saved  a  bundle  in  taxes  by  playing  cat-and-mouse 

with  the  IRS  I  BY  JANET  NOVACK 


THE  TREASURY  HAS  LOST  HUNDREDS  OF  MILLIONS— 
possibly  billions — in  taxes  from  1999  and  earlier  because  the 
Internal  Revenue  Service  couldn't  smoke  out  high-end  shel- 
ter users  in  time.  The  IRS  normally  has  just  three  years  after 
a  return  is  filed  to  begin  an  audit.  But  despite  a  show  of  cracking 
down  on  abusive  shelters,  the  government  was  slow  to  act — and  it 
has  faced  considerable  stalling  tactics  by  both  promoters  and  cus- 
tomers. That  enabled  some  wealthy  taxpayers  to  run  out  the  clock. 

In  2000  the  IRS  began  asking  suspected  shelter  promoters  for 
documents  to  check  their  compliance  vvdth  a  much-flouted  law  re- 
quiring them  to  register  shelters  and  turn  over  customer  lists  within 
20  days  if  the  IRS  asks.  The  requests  were  largely  ignored.  Eighteen 
months  later  the  government  followed  up,  issuing  summonses  and 
then  suing  those  firms,  including  KPMG  and  BDO  Seidman,  that 
stiQ  wouldn't  cough  up  all  the  documents. 

Not  untU  June  2003  did  the  government  deploy  its  bunker 
buster — it  got  court  approval  to  issue  a  special  John  Doe  summons 
to  the  law  firm  of  Jenkens  &  Gilchrist.  With  a  John  Doe,  if  clients' 
names  aren't  turned  over  within  six  months,  the  statute  clock  stops 
ticking  untO  they  are — provided  it  hasn't  already  run  out,  as  it  has 
on  most  1999-and-earlier  remrns.  Since  then  the  government  has 
served  other  John  Does  to  Sidley  Austin  Brown  &  Wood,  the  na- 
tion's sixth-largest  law  firm,  and  accountants  Grant  Thornton. 

Meanwhile  the  earlier  summons  cases  have  dragged  on.  The 
KPMG  case  is  unresolved.  BDO  didn't  hand  some  names  over  until 
this  past  fall,  after  the  7th  Circuit  Court  of  Appeals  finally  rejected 
clients'  claims  that  their  identities  were  protected  by  a  tax  adviser's 
privilege  Congress  created  in  1998.  Some  former  Arthur  Andersen 
customers  were  able  to  string  things  out  even  longer.  The  govern- 


1 


ment  became  so  frustrated 
by  Andersen's  own  delays 
in  handing  over  names  that  in 
October  it  sought,  unsuccessfully, 
to  have  Andersen  held  in  contempt 
of  court  and  fined  $5,000  a  day. 

As  the  Jenkens  case  shows,  each 
missed  audit  target  costs  big  bucks.  The 
firm,  which  argues  clients'  names  are 
protected  by  attorney-client  privilege, 
acknowledges  that  600  unnamed  clients  did 
deals  resembling  the  "Son  of  Boss"  shelter,  which 
the  Treasury  branded  abusive  in  August  2000.  The  IRS 
says  the  2,208  Son  of  Boss  transactions  it's  found  so  far 
avoided  an  average  of  $2.4  million  in  tax  each — meaning 
Jenkens'  clients  skirted  maybe  $1.5  billion  in  tax,  with  a  big 
chunk  ofthat  for  1999. 

Why  did  the  government  waft  so  long  to  use  John  Does? 
Sources  say  the  IRS  wanted  to  use  them  a  year  earlier  but  the  De- 
partment of  Justice  delayed.  (Justice  declined  to  comment.)  The 
IRS  says  only  that  John  Does  are  "extraordinary"  and  it  thought 
ordinary  summonses  would  be  sufficient  to  get  the  names. 

As  a  reaction  to  the  "hardball"  delaying  tactics,  the  Treasury 
is  now  likely  to  endorse  extending  die  statute  of  Umftations  in 
cases  where  a  shefter  hasn't  been  disclosed,  says  Assistant  Sec- 
retary for  Tax  Policy  Pamela  F.  Olson.  And,  she  says,  the  IRS 
might  still  be  able  to  snare  some  taxpayers  who've  stayed  hid- 
den for  three  years.  Warns  Olson:  "There's  no  statute  of  limita- 
tions if  there's  fraud."  f 


Toxic  Waste 

Will  Monsanto  and  Pfizer  step  in 
to  stop  their  poor  corporate 
cousin  from  going  bust? 

BY  SETH  LUBOVE 

BALLOONS  FLOATED  AND  CONFETl 
flew  in  1997  when  a  spinoff  calle 
Solutia  celebrated  its  independem 
from  chemical  giant  Monsanto.  N 
one  is  celebrating  these  days  at  Solutia.  Bu 
feted  by  a  cyclical  downturn  in  its  nylon  an  | 
chemicals  businesses,  back-to-back  annui  I 
losses  totaling  $40  million  and  yearly  costs  ( 
$105  million  in  legal  expenses  and  retir(| 
funding,  Solutia  ($2.4  billion  expected  20( 
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sales)  is  warning  of  imminent  bank- 
ruptcy. Or  is  it  brinkmanship?  Solutia 
wants  Monsanto  and  Pfizer  to  bail  it  out. 

Monsanto?  Pfizer?  Follow  this:  Pfizer 
arrived  on  the  scene  last  April  after  pay- 
ing $56  billion  for  Pharmacia,  which 
owned  much  of  the  original  Monsanto. 
Three  years  before  that,  what  had  been 
the  agricultural-chemicals  portion  of 
Monsanto  had  split  from  Pharmacia  into 
a  reincarnated  Monsanto,  which  now  has 
sales  of  $4.7  billion  in  Roundup  weed 
killer  and  such. 

Solutia  is  griping  that  at  the  spinoff  it 
was  burdened  with  all  the  costly  liabilities 


of  the  original  Monsanto,  including  bene- 
fits for  20,000  retirees,  $1  billion  of  debt 
and  tort  lawsuits  involving  PCB  produc- 
tion at  an  Anniston,  Ala.  plant.  Two  of  the 
cases  were  recently  settled  for  $600  milr 
lion,  but  there  are  still  570  asbestos  law- 
suits, 30  PCB  suits  and  90  product-liability 
claims.  By  piling  the  Junk  on  Solutia,  it 
says,  Monsanto  was  able  to  pretty  itself  up 
for  an  eventual  merger  with  what  was  then 
called  Pharmacia  &  Upjohn.  Solutia  didn't 
raise  hell  earlier  because  the  healthy  econ- 
omy delayed  problems  that  now  include  a 
$700  million  pension  underflinding. 

Monsanto  recently  acknowledged  it 


faces  "an  increased  level  of  potential  risk" 
from  Solutia.  As  part  of  its  deal  to  sepa- 
rate from  Pharmacia  in  2000,  Monsanto 
agreed  to  indemnify  Pharmacia  against 
any  liability  costs  that  Solutia  can't  pay. 
That  deal  has  already  cost  Monsanto  $390 
million,  the  bulk  of  the  Anniston  settle- 
ment. Monsanto  also  recently  gave  Solu- 
tia $65  million  in  "liquidity  assistance." 

But  if  Solutia  goes  kaput  and  Mon- 
santo can't  pay,  most  of  the  liabilities! 
revert  to  Pfizer.  Pfizer,  which  won't  com- 
ment, provided  several  million  dollars  in 
drugs  and  aid  in  the  Anniston  settlement. 
That  could  be  just  a  down  payment.      P 


A  city  in  New  Hampshire  is 
threatening  to  condemn  its 
water  utility  unless  it  sells 

out  I  BY  CARRIE  COOLIDGE 


Using  a  strong-arm  tactic  that  Vito 

Corleone  would  admire,  the  second- 
largest  city  in  New  Hampshire  is  try- 
ing to  force  a  publicly  traded  company 
that  owns  the  local  water  utility  to  sell 
its  assets  to  the  municipality.  This  in 
the  state  with  the  motto  "Live  Free  or 
Die." 

In  November  Nasdaq-traded  Pen- 
nichuck  Corp.  received  a  written  offer 
from  the  c^tv  of  Nashua  (pop.  86,600) 
to  purchase  the  assets  of  the  company  and  its  subsidiaries  for 
$12!  r;iiliion  in  cash.  If  the  company  refuses  to  accept  the  offer, 
Nashua  i';  threatening  1o  take  it  over  by  using  an  eminent  domain 
proceeding-  in  wijjch  the  government  claims  the  right  to  take  over 
a  private  prurjcrtv  for  public  use 


These  :\ 
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can  run  a  wa: 

The  battle  n 
began  in  April  20i 
$106  million  (inclu'  . 
ban  Corp.,  the  largest  • 
Not  wanting  an  out-of-to 
water  utility,  Nashua's  Rei 
a  referendum  passed  in  Jai 


:  nd  is  for  towns  to  go  the  other  way,  priva- 

'■■  i.ut  costs.  This  could  set  a  danger- 
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quire  the  company's  waterworks  system.  Pennichuck's  merger  _ 
negotiations,  which  to  that  point  had  cost  the  company  $2  mil-  . 
lion  in  legal  and  banking  fees,  were  abruptly  called  off.  Streeter , 
didn't  return  calls  for  comment. 

Donald  L.  Correll,  Pennichuck's  chief  executive,  said  the 
company  is  weighing  Nashua's  offer.  The  city's  proposal  didi 
address  many  important  issues,  such  as  whether  it  will  assui 
the  company's  debt  of  $27.3  million,  or  its  plans  for  the  com 
pany's  out-of-state  operations.  And  Nicholas  DeBenedictis, 
Philadelphia  Suburban's  chairman,  believes  the  city's  purchai 
would  force  both  Pennichuck  shareholders  and  the  company 
Itself  to  pay  capita!  gains  taxes. 

"Bui  more  importantly,  100  years  from  now,  who  will  run  thai 
system  better?"  he  asks. 

The  joke  could  be  on  Nashua  if  it  ends  up  taking  over  the 
company  by  eminent  domain.  It  will  then  be  up  to  the  courts,  nol 
the  city,  to  determine  the  takeover  price.  Too  rich,  and  the  city  is 
in  trouble.  I 
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SOL  PRICE  IS  CONSIDERED  A  DEMIGOD  IN  RETAILING 
circles.  In  1976  he  and  his  son  Robert  opened  up  Price 
Club — the  first  discount  warehouse  store  and  an  odd- 
ball concept  that  spawned  a  $70  billion  industry.  His 
stack-it-high,  let-it-fly  merchandising  left  an  impact 
second  only  to  that  of  Wal-Mart  founder  Sam  Walton. 

But  now  the  87-year-old's  legacy  is  being  tinged  by  the  still-un- 
folding fiasco  at  PriceSmart.  The  company  was  created  in  1997  to 
take  the  warehouse  club  concept  to  emerging  markets  like  Latin 
America  and  the  Caribbean,  regions  with  a  rising  middle  class  and 
no  competition  fi-om  the  likes  of  Wal-Mart  and  Carrefour. 


But  this  smart  strategy  failed  miserably.  Its  once-impressive 
sales  growth  is  beginning  to  look  like  a  mirage.  Last  month  Price- 
Smart  said  it  would  restate  2002  and  2003  results  to  correct  im- 
properly booked  revenue  and  could  lose  more  than  $20  million  in 
the  fourth  quarter.  Shares  are  down  to  $6.75  fi-om  a  high  of  $49  in 
March  2000.  Sales  in  the  most  recent  fiscal  year  were  $660  mil- 
lion, up  5%  as  reported,  but  sales  fi-om  stores  open  more  than  a 
year  have  fallen  in  each  of  the  past  sue  months. 

Most  blame  this  mess  on  Gilbert  Partida,  the  retailing  novice 
hired  as  chief  executive,  who  abruptly  resigned  in  April.  Some  point 
fingers  at  Robert  Price,  the  61 -year-old  chairman  of  the  board,  for 
lack  o(  oversight.  But  above  all,  investors  say  Sol  Price  should  have 
been  able  to  control  a  series  of  obvious  missteps.  Sol  and  Robert 
Price  declined  to  comment  for  this  story.  Partida  ascribes  much 
of  tl  -  1 ,  • ;; .  ■;  leversals  to  post-9/11  economic  shock  waves. 

Alter  Ptice  Club  was  sold  to  Costco  in  1993  for  $2  billion  in 


$  1  billion  within  five  years.  In  December  1997  the  company  hire 
Partida,  a  35-year-old  attorney  and  head  of  the  San  Diego  Chan 
ber  of  Commerce,  to  implement  the  strategy. 

At  first  PriceSmart  looked  like  a  winner.  Its  first  two  stores  i 
Panama  saw  combined  annualized  sales  of  $60  million  in  1998.  At: 
ditional  stores  soon  followed  in  Guatemala,  El  Salvador,  Hondurii 
and  Costa  Rica.  By  November  2001  PriceSmart  had  22  stores  in  1| 
countries.  Revenue  hit  $489  milUon  that  year,  and  the  company  a 
tracted  the  interest  of  Home  Depot  cofounder  Arthur  Blank,  wb 
flew  down  to  visit  stores  but  declined  to  invest. 

Partida  was  a  skilled  schmoozer  who  made  sure  store  openinj  i 

were  regal  events,  often  with  a  vis 
by  the  home  country's  prime  mit 
ster.  But  he  had  no  retail  experiend 
and  had  never  run  a  company.  "F 
made  a  lot  of  ego-driven  decisioi 
that  were  terrible,"  says  Bria 
Warner,  general  partner  of  NewYoii 
hedge  fund  Performance  Capital. 
In  August  2001  Partida  flew  I 
New  York  to  drum  up  interest  in 
private-equity  offering.  He  painte 
a  rosy  picture  of  the  company 
prospects.  The  following  week  1; 
sold  26,000  shares— 28%  of  h 
stake— netting  $700,000.  Investo: 
were  appalled;  Partida  told  them  h 
needed  to  buy  a  house. 

In  January  2002  PriceSmart  ai. 

nounced  it  would  open  three  ston 

in  Wal-Mart-dominate 


Mexico.  Suspicious  ( 
that  move  and  of  lad 
luster  profitability,  hi 
shareholders  called  at 
other  meeting.  Partid 
reassured  them  thi 
things  were  on  plan,  th; 
the  Mexico  stores  were  i 
tertiary  markets,  and  n 
peated  that  the  greate  j 
risk  to  the  company,  ai 
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Lost  in  translation:  a  PriceSmart  store 
in  Queretaro  City,  l\Aexico;  falling  stock. 


stock,  th( 

the  warehi 
based  in  San  1 
Sol  owned  onc-Uu 


o(-;  ^t>Tn:  real  estate  in  the  U.S.  and  rights  to 
•  'crtain  overseas  markets.  PriceSmart, 
.  trading  on  Nasdaq  m  September  1997. 


r  the  sh.; a:.  Robert  a  fiirther  25%. 
Ihcv  told  invesK-i;  chey  would  oj-.Ti  30  to  35  stores,  each  ex- 
pected to  pull  in  $20  million  to  i".3!J  '.-inion  annually,  reaching 
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cording  to  investors,  was  his  getting  hit  by  a  bus 

But  the  company  began  deviating  even  further  from  plai  i 
opening  stores  in  the  Philippines  and  Guam  and  turning  to  salt  | 
of  low-margin  telephone  cards.  Revenue  continued  to  grow,  1  i 
$648  million  in  2002,  but  net  income  was  $6.3  million,  less  tha  | 
1  %  of  sales  and  well  under  half  its  goal.  ! 

After  Partida  left,  the  company  began  unwinding  many  of  h 
moves.  Interim  Chief  Robert  Price  terminated  die  phone  card  sali 
and  began  dosing  stores  and  cutting  die  revenue  forecast.  In  July  tl 
company  said  that  excluding  phone  card  sales,  same-store  sales  ft 
the  prior  ten  mondis  fell  6%.  The  Prices  have  injected  $27  millic 
into  PriceSmart  this  year.  After  all,  their  name's  on  the  door. 


With  access  to  financial  opinions  around  the  world, 
there's  one  ui  particular  your  Fmancial  Advisor 

is  most  interested  in.  Yours. 


Today's  investor  has  more  complex  needs 
than  ever  before.  And  your  Financial 
Advisor  is  better  equipped  than  ever  to 
provide  the  kinds  of  solutions  necessary  to 
address  the  intricacies  of  your  financial 
situation.  But  we  never  forget  it's  still 
about  two  people  working  together:  you 
and  your  Financial  Advisor. 

You  used  to  know  us  as  PaineWebber. 
Now,  as  part  of  one  of  the  world's  leading 
wealth  management  firms  and  backed 
by  a  top-ranking  investment  bank  and  a 
premier  global  asset  manager,  your 
Financial  Advisor  has  access  to  a  vast  array 
of  resources.  Like  structured  products, 
alternative  investments  and  professionally 
managed  funds,  and  research  with  a 
significantly  broadened  global  reach. 

With  the  expanding  resources  we  now  have 
to  offer,  your  Financial  Advisor  has  an  even 
greater  ability  to  deliver  strategies  and 
opportunities   to   assist   you    in    pursuing 


your  individual  goals.  Whether  it's  planning 
for  retirement  or  a  college  education,  or 
sophisticated  solutions  like  specialized 
lending  products  or  equity  risk  management, 
we  can  help  you  get  where  you  want 
to  be. 

And  while  a  lot  may  have  changed,  one 
thing  hasn't.  And  that  is  the  committed 
relationship  between  you  and  your 
Financial  Advisor.  A  relationship  built  on 
listening,  understanding  your  individuality 
and  finding  customized  investment 
solutions  tailored  to  your  financial  goals. 
For  we  know  that  it  is  through  this  kind 
of  dialogue  that  we  can  help  you 
make  the  appropriate  financial  decisions, 
with  confidence. 

Our  Financial  Advisors  are  excited  about 
the  resources  they  now  have  available 
to  them. 

We  think  you  will  be,  too. 


JBS  Financial  Services  Inc. 


UBS 


Wealth 
Management 


JBS.  The  key  symbol  and  UBS  are  the  registered  and  unregistered  trademarks  of  the  UBS  Group  of  Companies  around  the  world.  All  nghts  reserved  UBS  Financial  Services  Inc  ,  Member  SIPC 
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e  de  iver  to  190  countries  every  day. 
Come  hell  or  high  water. 


Try  us  to  New  Orleans. 


DHL  is  the  world's  leading  express  shipper  because,  for  34  years,  we've  delivered  just  about 
everywhere.  And  now  that  DHL  has  merged  with  Airborne,  we  offer  that  same  dedicated 
service  and  customer  support  within  the  U.S.  Give  us  a  try.  You'll  see  why  DHL  is  the  best 
new  alternative  for  all  your  domestic  shipping  needs.  Start  at  www.dhlairborne.com 
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What's  going  to  come  out  of  the  efforts  \i 
reform  the  mutual  fund  industry?  Mori 
competition  that  will  drive  down  costs  fo 
the  investor?  Or  more  paperwork  that  wil 
drive  them  up? 


BY  NEIL  WEINBER 


LEST  THERE  BE  ANY  DOUBT  WHETHER  THE  SHADOWY  MUTUA 
fund  business  would  benefit  from  the  light  of  day,  consid( 
this:  During  last  year's  proxy  season  Vanguard,  the  sell 
appointed  champion  of  small  investors,  approved  90%  < 
directors  nominated  by  the  managers  of  companies  in  whic 
it  invests.  This  year  Vanguard  assented  to  just  29%  of  such  nominee 
What  changed?  Could  it  be  the  new  requirement  that  fund  firirj 
reveal  how  they  vote?  Vanguard  strongly  objected  to  that  ruh 


RIGHT     IDEAS 


When  people  see  how  the  industry  is  working  for 
he  benefit  of  fund  management  and  to  the 
\etriment  of  investor Sy  they  wont  take  it  lying  down. '' 


)LLOW  THE  MONEY" 

lere  should  be  a  congressional  study  of  fund-company  revenues  and  their  use.  Investors 
I  see  they're  paying  $70  billion  a  year  in  expenses;  and  probably  $4  billion  is  going  into 
estment  management,  another  $16  billion  to  marketing;  and  the  pretax  profit  margins  are 
ibably  50%.  When  people  see  how  the  industry  is  working  for  the  benefit  of  fund 
nagement  and  to  the  detriment  of  investors,  they  won't  take  it  lying  down.  Look  at  the 
smic  results  when  people  found  out  how  much  Dick  Grasso  (then-chief  executive  of  the 
N  York  Stock  Exchange)  was  making. " 
Sr\  C.  Bogle,  founder  of  the  Vanguard  Group 


GIVE  US  YOUR  BEST  PRICE 

Fund  firms  often  charge  their  mutual  funds 
far  more  than  they  do  other  clients  to 
manage  assets.  New  York  Attorney 
General  Eliot  Spitzer  says  funds  should 
receive  so-called  most-favored-nation 
status  guaranteeing  them  the  lowest  price 
going.  "Companies  expect  if  you  buy  in  the 
same  volume  as  someone  else,  you  get  the 
same  price,"  Spitzer  says.  "They  do  it  with 
chairs.  The  government  does  it  with 
pharmaceuticals.  It's  a  market-driven 
concept.  That's  why  I  love  it." 
E//of  Spitzer,  New  York  Attorney  General 

rhey  do  it  with  chairs.  The  government 
3es  it  with  pharmaceuticals.  It's  a 
larket-driven  concept.  That's  why  I  love  it." 

LIGHTEN  DIRECTORS 

this  industry  has  grown,  lots  of  practices  have  grown  up  with  it  that  make  it  difficult  to 
lerstand.  Directors  need  information  delivered  in  a  very  understandable  way.  That  should 
ude  soft-dollar  arrangements,  salaries  and  profitability.  It  should  be  disclosed  so  fund  di- 
(or's  understand  all  the  avenues  of  revenues  for  funds,  including  brokerage,  and  expenses." 
nd  Ruder  former  SEC  chairman,  professor  of  law,  Northwestern  University, 
lirman  of  the  l^utual  Fund  Directors  Forum 

As  this  industry 
has  grown,  lots  of 
practices  have  grown 
up  with  it  that  make 
it  difficult  to 
understand." 


UNCOVER  THE  DIRT 

"Funds  should  make  public  the  deficiency 
letters  the  SEC  drafts  after  examining 
their  operations.  People  will  see  lots  of 
violations  for  things  like  misleading 
representation  of  performance  and 
failures  to  disclose  payments  to  fund 
distributors  and  soft  dollars.  The 
commission  has  gotten  very  callous 
about  violations  and  taken  the  view  no- 
body's really  been  harmed,  so  don't  do  it 
again.  Freeing  this  information  would  fur- 
ther the  intent  behind  securities  laws." 
Edward  Siedle,  investment  management 
investigator  president,  Benchmark 
Financial  Services 


"Funds  should  make 
public  the  deficiency 
letters  the  SEC 
drafts  after  fxamining 
their  oper^ons." 
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REVEAL  MANAGER  STAKES 

"When  you  buy  a  stock,  you  know  all  about  the  company's  options  plans  and  management 
Incentives.  And  when  we  talk  to  fund  managers,  they  say  it's  important  to  know  how  much 
skin  management  has  in  the  game.  But  they  refuse  to  disclose  the  same  thing  to  fund  in- 
vestors about  themselves.  If  Richard  Strong  [the  ousted  founder  of  Strong  mutual  funds] 
had  had  to  show  what  he'd  bought  and  sold,  he  wouldn't  have  gotten  into  problems." 
Donald  Phillips,  managing  director,  Morningstar 


1 


"When  we  talk  to 
fund  managers,  they 
say  it's  important  to 
know  how  much 
skin  management 
has  in  the  game." 


"No  doubt, 
review  of 
the  '40  Act 
is  highly 
appropriate." 


REFORM  THE  LAW 

"No  doubt,  review  of  the  '40  Act  [the  In- 
vestment Company  Act  of  1940,  the  basis 
of  mutual  fund  law]  is  highly  appropriate. 
The  fact  that  it  was  written  in  1940  itself    ■ 
implies  it  ought  be  scrutinized,  given  all  thei 
technological  change.  When  we  return  to 
normalcy  (after  the  recent  series  of  scan- 
dals), we  can  get  that  on  the  agenda." 
Rep.  Richard  Baker,  chairman,  House 
Subcommittee  on  Capital  Markets, 
coauthor  of  the  Mutual  Fund  Integrity  and  i 
Fee  Transparency  Act  of  2003 


imposed  last  January.  But  the  Securities  &  Exchange  Commis- 
sion put  it  through  on  the  theory  that  fund  firms  might  be  a  Ht- 
tle  too  incHned  to  curry  favor  with  corporate  managers — the 
very  people  who  hire  fund  firms  to  run  401  (k)  plans. 

"Sunlight  has  clearly  had  a  big  influence,  and  Vanguard  is 
the  one  company  everyone  thought  was  probably  doing  a  good 
job,"  says  Donald  Phillips,  managing  director  of  fund  tracker 
Morningstar.  Vanguard  says  its  own  new  proxy  voting  stan- 
dards, not  new  SEC  rules,  are  behind  the  change. 

The  regulators  and  politicians  jockeying  to  save  the  public  from 
wicked  fund  vendors  should  take  note:  A  little  disclosure  can  go  a 
long  way  It  might  make  unnecessary  a  more  interventionist  policy 
in  which  the  government  tries  to  dictate  how  funds  are  governed. 

FORBES  has  been  beating  this  drum  a  long  time.  A  year 
before  the  fund  scandals  broke,  our  story  "Mutual  Back- 
Scratching"  (Sept.  16, 2002)  slammed  lushly  paid  fiind  directors 
who  rubber-stamp  fee  hikes.  "Fund  Manager  Knows  Best"  (Oct. 
14,  2002)  profiled  an  SEC  that  has  caved  in  to  industry  pressure 
and  kept  hidden  problems  discovered  during  fund  company 
exams.  "Funds  and  Games"  (May  26)  detailed  how  Alliance 
Capital  charges  individual  fund  investors  stock  picking  fees  up 
to  nine  times  what  mstitutions  pay  for  the  same  services. 

"The  Great  Fund  Failure"  (Sept.  15)  described  the  industry  as 
"shortsighted,  poorly  governed,  weak  on  disclosure  and  riddled 
with  conflicts  of  interest. '  A  >..ng  the  sinners  profiled:  Putnam 
Investments,  for  direciin-  r; ,  Jos  to  brokerages  ihat  lure  new  as- 

■'..-;  ^^^^.ri!-lgflUid  investors  the 

i  Luis  to  stop  the  prac- 

•  immer  the  industry 

'^.gressional 

-•■-  ""  :■  ,nd 


sets  to  its  funds,  rather 

best  prices  (Putnam  lia^ 

tice).  "Fund  Failure"  ai.^^ 

got  an  investor-friendly  funu  (   . 

committee.  It  has  since  whizzed  il\ur,,  J 


the  Senate  is  expected  to  weigh  in  earl)'  iicx: 
Here  are  five  easy  fixes  that  reformers  an 
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ENCOURAGE  COMPARISON  SHOPPING 

The  math  of  mutual  fund  investing  is  simple:  In  the  aggregate 
mutual  funds  are  destined  to  imderperform  their  markets  by  ai 
amount  equal  to  the  costs  they  incur.  "With  funds,  you  get  wha 
you  don't  pay  for,"  says  Vanguard  foimder  John  C.  Bogle. 

Despite  this  simple  truth,  investors  remain  pathetically  ignO' 
rant  about  the  importance  of  costs  and  about  how  funds  comi 
pare  on  this  score.  Three  in  four  investors  cannot  define  "expense 
ratio,"  and  fewer  than  one  in  six  understand  that  costs  are  a  draj; 
on  returns  (see  story,  p.  80),  the  SEC  reported  this  year. 

Under  present  rules  funds  disclose  costs  as  a  percentage  o 
assets.  The  General  Accounting  Office  has  proposed  making 
the  costs  more  visible  by  requiring  that  operators  include,  ii: 
each  quarterly  statement,  a  disclosure  of  the  dollar  total  O' 
fees  extracted  from  the  account  holder.  ("Over  the  past  thred 
months  you  spent  $350  maintaining  this  $90,000  accoun 
with  us.") 

Not  a  bad  idea.  Another  option:  Borrow  a  concept  from  thfj 
energy-cost  mandate  for  appliances.  An  equity  fund  would  usi| 
an  arrow  to  show  where  its  expense  ratio  stood  along  the  rangt ! 
for  its  peers. 

I 
TALK  ABOUT  TURNOVER 

On  top  of  fees  and  sales  loads,  stock  funds  lose  money  to  the  frac- 
tional cost  of  trading  portfolios.  There  are  commission  costs,  nov 
buried  in  the  statement  of  additional  information.  And  then  then 
are  the  trajisaction  costs  that  are  harder  to  quantify:  bid/ask  spread 
and  die  tendency  of  a  money  manager's  buy  order  to  temporar- 
ily push  a  stock  price  up  or  a  sell  order  to  push  it  down.  Academi< 
research  on  this  topic  suggests  that  hidden  transaction  costs  for! 
round-trip  trade  can  run  1%.  A  stock  fund  with  150%  annua 
turnover,  then,  may  be  losing  1.5%  of  your  money  annually  t( 
brokers,  marketmakers  and  institutional  traders. 


ley're  where  you've  been, 
ley're  where  you  are. 
ley're  where  you're  going. 


t's  San  Francisco,  tomorrow  Dallas,  and  so  it  goes,  one  city  after  the  other  -  a  juggling  act  that  can  run  down  the  best  of  us. 
;t  is  the  modern  business  traveler  to  do?  T-Mobile  HotSpot.  There  are  over  3,500  of  them  nationwide  and  each  offers  wireless 
and  Internet  service  for  your  Wi-Fi  enabled  laptop  or  PDA.  Check  e-mails,  download  files  and  send  out  important  presentations,  all 
e  road  that  you  call  home.  It's  Wi-Fi  in  its  most  reliable  and  secure  form,  and  it's  here  to  help  you  make  it  out  there.  For  more 
tion,  log  on  to  www.t-mobile.com/hotspot. 
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5  at  over  3,500  locations  including: 
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ered  trademark  of  Deutsche  Telekom  AG.  The  HotSpot  logos  are  service  marks  of  T-Mobi!e  USA,  inc.  ©2003  T-Mobi!e  USA,  Inc.  All  other  marks  are  properties  of  their  respective  ov-n  ■ 
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itroducing 

ligh  performance  technology 
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L^  I  L  I    I  V^        V^  I    I  V   I  I    K^  I    I  I    I    I  \^  I    I   L  ■    Now  you  can  race  around  and  still  keep  the 

et  on  track.  Hybrid  Synergy  Drive",  a  revolutionary  power  train  from  Toyota,  combines  a  gasoline  engine  with  a  powerful  electric  motor  that 

ir  needs  to  be  plugged  in.  The  result?  Super-efficient,  super-charged  performance. 

rid  Synergy  Drive  has  already  hit  the  roads  in  the  all-new  Toyota  Prius.  And  soon,  we'll  be  introducing  this  groundbreaking,  affordable 

nology  in  even  more  Toyota  products. 

Bxample,  a  Hybrid  Synergy  Drive  system  developed  for  SUVs  will  provide  a  dramatic  boost  in  power,  injecting  a  V6  engine  with  the 

epower  of  a  V8.  Incredibly,  this  system  will  also  deliver  the  fuel  efficiency  of  a  four-cylinder  compact  car  and  the  cleanest  emissions  rating 

able  for  a  gasoline-powered  vehicle. 

ill  about  accelerating  progress  -  for  you  and  the  planet. 
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BRIGHT     IDEAS 


LIBERATE  THE  OVERSEERS 

"We've  had  seduced  boards,  but  I  believe  em- 
powered boards  can  be  responsive.  It's  essen- 
tial to  have  a  nonaffiliated,  independent  chair- 
man. That's  going  to  be  hotly  contested  by  the 
industry,  but  I  hope  the  commission  supports  it 
Independent  directors  should  also  justify  in 
writing  each  year  why  they  chose  a  particular 
(fund)  management  company.  Mutualization  is 
also  a  pretty  good  idea  with  some  companies. 
At  Putnam  look  at  all  the  money  drained  out  to 
Marsh  and  Mac  (parent  Marsh  &  McLennan)." 
Arthur  Levitt,  former  SEC  chairman 


"WeVe  had  seduced  boards,  but  I  believe 
empowered  boards  can  be  responsive." 


MAKE  EM  PAY 


The  mutual  fund  industry  s 
problems  go  back  to  a  lack 
of  integrity.  You  can't 
legislate  morality  or  ethics, 
taut  you  can  shorten  the 
perimeter  in  which  people 
play  or  make  them  pay  a 
price.  That's  where  tough 
regulatory  oversight  and 
criminal  penalties  come  in.... 
It's  obvious  they  (the  SEC) 
have  been  lax.  I  personally 
don't  believe  the  mutual 
fund  industry  can  police 
itself.  It's  like  the  accounting 
profession;  the  problems 
keep  bubbling  up." 
Riciiard  Shelby,  chairman  of 
Senate  Banking  Committee 


"I  personally 
don't 

believe  the 
mutual  fund 
industry 
can  police 
Itself." 


Under  current  SEC  rules  funds  must  disclose  their  turnover 
(lesser  of  sales  or  purchases,  divided  by  average  assets).  The  SEC 
could  make  this  statistic  more  meaningful  by  turning  it  into  a 
(theoretical)  dollar  cost:  "This  fund  had  a  200%  turnover  in  its 
most  recent  fiscal  year.  At  that  rate  your  $90,000  account  could  be 
losing  $1,800  a  year  to  trading  costs." 

The  flind  operators  could  argue,  fairly,  that  no  one  knov^s  what 
these  costs  are  and  that  they  vary  considerably  with  the  fund's  size, 
market  sector  and  management  style.  Still,  even  an  arbitrary  for- 
mula for  translating  turnover  into  dollars,  with  appropriate  caveats 
in  the  footnotes,  would  at  least  put  investors  on  guard. 

"The  fact  that  costs  are  hard  to  disclose  worries  me,"  says  New 
York  Attorney  General  Eliot  Spitzer.  "That  means  a  lot  of  mush  can 
be  hidden  that  shouldn't  be  there." 

SLAP  WARMINGS  ON  PERFORMANCE  ADS 

Cigarette  ads  must  carry  health  warnings.  How  about  mandating 
that  fund  ads  citing  performance  figures  warn  investors  promi- 
nently of  the  weak  correlation  between  past  and  future  results?  A 
concerned  SEC  staff  has  already  drafted  such  a  proposal. 

REPEAL  I2B-I 

In  1 980  the  SEC's  rule  1 2b- 1  began  allov  ing  liinds  to  charge  mar- 
keting costs  to  existing  investors.  This  was  at  a  time  when  funds 
were  struggling  to  mamtair,  a  critical  mass  of  assets.  She  payback 
for  investors  was  suppos  ^'  '■■  i  ■  =  i 
even  as  fund  assets  have 
for  all  funds  has  climbed  i 
1.44%.  "The  fund  industry  lie. 
would  cut  costs,"  says  Morningslu I 

Simple  solulion:  Outlaw  these  fec.v.  I      .ani!  v,-n 
their  marketing  costs  from  then  management  I.\' 
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GIVE  A  PEEK  AT  THE  SKIN  IN  THE  GAME 

Investing  in  a  mutual  fund  today  means  handing  your  savings 
over  to  a  guy  you've  never  met,  who  probably  won't  take  your  caU 
if  you  try  to  contact  him  and  who  doesn't  even  offer  a  clue  to 
whether  his  financial  interests  are  aligned  with  yours.  The  fix  is 
simple:  Require  fund  firms  to  disclose  how,  and  how  much,  they're 
paying  asset  managers  and  make  managers  reveal  how  much  of 
their  own  money  they've  got  in  your  fund — if  any. 

The  point  is  not  to  out  well-paid  managers.  A  stock  picker, 
who  consistently  outperforms  the  market  might  well  be  worth 
millions  of  dollars  a  year.  However,  investors  could  make  more! 
informed  hind  choices  if  they  knew  whether  managers  are  paid  for 
short-  or  long-term  performance  and  pre-  or  post-tax  results. 
Knowing  how  much  of  his  own  money  a  manager  has  in  a  fund 
would  also  signal  what  he  thinks  of  its  management  and  prospects. 

The  investing  public's  disgust  with  the  fund  industry  has 
created  a  good  environment  for  reform.  Unfortunately,  it  also 
raises  the  risk  that  laws  and  regulations  will  just  add  to  operat- 
ing costs  that  investors  ultimately  bear.  One  proposal,  fi-om  Sen- 
ators Ion  Corzine  and  Christopher  Dodd,  is  to  look  into  creat- 
ing a  new  oversight  body  akin  to  the  quasi-governmental  Public 
Company  Accounting  Oversight  Board.  A  bad  idea,  says  Arthur 
Levitt,  the  former  SEC  chairman.  He'd  rather  give  the  now-chas- 
tened and  better-funded  SEC  a  last  chance  before  creating  yet 
another  bureaucracy. 

Bogle  has  proposed  a  rule  that  would  give  independent  flind  di- 
rectors (tliat  is,  diose  not  affiliated  with  the  fund  operator)  their 
own  administrative  staffs.  Presumably  these  fiercely  independent 
board  members  would  extract  better  contracts  from  the  manage- 
ment companies.  Well  meaning,  but  who  would  pay  for  all  this 
sl.itfing?  Better  to  equip  investors  with  tlie  tools  to  judge  whether  a 
m.inagement  fee  is  a  bargain,  and  let  them  vote  with  their  feet.   F 
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DURAND   DE    LA   PENNE,  " 

WAS    DECORATED   WITH    THE  ;     ^'^ 
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IN   ANY   GLORIOUS    UNDERTAKING,  THE 
PANERAI   WATCH    HE   WOREON    HIS   WRIST 
WAS   ALWAYS    HIS   TRUSTED    POINT   OF 
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FEE    MADNESS 


Willful 
Ignorance 

Most  mutual  fund  investors  don't 
know  how  much  they're  paying  to 
have  their  money  managed.  What's 
worse  IS  that  they  mostly  don't  care.  pany.  According  to  the  se 

curities  &  Exchange  Com- 


aware  of  the  5.5%  sales 
commission  to  get  in.  He 
had  no  way  to  judge 
whether  the  fund's  ex- 
pense ratio  of  1.3%  was 
reasonable  compared  with 
the  cost  of  other  tech 
funds;  he  didn't  even  look 
at  the  number,  which  was 
in  the  prospectus. 

Ellman's  biggest  patch 
of  ignorance  may  have 
been  his  notion  that  you 
get  what  you  pay  for  in 
money  management — 
that  high-ticket  providers 
are  more  likely  to  deliver 
quality  than  discounters.  "I 
don't  pay  the  average  price 
for  an  electrician,"  he  says. 
"I  don't  pay  below  average, 
either.  I  hire  the  best  elec- 
trician and  pay  more  for  it. 
I'll  pay  more  for  a  great 
stock  picker,  too." 

He's  getting  an  educa- 
tion now.  The  meltdown 
in  tech  stocks,  coupled 
with  the  fees  and  the  sales 
commission,  has  shrunk 
his  investment  by  63%,  to 
$41,000. 

In  being  a  little  fuzzy- 
headed  about  fees  and 
what  they  do  to  invest- 
ments over  time,  Ellman 
has  a  fair  amount  of  com- 


BY  MICHAEL  MAIESIO 

ENNIS  ELLMAN  OUGHT  TO 
know  a  thing  or  two  about 
money  n^anagcrs.  For  15  years 
he  hati.dle'J  piiblic  rdations  for  a 
good  one  ',  i'l-'  Fryndes,  a 
value-stock  picker  :  Bui;  in 

early  2000  Rllnuin  d\h   .      -.is  r'aineWeb 
ber  brokerto  put  all  of  •      '         •-.- 
folio  into  the  Pimco  Pj  .■ 
nology  fund. 

No,  it  isn't  the  bad  t.  ,i: 
talking  about.  It's  the  (a^.  i';., 
didn't  know  what  kind  of  fees  m 
ing  to  have  his  money  nv.\ naged.  i 
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mission,  a  sixth  of  fund 
investors  don't  understand  that  higher  fees 
can  impair  performance.  Only  a  fifth  of 
them  can  estimate  the  fees  and  expenses  of 
their  largest  mutual  fund  holding.  Like  Ell- 
man, investors  are  concerned  primarily 
with  performance.  An  Investment  Com- 
pany Institute  study  finds  that  only  43%  of 
^  fund  iiwestors  even  consider  man- 
.  I  fees  and  salet.  charges  when  pick- 
''^•fiinds. 
oursc,  if  high  fees  brought  better 
.•e  could  lU  retire  rich.  Alas,  the  re- 
•e  (Mten  the  case.  The  cheapskate 
'  •'•  indexli';i;;.run-/ithoutany 


attempt  at  cleverness  in  stock  picking,  h; 
beaten  73%  of  all  equity  funds  over  the  pa 
vten  years. 

Robert  Ganser,  a  51 -year-old  busine 
consultant  in  Stamford,  Conn.,  had  he 
the  Fidelity  Dividend  Growth  fund  f( 
years,  but  after  what  he  perceived  as  F 
delity's  impersonal  treatment  of  its  ii 
vestors,  he  decided  to  hire  a  broker  at  A.(! 
Edwards.  The  broker  put  Ganser  into  tl 
Hartford  Dividend  and  Growth  funi 
Ganser  says  he  didn't  notice  the  5.5%  sal^ 
charge  until  he  transferred  his  $15,000  ar 
then  noticed  his  account  balance  was  $8^ 
less  than  he'd  expected. 

"I'm  sure  they  made  mention  of  tl 
charge  somewhere,  but  I  feel  like 
should  have  been  presented  to  me  d 
rectly,"  he  says. 

Ganser  should  have  stayed  put.  Fideli 
was  giving  him  a  good  deal,  with  a  fur 
that  charged  him  no  sales  commission  ar 
ran  the  money  for  a  1%  yearly  fee.  Har. 
ford's  expense  ratio  is  1.4%.  The  two  fim< 
have  done  almost  exactly  the  same  over  tl 
past  five  years,  before  fees.  But  the  drag  i 
higher  fees  is  visible.  The  Fidelity  fund  ne 
ted  a  2.4%  annual  return  over  that  tim' 
the  Hartford  flmd's  average  was  only  2.29 

Do  you  know  exactly  what  costs  are  ii 
eluded  in  the  annual  expense  ratio?  (It  co" 
ers  the  costs  of  portfolio  management,  se 
vicing  shareholders  and  overhead,  but  n( 
trading  commissions.)  Do  you  kno 
whether  performance  numbers  are  n 
ported  before  or  after  subtracting  the; 
costs?  (After.) 

Don't  be  embarrassed  about  m 
being  able  to  answer  these  question 
which  even  stump  experts.  Linda  ' 
Mead,  author  of  Investing  With  Giami 
guessed  the  answer  to  the  second  que 
tion  wrong  in  an  online  seminar  she  rt 
last  year  to  promote  the  book. 

But  you  should  be  ashamed  to  buy 
fund  without  even  looking  at  the  expens 
disclosure  page.  That's  like  deciding  on 
car  purchase  without  knowing  the  stick 
price.  Philip  Edwards,  who  oversees  fiir 
analysis  at  Standard  &  Poor's,  says  the  le\ 
of  ignorance — and  apathy — would  dimij 
ish  if  funds  had  to  translate  the  percentaj 
costs  into  dollar  terms  in  quarterly  accou 
statements.  That  may  happen  (seep.  74). 
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Every  day  in  every  Tambon,  or 
village  community,  throughout  the 
Kingdom  of  Thailand,  skilled  Thai 
artisans  make  optimum  use  of  their 
abundant  natural  resources  to  produce 
unique  handicraft  items  using 
traditional  methods  that  evoke  time- 
honoured  rural  wisdoms.  And  now 
community  products  are  reaching 
out  to  the  world  market,  on  an 
international  level. 

The  "One  Tambon,  One 
Product"  (OTOP)  project  was 
launched  by  the  Thai  government  in 
2001.  Local  yet  global  in  outlook, 
OTOP  seeks  to  promote  self-reliance 
and  creativity  through  the 
development  of  the  country's  talented 
rural  human  resources.  Already  the 
hand-crafted  goods  made  under  the 
project  are  gaining  international 
recognition.  Recently  sales  of  OTOP 
products  at  the  Bangkok  International 
Gift  &.  Houseware  Fair  2003  (BIG) 
generated  over  US$  500,000.  hixA  it  is 
estimated  OTOP  products  will  earn 
US$  3.5  -  3.8  billion  dollars  next  year. 


But  beyond  these  statistics,  the 
OTOP  project  is  invaluable  because  it 
fosters  a  sense  of  communal  pride  and 
the  creativity  to  ensure  local 
knowledge  and  traditional  ways  of  life 
are  not  just  maintained  but  given  the 
chance  to  flourish. 


Discover  Thailand  and  learn 
more  about  the  unique  hand-made 
creations  crafted  under  the  One 
Tambon,  One  Product  project  by 
contacting: 

i^Ld  ^Department  of 
,»=™^  Export  Promotion 

Ministry  ot  Commerce 
Royal  Thai  Government 

22/77  Rachadapisek  Rd.,  Chatuchak, 

Bangkok  10900,  Thailand 

Tel :  {()€)  2511  -  5066  -  77 

Fax :  {(i€)  I'^xi  -  ii->)i„  {(i<S)  2513  - 1565 

{6€}  2513  -  9796 
Website :  www.thaitrade.com 
E-mail :  big@depthai.go.th 
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Your  Own 
Worst  Enemy 


BY  MATTHEW  MILLER 

JUDGING  FROM  THE  HEADLINES,  FUND  CUSTOMERS' 
biggest  problem  is  looting  by  the  managers.  But  let's 
put  this  scandal  in  numerical  perspective.  Something 
very  close  to  $  1  trillion  is  missing  by  dint  of  investors' 
own  folly  over  the  past  decade,  as  they  rushed  into  the 
market  at  the  top  and  sold  after  the  crash.  That  sum  is  the  dif- 
ference between  what  investors  now  have  in  stock  funds  and  what 
they  would  have  had  if  they  had  put  the  same  money  during  the 


same  months  into  a  hypothetical  bank  account  earning  a  stei 
10.4%,  the  S&P  500's  average  annual  return  since  late  1993.  A 
contributing  to  that  $1  trillion  shortfall:  the  drag  of  fees,  defii 
here  as  the  excess  of  expenses  over  the  0.2%  that  a  cheap  ini 
fiind  would  cost.  Using  Lipper  data,  we  estimate  this  numbe 
$20  billion  last  year.  What  about  the  scandalous  after-hours  tr 
ing?  Prosecutors  are  still  totting  up  the  costs,  but  the  damag( 
date,  based  on  FORBES'  estimates,  is  a  mere  $10  million. 


High  fees 

$20  billion 

per  year 


Sources:  AMG  O^ta  Services.  Lippor,       ■i";  Mtlniare- 
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$10  millic 

cumulative 
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t  survive  only  in  the  cleanest  waters.  With  breakthroughs  in  water 

Fication,  Hitachi  is  using  technology  to  sustain  this  precious  natural 

urce.  And  to  address  other  important  environmental  issues,  including 

'eduction  of  atmospheric  CO2.  From  advanced  battery  solutions  and 

;ric  vehicle   management  systems   to   energy-saving   solutions   for 

lings  and  manufacturing  facilities,  Hitachi  believes  in  a  simple  idea: 

technology  is  never  for  its  own  sake  but  for  the 

fit  of  all.  As  an  innovative  global  solutions  company, 

;hi  touches  your  life  in  so  many  ways.  To  understand 

Hitachi  is  benefiting  your  world,  visit  us  on  the  Web      j^.^./ 

see  technology  in  action. 
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Inspire  the  Next 


Jloke. 


Coke's  Sinfu 


has  "arguably 


Coca-Cola  Co. 

the  strongest  and  most  pervasive  marketing  and  distribution  sys- 
tem in  the  world,"  Chairman  Douglas  Daft  told  investors  at  the 
annual  shareholder  meeting  in  April.  And  it  does.  The  Coke 
empire  stretches  to  more  parts  of  the  globe  than  any  other  enter- 
prise in  the  world.  The  soda  is  served  in  more  than  200  nations; 
it's  easier  to  list  the  markets  where  Coke  isn't:  Myanmar,  Cuba, 
Iraq  and  Syria.  Everywhere  else — including  such  tricky  markets 
as  Pakistan,  Cambodia,  Liberia,  Zimbabwe  and  Colombia — 
Coke  is  a  beloved  consumer  staple.  Nine  million  stores  sell  Coke, 
serving  up  some  1.2  biUion  servings  a  day  around  the  world. 

That's  why  overseas  sales  account  for      utive  by  rebels  in  Colombia.  It  has  been 


two-thirds  of  Coke's  revenue  (expected  to 
total  $21  billion  this  year)  and  three- 
quarters  of  operating  income  (forecast  at 
$5.8  billion  total)  and  over  90%  of  the 
giant  brand's  profit  growth.  After  a  rough 
patch  ft-om  1998  to  2001  Coke  is  back.  In 
the  first  nine  months  of  this  year  Coke  has 
reported  a  robust  4%  rise  in  volume  (the 
most- watched  indicator  of  the  company's 
health),  a  6%  increase  in  revenue  and  a 
12%  rise  in  net  income — numbers  as  good 
as  any  Coke  has  posted  since  1997. 

Bui  here's  ;he  part  Douglas  Daft  left 
out:  B.uilding  business  overseas  requires 
dealing  wth  the  devil  and  other  question- 
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the  Mid..!! V                       ■   ■--, 
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squads  anci 
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deals  gone  awry.  In  Februars  ,. 

was  shaken  by  the  murder  of  a 

t 
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sued  in  a  class  action  accusing  it  of  forcing 
"unneeded"  beverage  concentrate  on  bot- 
tlers to  stoke  its  growth  numbers.  And 
Coke  has  watched  a  well-funded  bottler 
that  was  to  be  its  gateway  to  central  Asia 
wither  amid  charges  of  misappropriated 
funds,  tax  dodges  and  cozy  inside  deals. 

Coke's  chief  executive.  Daft,  declined 
to  be  interviewed  for  this  story,  and  the 
company  reftised  to  make  other  top  exec- 
utives available.  Yet  Coke  has  littie  choice 
but  to  keep  prospecting  overseas.  In  the 
U.S.  decades  of  market  dominance  have 
made  Coke  a  low-gro%N'th  staple:  The  ten- 
year  compound  annual  unit-case  growtli 
in  the  U.S.  is  only  4%. 

Foreign  markets  are  less  flooded  with 
the  syrupy  soda.  The  North  Africa  and 
Eurasia/Middle  East  divisions  now  are 
among  Coke's  fastest -growing  units,  with 
sales  rising  two  to  three  times  as  rapidly  as 
in  the  U.S.  Coke  now  has  hundreds  of 
bottle'    outside  the  U.S.  (it  doesn't  have 

;.vj<.t  fii;u:oV  Historically,  it  has  tried 

.  ivserge  its  sn.allfi  p^utners  into  big  "an- 

>.hor"  bottlers,  but  it>.  success  in  under- 
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Vorld 


Islamic  fundamentalists,  cozy  ties 
to  strongman  dictators,  rogue 
bottlers-this  is  a  growth  opportunity? 


BY  PAUL  KLEBNIKOV 
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Coke 


developed  markets 
often  depends  on 
small  local  outfits  that 
know  the  terrain. 

And  with  each  such  partner  it  em- 
braces, Coke  risks  tarnishing  its  clean-cut 
image  by  associating  with  businesses  that 
may  partake  in  local  traditions  that  can  in- 
clude bribing  local  officials,  paying  retail- 
ers to  shun  rival  brands  and  resorting  to 
other  unorthodox  tactics.  "Both  Coke  and 
Pepsi  try  to  do  business  as  ethically  as  pos- 
sible, but  when  you  have  local  partners  who 
are  not  subject  to  the  same  governance  and 
scrutiny  as  in  the  U.S.,  then  sometimes  local 
behaviors  take  place,"  says  one  former  Pepsi 
executive  who  worked  in  Latin  America. 

So  far  the  main  thing  sparing  Coke 
from  a  true  debacle  is  the  strength  of  the 
brand  itself  Even  the  anti-American  back- 
lash that  swept  the  Islamic  world  in  recent 
years  has  hardly  stymied  Coke's  onward 
march.  French  Muslims  roll  out  a  politi- 
cized anti-Coke  called  Mecca-Cola,  to  no 
noticeable  effect  on  sales.  Egypt  is  swept  by 
a  bizarre  rumor  that  the  Coca-Cola  label 
(read  backwards  in  Arabic)  says  "No  to 
Mohammad,  No  to  Mecca."  Coke  coun- 


ters by  gettinj^tik  \ 
issue  a  fatvv.'<  d-x'";, 
And  the  bra: 
blows  that  m: 
ports  in  1 999  in  r 

Coke  products  was  gr  i,\,      ..  -,e? 

and  nausea;  and  worric  ^  -^  India  last  Au  ■ 
gust  about  supposedly  high  levels  of  pesti- 
cide in  the  drink. 

It  seems  that  peoi'^lv  s- ;  !   S. 

and  condemn  it  to  eteni.ii  -  still 


Mansur  Maqsudi  brought  the  Coke  brand  to 
Uzbekistan.  Did  he  profit  from  a  web  of  self-dealing 
through  family-owned  companies?  Or  is  he  the  victim 
of  a  political  vendetta  launched  by  his  ex-wife? 

want  to  take  time  out  from  politics  for  the 
pause  that  refreshes.  The  company's  fizzy 
foreign  expansion  touches  thousands  of 
small  private  businesses — from  bottlers 
and  distributors  (whom  it  helps  to  equip 
and  capitalize)  to  local  grocery  stores  and 
roadside  vendors  (whom  it  supplies  with 
coolers,  shiny  display  cases  and  signs). 

But  the  linchpin  of  the  success  of  the 
business  is  the  far-flung  network  of  inde- 
pendent bottlers  who  make  up  the  "Coke 
system."  Coke  is  almost  whoUy  dependent 
on  the  bottlers  for  its  own  results.  They  buy 
secret  concentrate  from  Coca-Cola  Co.  and 
add  water  and  sugar  to  turn  it  into  the 
world's  best-known  soda,  distributing  it  in 
cans  and  bottles  across  the  world's  next  de- 
veloping markets. 

The  biggest  bottlers  aren't  subsidiaries 
of  Coke,  nor  are  they  completely  indepen- 
dent. Coke  effectively  controls  them  by 
maintaining  big  equity  stakes  and  a  heavy 
presence  on  their  boards,  and  by  provid- 
ing their  main  source  of  business.  Yet  it 
keeps  its  stakes  in  the  botders  below  50%, 
thereby  avoiding  getting  hit  widi  their  pQes 
of  debt  and  any  unpleasant  liabilities. 

In  Brazil  price  wars  are  so  cutthroat 
that  Coke  competes  with  itself:  Its  local 
bottlers  use  independent  distributors  that 
undercut  one  another  to  raid  retail  ac- 
■  oui\ts.  It's  why  a  2-liter  bottle  of  Coke  sells 
•■:\\i  the  price  that  it  does  in  Mexico, 
-c'l'vvliile,  Pepsi  has  filed  a  government 
>;untiilaini.  mi  Brazil  against  Coke  for  al- 
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legedly  bugging  local  Pepsi  planning  mee 
ings,  among  other  supposed  misdeeds.  A 
earlier  accusation  that  a  Coke-affiliate 
brewer  had  bribed  Brazilian  antitrust  ofl 
cials  to  block  the  merger  of  two  Pepsi-afi6 
iated  breweries  was  never  substantiated- 
because  it  was  never  investigated. 

In  Colombia  the  company  has  becon 
unwillingly  involved  in  the  long-runnii 
civil  war  between  the  goven 
ment  and  Marxist  rebel 
Coke's  Colombian  bottle 
have  allegedly  conspired  wi- 
right-wing  death  squads.: 
target  six  trade  union  activi}, 
at  their  plants — one  was  a 
tually  assassinated — and  i 
timidate  dozens  more  sim 
1990.  That  accusation  is  la 
out  in  a  lawsuit  filed  in  20' 
in  U.S.  court  in  Miami  by  the  Colombi 
food-and-drink  union,  Sinaltrainal.  Ei 
lier  this  year  the  judge  dismissed  t 
charges  against  Coca-Cola  Co.  but  allow 
the  suit  against  the  bottlers  to  proceed. 
February  Luisa  Fernanda  Solarte,  a  mi 
keting  manager  for  Coke,  was  killed  ir 
terrorist  bombing. 

In  Coke's  Eurasia/Middle  East  divisk 
successful  market  entry  has  often  mea^ 
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Coke 


H  I'd  Like  to  Buy  the 
World  It  Coke... 


^en  tiiough  Coke  is  everywhere,  the  soft  rirink 
titan  is  counting  on  emerging  markets  to 
provide  most  of  its  future  growth. 


>-o^<y^*^ 


Par  capHa  aimual  cottsumpinon  of  Coca^Ma  beverages  (Ni  8-cz.  serv^) 
Mexico  (pop.  103  miiiion) 
United  States  (pop.  291  million) 
Britain  (pop.  59  miiiion) 
Japan  (pop.  127  miiiion) 
Brazil  (pop.  175  million) 
France  (pop.  59  million) 
Africa  (pop.  794  million) 
Eurasia/Middle  East  (pop.  700  mil,  es^^ 
China  (pop.  1.3  billion) 
India  (pop.  1.1  billion) 


6  (est.) 


nthly  Bulletin  of  Statistics;  Coca-Cola: 


teaming  up  with  the  cronies  of  the  local 
political  boss.  When  Coke  entered  Iran  in 
1990,  it  teamed  up  with  a  relative  of  Iran- 
ian president  Ali  Akbar  Hashemi  Rafsan- 
jani.  Entering  the  Israeh-occupied  West 
Bank  in  1998,  Coke  jumped  into  bed  with 
Yasir  Arafat's  Palestinian  Authority. 

And  in  Uzbekistan,  the  historic  center- 
piece of  Central  Asia  and  its  most  densely 
populated  market.  Coke  teamed  up  with  a 
son-in-law  of  strongman  President  Islam 
Karimov — and  came  to  regret  it.  Coke  saw 
the  former  Soviet  state  as  its  gateway  to  the 
entire  region.  So  in  1993  it  signed  a  deal 
with  one  Mansur  Maqsudi,  an  Afghan- 
American  li\'ing  in  New  Jersey.  He  had  no 
previous  bottling  experience — but  he  was 
married  to  the  Uzbek  president's  eldest 
daughter,  Gubara  Ka)irtiova.  Together  thev 
opened  Coca-Cola  Bottlers  Uzbekisiar. 
(CCBU),  owned  in  equal  parts  by  Coke's  i'^ 
port  subsidiary,  Coca- Col  :  ,;  irlCorp. 
Maqsudi  family  tradinu  ■.  -  ny  and  .'• 
government  of  Uzbekista  • 

Maqsudi  brought  in  his  ^ 
to  help  run  the  operation.  CCBU,  i 
tered  in  Tashkent,  found  all  doors  op. 
Pepsi,  which  had  owned  llic  market  ii\ : . 
vict  times,  was  pushed  out,  cind  all  >  ! 


Uzbekistan  was  soon  covered  with  red  Coke 
logos.  In  the  next  eight  years  CCBU  invested 
over  $100  million  in  new  bottling  plants, 
warehouses  and  a  nationwide  distribution 
network.  By  1997  the  operation  was  raking 
in  $118  million  in  sales  and  recording  net 
profit  margins  of  29%.  CCBU  was  twice  se- 
lected by  Coke  as  "Bottler  of  the  Year"  for 
the  Eurasia/Middle  East  region. 

Then  in  the  summer  of  2001  things 
began  to  fall  apart.  Maqsudi's  marriage 
broke  up.  His  estranged  wife  left  New 
Jersey  and  took  their  two  children  back 
to  Uzbekistan.  Maqsudi,  still  president 
of  CCBU,  remained  in  New  Jersey.  In 
August  2001  the  Uzbek  tax  police  came 
calling,  unearthing  the  disturbing  fact 
that  CCBU  conducted  almost  all  its 
transactions  through  companies  owned 
by  tiie  Maqsudi  brothers. 

Most  of  the  goods  CCBU  imported 

i.M\  bottling  equipment,  plastic  pre- 

!  IS,  labels,  caps,  etc.)  went  dirough  die 

■H-ov/ned  companies.  And  while 

IS  paid,  often  late,  in  wobbly  Uzbek 

''  'l!,U  couldn't  be  taken  out  of  the 

•;siuli's  properties  got  prefer- 

.e  U;  ihey  were  paid  in  hard 

t   ivi  .idv.ince.  From  1998  to 


2001 ,  while  Coke  was  struggling  to  get  paid,! 
almost  $100  million  was  wired  from 
Uzbekistan  to  Maqsudi  affiliates,  including 
a-Dubai-based  trading  firm,  Valuelink  FZE, 
and  various  offshore  affiHates  of  Roz  Trad- 
ing (the  Maqsudi  company  that  held  the 
family's  CCBU  stake),  according  to  Uzbek 
Central  Bank  records. 

The  Uzbek  prosecutor  general's  office 
now  claims  that  by  overcharging  for  these 
imports  and  taking  straightforward  trad-' 
ing  commissions,  the  Maqsudis  siphoned 
off  much  of  CCBU's  profits  and  stashed  it  in 
offshore  accounts  to  avoid  tens  of  millions 
of  dollars  in  taxes.  In  2002  the  Uzbek  au- 
thorities confiscated  the  Maqsudis'  equity 
share  in  CCBU. 

Mansur  Maqsudi  counters  that  he  and 
his  family  are  victims  of  a  political  vendetta 
launched  by  his  ex- wife.  He  says  his  com- 
panies never  made  any  profits  on  the  Coca- 
Cola  venture  and  that  they  played  an  in- 
dispensable role  in  keeping  the  CCBU 
operation  afloat.  Since  CCBU  became  en- 
gulfed in  scandal,  however,  its  business  has 
slowed  down;  this  summer  it  finally 
stopped  altogether.  That  has  hurt  Coke's 
business  in  Uzbekistan,  which  had  an- 
chored its  sales  in  the  entire  region. 

From  a  purely  financial  perspective, 
however.  Coke's  downside  was  minuscule: 
in  part  because  the  Uzbek  business  was  tiny 
on  the  soda  giant's  $20  biUion-a-year  scale. 
From  1997  to  2000  CCBU  made  $82  million 
in  net  profits,  letting  Coke  add  a  mere  $27 
million  to  its  own  bottom  line.  But  most  ol 
Coke's  equity  income  was  reinvested  in 
CCBU,  and  as  much  as  $40  million  was  lefi 
in  an  Uzbek  bank  account,  mired  in  non- 
convertible  Uzbek  soums.  "We  simply  did- 
n't know  what  to  do  with  the  money;  w« 
had  no  place  else  to  put  it,"  says  Maqsudi. 

An  internal  Coke  report  compiled  by 
PricewaterhouseCoopers  that  was  rushed 
out  in  two  weeks  pegged  Coke's  "quantifi- 
able loss"  in  the  Uzbek  affair  at  a  mere  $3 
million,  but  said  the  real  sum  could  bt 
much  higher;  it  also  made  note  of  possibk 
attempts  by  a  CCBU  official  to  impede  th( 
investigation. 

But  Coke  continued  to  do  busines; 
with  CCBU.  Maqsudi  cites  the  company'; 
need  to  keep  posting  respectable  growth 
"The  pressure  at  Coke  was  huge  for  ever] 
division  to  keep  volumes  growing,  and  the] 
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y  &  power  •  information  &  communication  •  medical  systems  &  healthcare 

iai  services  •  lighting  •  transportation  •  industry  &  automation  •  building  technologies 


»:»?>.3sas^. 


Information  is  the 

4best  medicine,  "r: 


Ph  P  Q  t  m  P  H  i  r  i  n  P    "^^'^^^^^^^  professionals  ■ 

kJ  ^  OL     Ill^vJIv^lllvir*      perform  best  when  they're  well 
in'formt»d.  By  successfully  integrating  medical  and  information  technologies, 
Siemens  provides  physicians  and  health  executives  with  instant  access  to  critical 
information  so  the>'  can  make  the  right  decisions  right  away.  From  medication 
management  systems  to  networked  imaging  systems,  Siemens  provides 
medical  solutions  to  improve  workflow,  reduce  costs  and,  most  importantly, 
make  cutting-edge  care  available  to  everyone,  everywhere. 

Whether  enhancing  the  quality  and  efficiency  of  healthcare,  developing 
transportation  s>'stems  that  ra,ake  travel  safer  and  more  reliable  orbeing^the 
world  leader  in  logic  cont|bl;ieTs  for  industrial  automation,  Siemens  i§    ^ 
reshaping  and  redefining  entire  industries.  When  you  have  425,000  minds 
working  together  all  around  the  globe,  including  75,000  right  here  in  the  U.S., 
innovative  solutions  emerge,.  Ahd  that's  what  it  takes  to  change  the  world. 
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Global  network  of  mnoVatioti 
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www-usa.sneBTens.Gom 
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Coke 


understood  that  this  is  what  they  had  to  do 
to  make  their  numbers,"  he  says.  By  the 
time  he  left  CCBU  in  2001,  "we  had  a  year's 
worth  of  concentrate  in  stock,"  recalls  Maq- 
sudi.  By  contrast,  Coke  bottlers  in  the  U.S. 
rarely  keep  more  than  a  few  weeks'  supply 
of  concentrate  in  stock;  in  remote  markets, 
up  to  three  months'  worth  is  the  norm. 

Similar  allegations  of  channel-stuffing 
emerged  in  Japan,  which  accounts  for 
nearly  a  fifth  of  Coke's  total  worldwide 
sales,  and  elsewhere.  Some  of  the  detaOs 
came  to  light  in  a  shareholder  lawsuit  filed 
in  U.S.  District  Court  in  Atlanta  in  Octo- 
ber 2000.  Suing  on  behalf  of  several  pen- 
sion funds,  lawyers  at  Milberg  Weiss  Ber- 
shad  Hynes  &  Lerach  charged  that  Coke 
inflated  its  1999  revenue  by  $600  million 
and  boosted  pretax  earnings  by  $400  mil- 
lion by  overloading  bottlers  in  Japan,  the 
U.S.,  Europe  and  South  Africa  with  "un- 
needed"  concentrate.  The  lawsuit  was  filed 
after  Coke  reported  $1.5  billion  in  write- 
offs and,  in  the  first  quarter  of  2000, 
recorded  its  first  quarterly  loss  in  memory. 

In  August  the  U.S.  District  Court  in  At- 
lanta dismissed  the  channel-stuffing 
charges  but  allowed  other  parts  of  the  law- 
suit to  proceed.  The  law  firm  has  since  sub- 
mitted a  much  more  detailed  complaint 
about  channel-stuffing,  which  the  judge  is 
now  considering.  (The  Justice  Department 
is  also  investigating  the  matter.) 

The  suit  contends  Coke  induced  its 
Japanese  bottlers  to  take  $233  million  worth 
of  "excess,  unwanted  and  unneeded"  con- 
centrate in  1999;  it  compensated  them  with 
rebates  and  extra  fiands  to  cover  marketing 
and  the  installation  of  thousands  of  new 
vending  machines  in  underserved  locations. 
Instead  of  including  these  payments  as  a 
cost  in  the  income  statement.  Coke  spread 
out  the  cost  over  a  longer  period,  classify- 
ing it  as  an  investment  in  retailing  assets. 
In  1999  Coke  wrote  off  its  "impaired'  Japan- 
ese assets.  It  denies  all  charges  of  channel- 
stuffing. 

Today  signs  of  a  Coke  rebound 
continue  on  ils  long  march  to  conquer  the 
world.  Oi'-  '.  s  "'lilt  its booiiijng overseas 
business  h  thouj.md'.  of  bottlers, 

distribuiors  a  rs  how  to  sell  the 

world's  besi-knowi  •,  ^^^^.  Now  if  only  the 
company  OV-?  -^  ■■  ■  ; :  ispaiiners 
a  thing  or  iw,  y 


Pepsi's  Chinese  Torture 
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hile  Cokeconte 

around  the  world*, . . 

resolve  a  messy  spat  in  the  key  market 
where  it  can  least  afford  trouble:  fast-growing 

China.  Pepsi  accuses  a  joint-venture  bottler  in       \       - 

Sichuan,  the  nation's  most  populous  province,  of    \ 

breach  of  contract.  It  says  the  bottler  refused  to  pro-\ 

vide  access  to  financial  records  and  transferred  own-     \^ 

ership  of  its  shares  without  consulting  PepsiCo.  ^\^  ^^y^ 

"There  is  no  trust,"  says  Li  Chunjia,  general  manager  of  Pep-^ 
siCo  Investment  (China).  Pepsi  sought  international  arbitration  in  Stockholm  in 
August  2002,  seeking  to  kill  the  joint  venture,  abandon  agreements  covering 
Pepsi's  trademark  and  concentrate  supply.  PepsiCo  holds  a  23%  stake  in  the  bot- 
tler, Sichuan  Pepsi,  formed  with  Sichuan  Broadcasting  in  1993.  The  soft  drink 
maker  has  $1  billion  of  investments  in  some  40  joint  ventures  and  subsidiaries  in 
China,  where  it  sells  everything  from  Lay's  chips  to  Gatorade.  The  Chinese  part- 
ner, Sichuan  Yinlu,  is  fighting  back  in  court— and  in  the  media.  In  March  it  charged 
that  a  local  PepsiCo  sales  manager  tried  to  "steal"  its  phone  records;  PepsiCo 
denies  any  involvement 

PepsiCo  entered  the  China  market  in  1981,  two  years  after  rival  Coke,  when 
the  first  reforms  began  to  open  up  the  closed  socialist  economy.  Many  foreign 
companies,  trying  to  get  in  early,  forged  joint  ventures  that  didn't  succeed  for 
various  reasons.  Unlike  Pepsi's  dispute,  however,  most  problems  get  resolved 
quietly.  And  the  cautionary  tales  haven't  deterred  other  investors.  Capital  inflows 
of  nearly  $53  billion  last  year  made  China  the  world's  top  recipient  of  direct 
foreign  investment. 

PepsiCo  says  its  business  in  China  still  grows  at  a  double-digit  pace.  Sales  of 
its  carbonated  soft  drinks  grew  14%  in  volume  from  January  to  October,  compared 
with  a  year  ago.  Pepsi  shipped  almost  290  million  cases  of  8-ounce  bottles  and 
cans.  That  makes  China  one  of  PepsiCo's  five  largest  markets,  Li  said.  Yet  the 
sparkle  would  be  even  brighter  without  its  bottler  woes.  —Russell  Flannery 
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Cindy 
CRAWFORD'S  Choice 


Constellation 


The  Omega  Conscellation  is  a  rare  blend  of  style  and  elegance, 
a  superb  example  of  the  watchmaker's  art.  This  is  no  wonder,  since 
Cindy  Crawford  assisted  Omega  in  its  design,  creating  the  only  watch  she 
is  proud  to  wear. 


OMEGA 


www.omegawatches.com 


Swiss  V^atch  Gallery  LagunaHsHsMall,  LagunaHllls,  CA  949-458-1962 


^y  -  '^  It's  under  the  hood.  New  cars  from  Hyundai  do  more  than 

drive  -  they  ta.x  back  IBM  and  Hyundai  Motors  teamed  up  to  put  "telematics"  in 
Hyundai  veh  c;   :  -  e'formance  data  streams  from  car  to  carmaker.  So  maintenance 
efficiency  goo  ar-sa!es  service  improves.  Warranty  costs  come  down.  And 

information  gets        .  ■  lymdai's  new  car  designs,  shortening  production 

cycles  and  cutting  casts.  Voil:.  Cash  money.  Found. 


A  guide  to  the  on  demand  world:  Hidden  value 


Where  to  find  a  million 
dollars  you  never  knew 
you  had. 

Chances  are  you're  sitting  on  some  cash.  Problem  is,  it  could 
be  anywhere.  Behind  your  servers.  Stuck  in  a  silo.  Buried  in 
your  processes.  Or  underneath  Mike  in  marketing.  You  may 
not  have  it  in  your  sights,  but  one  thing  is  for  sure,  it's  there. 
So  how  do  you  find  it? 


IBM  business  consultants  help  you  root  out  bottlenecks,  turf  wars  and 
cultural  ruts  and  turn  them  into  new  revenue  streams  or  avoided  costs.  By 
running  at  a  state  of  uber-efficiency,  everything  falls  into  place.  Nothing  can 
hide.  Nothing  gets  mired  down.  And  savings  get  tilled  back  in. 

In  a  time  when  IT  money  is  limited  to  what  you  can  shake  out  of  the 
corporate  couch  cushions,  on  demand  options  are  plentiful.  Like 
outsourcing.  Grid  computing.  Pay-as-you-go  resources.  And  Linux? 
All  efficiency  boosters.  All  without  a  complete  overhaul. 


I  you  see  it?  it's  an  on  demand  world.  And  IBM  Business 
lulting  Services  can  look  at  your  business  holistically  (at  the 
0  level)  and  then  jump  in  (at  the  micro  level)  to  bring  hidden 
rtunities  to  the  surface.  So  you  can  squeeze  every  dollar,  euro  and 
out  of  them.  You  show  us  the  couch,  we'll  help  show  you  the 
.  On  demand  business.  Get  there  with  (©':  us'ness  on  demand™ 


Ranksfiat  Driver  |  By  Jerry  Flint 


Until  the  Pips  Squeak 


THE  WAY  TO  MAKE  MONEY  IN  THE  AUTOMOBILE  Busi- 
ness is  to  run  your  factories  at  100%  capacity  and  sell 
every  car  and  truck  at  full  sticker  price.  It's  not  how 
many  cars  you  make,  but  capacity  and  price.  That's 
why  Toyota,  Nissan  and  Honda  among  them  made  $9 
billion  in  just  six  months,  most  of  it  in  the  U.S.,  while  Detroit's 
much  larger  Big  Three  are  happy  to  crawl  into  the  black. 

If  you  are  stuck  with  excess  capacity  and  can't  unload  the 
cars  without  discounting  them,  you  resort  to  cutting  costs:  Shut 
factories,  fire  salaried  employes,  build  lots  of  different  vehicles 
off  the  same  basic  skeleton  (a  good  idea  always)  and  put  the 
screws  on  suppliers  to  cut 
their  prices. 

Alas,  in  an  incomprehen- 
sible stupidity,  Big  Three 
bargainers  gave  up  the  right 
a  while  back  to  permanently 
shut  factories  when  they 
needed  shutting.  They  have 
cut  back  their  salaried  peo- 
ple and  are  still  trying  to 
get  the  hang  of  building  lots 
of  vehicles  off  the  same 
skeleton. 

That  leaves  putting  the 
screws  on  suppliers.  Detroit  automakers  are  doing  that,  and 
doing  it  in  the  most  appalling  ways. 

A  new  General  Motors  Fuhrungskommando  gives  suppliers 
30  days  to  match  a  rival's  lower  price — or  lose  the  business.  This 
is  a  horrendous  club  and  comes  when  automakers  are  asking 
suppliers  to  invest  more  in  research  and  engineering.  They  live 
in  dire  fear  that  contracts  will  be  canceled,  with  GM  refusing  to 
pay  them  for  their  investments. 

When  the  industry  started  100  years  ago,  every  carmaker 
was  an  assembler.  It  bought  parts  and  put  them  together.  Then, 
roughly  speaking,  around  World  War  I  Ford  and  General 
Motors  decided  they  could  build  parts  themselves  better  and 
cheaper.  At  i;  ...-r  plants  were  not  unionized,  and  it 

made  perfect  s^-uc  ;.•..;  aoni  employers  could  be  tougher  than 
Old  Joe  who  ran  a  srr.ai:  p.„  ;-  plant  and  knew  every  employee. 

But  today  the  hour!v  i^hnr  .  ost  at  a  supplier  may  be  one- 


To  cut  costs,  Detroit 

automakers  are 

putting  the  screws 

on  suppliers. 

But  they  are  doing 

it  in  the  most 
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the  focus  of  all  too  much  atti 
tion,  which  takes  the  form  c 
squeeze  on  suppliers.  Gene 
Motors  started  this  a  decade ; 
when  its  new  purchasing  b 
began  breaking  contracts  a 
telling  one  potential  contr 
bidder  what  another  was  doi 
Since  then  there  have  bt 
demands  for  arbitrary  pr 
cuts,  5%  this  year,  20%  o 
three  years.  If  a  suppll 
squawks,  the  carmaker  recommends  moving  work  to  low-w; 
countries  Like  China. 

The  great  pressure  to  cut  costs  comes  because  Detroit  is  1 
ing  business  to  the  Japanese  and  Germans. 

Ironically,  the  Japanese,  who  are  as  tough  as  anybody 
bargaining,  don't  squeeze  suppliers  in  quite  the  same  w 
With  them,  a  deal  is  a  deal,  and  if  there  is  a  problem,  tl 
work  with  the  supplier.  They  get  respect  from  American  si 
pliers.  The  German  suppliers  have  high  prices,  but  then  tl 
build  the  parts  that  make  BMWs  and  Mercedes  the  best  c 
in  the  world. 

Before  Daimler  took  over  Chrysler,  Chrysler  had  worl 
out  a  program  with  suppliers.  It  asked  them  to  cut  costs,  I 
split  the  savings  with  the  suppliers.  Chrysler  was  considered ' 
best  to  do  business  with  of  Detroit's  Big  Three,  and  Chryy 
prospered,  too.  Then  Daimler  took  over,  Chrysler  got  into  trc 
ble,  and  the  new  bosses  abandoned  the  successful  program 
the  philosophy  of  squeezing — squeezing,  as  they  say,  tmtil  ■ 
pips  squeak. 

All  this  shortchanging  of  suppliers  comes  from  a  miscona 
tion.  Toyota,  Honda,  BMW  and  Mercedes  aren't  doing  well  1 
cause  of  cheap  parts  or  low  vehicle  prices.  Their  cars  are  mi 
expensive  than  ours.  They  are  doing  weU  because  they  are  bui 
I    ing  ftne  vehicles  and  the  customer  is  willing  to  pay  for  them.  T 
Taurus  and  Malibu  wouldn't  outseO  the  Accord  and  the  Can 
even  if  the  suppliers  gave  their  parts  to  Ford  and  GM  for  free. 
So  there  are  a  few  rules  that  Detroit  should  memorize. 
It's  the  product  that  matters,  not  the  part's  price.  Detroi 
improving  its  product,  but  the  attack  on  suppliers  threatens  i 
good  work. 

It's  the  best  parts  that  Detroit  needs,  not  the  cheapt 
because  if  you  demand  cheap,  you  get  cheap.  And  we  all  kn 
what  that  does  to  quality. 

And  last,  you  can't  have  your  friends  and  eat  them,  ti 
Cooperation  is  better  than  confrontation. 


Forl>es 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automc 
industry  since  1958.  Visit  his  home  page  at  www.forbes.CDm/flint. 
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Special  Advertising  Section 


PROGRESSIVE  AND  " 

BOLD,  AUTHENTIC 
AND  GPOi  iMHFn 


Opening  its  wing-like  "BriseSoleil,"  the  Milwaukee  Art  Museumfushers  in  q  new  era  in  Greater  Milwaukee, 


NORTHWESTERN  MUTUAL 


^p—  \  conomlc  development  once  hod  everything  to  do  with  business  attraction 
I  t-  I  and  little  to  do  with  community  development.  Increasingly  businesses  and  the 
V^~y  communities  in  which  they  reside  are  equal  parts  dependent.  Companies 
searching  for  the  best  talent  must  make  their  expansion  and  relocation  decisions  in 
large  part  based  on  where  that  talent  lives.  Professionals  considering  a  move  must  take 
a  hard  look  at  factors  such  as  the  ability  to  make  their  mark  in  a  livable  and  enlivened 
environment.  Greater  Milwaukee,  Wisconsin,  gets  that  message  and  delivers. 


By  Julie  Cigallio  Granger 

Produced  in  cooperation  with  the  Metropolitan  Milwaukee  Association  of  Commerce 


John  Stollenwerk 
President  and  CEO 


( 


Allen -Edmonds  Shoe 
Corporation 


) 


Milwaukee  is  a  place  where  lasting  rela- 
tionships are  built.  There  is  a  tradition  of  trust. 
There  is  continuity.  People  know  they  can 
count  on  each  other.  The  code  of  conduct  for 
Milwaukee's  business  community  is  based 
directly  upon  these  values.  Allen-Edmonds 
Shoe  Corporation  proves  it  every  day. 

Headquartered  just  north  of  Milwaukee, 
Allen-Edmonds  has  strong  ties  to  the  com- 
munity as  a  supporter  of  area  nonprofits  and 
as  a  major  employer.  Since  1922,  the  com- 
pany has  handcrafted  premium  men's 
footwear  in  Southeastern  Wisconsin.  And 
Allen-Edmonds  President  and  CEO  John 
Stollenwerk  is  committed  to  staying  here.  At 
a  time  when  so  many  manufacturers  are 
taking  their  operations  offshore,  Allen- 
Edmonds  is  investing  in  research,  new  equip- 
ment and  training  to  continue  manufacturing 
in  Southeastern  Wisconsin  —  profitably. 

Globally,  the  organization  includes  four 
manufacturing  facilities,  a  network  of  Allen- 
Edmonds  s'.ores  and  a  strong  presence  in  the 
showiocm-  .■•  ir...  vorld's  finest  retailers. 

For  mare  Jnfonviation,  please  visit 
www.:!i(e<')edmond8.co.s, 


Men 
Edmonds 
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Beth  Ridley  and  Abim  Kolawole  recently  relocated  to 
Greater  Milwgul<ee  from  New  Yorl<  City, 


Professionals    are    drawn    to    the  good  jobs  and  a  great  lifestyle.  Gre.i 
region's  renewed  urban  center,  the  Milwaukee  is  a  prime  example, 
coolness  components  of  great  enter- 
tainment and  eateries,  and  the  less  (MAKING  THE  RIGHT  MOVE)  I 

flashy,  but  important,  assets  of  superi-  When  Abim  Kolawole  and  his  v\ 

or  schools  and  affordable  housing  and  Beth  Ridley,  relocated  to  Milwaul; 

services.  Businesses  flourish  in  Greater  they  expected  there  would  be  trader' 

Milwaukee  because  the  economy  has  a  Kolawole,  a  Nigerian  native,  and  Ric^ 

strong  foundation  and  bright  prospects,  who  was  a  Milwaukee-area  resic 

"You  simply  cannot  thrive  as  a  region  in  through   high   school,    had   lived 

the  global  market  without  having  high-  worked  around  the  world,  most  rec 

quality  jobs  and  the  people  to  fill  them,  ly  in  New  York  City  They  liked  the  cul 

We  have  both,"  says  Tim  Sheehy,  pres-  and  energy.  "But  we  were  workinj 

ident  of  the  Metropolitan  Milwaukee  very  high-pressure  jobs  to  support 

Association  of  Commerce  (MMAC).  lifestyle,"  remembers  Kolawole.  "h 

Besides,  midsize  cities  are  where  it's  we  can  still  enjoy  a  great  arts  and  er 

at,  say  the  experts.  Joel  Kotkin,  a  senior  tainment  scene  without  the  hassles 

fellow  for  public  policy  at  Pepperdine  for  less  money."  Moving  to  Greater 

University,  states,  "There  is  a  dramatic  waukee  last  March,  the  couple  trade 

shift  in  urban  fortunes,  weakening  the  a  45-minute  commute  for  a  10-mir 

clout  of  the  biggest  cities  while  spread-  commute  and  a  condo  for  a  charn 

ing  power  and  influence  to  scores  of  home  in  a  convenient  and  desir 

smaller  centers"  Middle-tier  markets  are  neighborhood.  Most  importantly, ' 

becoming  magnets  for  people  seeking  gained  a  work-life  balance. 


^VINDOAV    OKFICK 


CORNER   OFFICE 


OVAL   OFFICE 


^idmonds 

All    Walks  of  Life"      Made  in  USA 


Styles  from  business  to  casual,  sizes  6-16  and  widths  AAA-EEE.  Truly  the 
widest  selection  available.  And  with  our  Recrafting*  process,  they'll  be  ready 
for  a  second  term.  For  a  catalog  and  dealer  near  you,  call  1-800-235-2348. 


Shoes  from  (op  to  bottom:  Cannondale.  Hillcrest,  Byron 


allenedmonds.com 
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Prompted  by  the  desire  to  raise  their 
newborn  son  in  a  community  with 
abundant  amenities  and  the  time  to 
enjoy  them  as  a  family,  the  couple  finds 
Milwaukee  nurturing  but  not  dulling  to 
their  professional  edge.  "In  New  York, 
there's  so  much  going  on,  but  you 
always  feel  like  you're  on  the  sidelines," 
explains  Ridley.  "Here  you  can  apply  that 
same  passion  and  see  results." 

One  of  the  most  pleasant  surprises  for 
the  couple  was  the  ability  to  make  con- 
nections even  before  leaving  the  East 
Coast.  Kolawole  found  his  job  first,  as 
assistant  general  counsel  at  financial  ser- 
vices giant  Northwestern  Mutual.  Ridley 
works  as  a  program  officer  for  the 
Greater  Milwaukee  Foundation,  research- 
ing and  making  recommendations  on 
how  grant  dollars  should  be  spent. 
"During  my  job  search,  literally  everyone 
I  contacted  took  the  call  and  helped  me 
in  whatever  way  they  could,"  says  Ridley. 
"I  felt  like  I  had  a  network  of  supporters 
already  working  on  my  behalf." 

Kolawole  and  Ridley  stress  that  being 
in  positions  to  influence  change,  both  in 
their  careers  and  in  their  community,  is 
important  to  them.  Kolawole  says,  "Mil- 
waukee has  a  new  kind  of  conscious- 
ness, and  the  wheels  are  in  motion  to 
keep  the  momentum  moving." 

(THE  COMPLETE  PACKAGE) 

Located  on  the  western  shore  of  Lake 
Michigan,  90  nrnles  north  of  Chicago, 
Milwaukee  is  visually  striking.  Looking 
out  across  the  lake  from  downtown,  glit- 
tering waves  meet  the  horizon  as  far  as 
the  eye  can  sen.  A  woicG'-iinn  skyline, 
clean  street-  -i  public 

spaces  create  ,/nment 

Milwaukee  is  the  ,   n   ;■ 

country,  and  more  i  •     ^;)  busi- 

nesses and  1.9  rniilior  ^  rh.- 

region  their  honit 

Greater  Milwaukti.'  rit 

of  a  super  region  thru  ,,go 


and  research-intensive  Madison,  70  miles 
to  the  west.  This  triangle  constitutes 
America's  third-largest  market  for  goods, 
services,  talent  and  supplies,  and  is 
home  to  the  second-highest  concentra- 
tion of  "creatives"  in  the  world,  accord- 
ing to  Dr.  Richard  Florida,  a  Carnegie 
Mellon  University  professor  and  author 
of  The  Rise  of  the  Creative  Class. 


and  built  more  than  2,200  downto 
housing  units  in  the  past  couple  of  ye< 
Greater  Milwaukee  is,  according  to  bi 
.  ness  owners  and  residents,  a  city  that  I 
come  alive. 

"The  Milwaukee  region  realizes  t 
what  young  people  want,  everyone  wa 
—  a  good  job  with  prospects  for  grov 
a  great  arts  scene  and  a  wide  variety 


Quality  craftsnnanship  never  goes  out  of  style,  evidenced  by  these 
historic  honnes  on  Milwaukee's  Eastside. 


In  recent  years.  Greater  Milwaukee  has 
reinvented  itself  through  public-private 
partnerships.  Catalytic  economic  develop- 
ment projects  include  a  retractable-roof 
n."-seball  stadium  for  the  Milwaukee  Brew- 
V  the  state-of-the-art  Midwest  Airlines 
•".or'vention  center,  a  mile-long  promenade 

■  'g  an  urban  vista  and  a  stunning  Mil- 

w>';.;kee  Art  Museum  addition  that  has 

O','- '  the  city's  skyline.  Meanwhile, 

ore.-:eurs  have  breathed  new  life  into 

.t  rGf|!;.'iV.3  nightlife,  arts  and  entertain- 
ment scenes.  Developers  have  rehabbed 


housing  options,"  says  Jeff  Sherman,  £' 
year-old  who  is  beating  the  Internet  c 
as  cofounder  of  a  successful  online  ( 
news  magazine. "  Now  it's  time  the  w  i 
understands  that  Milwaukee  offers  ) 
complete  package  for  a  whole  lot  le 
Sherman  credits  the  region's  success ' 
"never  having  lost  track  of  what  it  v 
while  becoming  what  it  is" 

(PROUD  TO  CHOOSE  MILWAUK 

Greater  Milwaukee's  robust  busir 
base  is  powered  by  its  human  cap 
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2  is  a  growing  recognition  that  the 
n's  workforce  provides  its  ultimate 
ntage.  Long  known  as  a  great 
!  to  settle  down  and  raise  a  family, 
Vlilwaukee  area  is  also  a  great 

to  begin  and  develop  careers.  The 
anked  10th  m  the  nation  on  the 
Hot  Jobs-Cool  Communities 
t  for  its  attributes  that  connect 
ers'  personal  and  professional 
Place  is  clearly  important  to 
's  professionals.  The  changes  that 
=curring  in  Greater  Milwaukee  are 
lating  with  relocating  individuals 
'lifers"  alike.  According  to  the 

recent  census  figures.  Greater 


Milwaukee  home,"  says  Shelley 
Jurewicz,  executive  director  of  YPM. 
"Putting  young  professionals  in  a  posi- 
tion to  shape  this  community  will 
sirengthen  our  local  talent  pool  and  cer- 
tainly attract  the  attention  of  talented 
people  across  the  country." 

YPM  showcases  the  people  and 
places  of  Greater  Milwaukee  so  young 
talent  can  become  educated  on  the 
region's  crucial  issues.  It  also  links  col- 
lege interns  with  area  employers  and 
brings  people  of  different  backgrounds 
and  professions  together  to  explore 
how  living  diversity  at  home  and  on  the 
job  can  strengthen  the  community. 


age.  In  late  2003,  the  creator  of  the  "Best 
Places  to  Live"  lists  named  Milwaukee 
14th  out  of  54  cities  for  its  fun  factors: 
things  like  sports  teams,  restaurants, 
shopping  malls,  boat  ownership,  theaters, 
toy  stores  and  the  amount  of  money  spent 
on  recreation.  Money  magazine  summed 
it  up,  calling  metro  Milwaukee  "a  city  for 
people  who  love  cities." 

(HOUSING  OPTIONS) 

Moving  to  the  region,  one's  housing 
options  are  wide-ranging.  Downtown 
warehouse  and  loft-style  condos  are 
especially  popular,  reflecting  a  national 
trend  of  movement  back  into  cities  by 


recent  years,  Greater  Milwaukee  tias  reinvented  itself  ttirougti  catalytic 
onomic  development  projects  wtiile  entrepreneurs  have  breattied  new 
into  ttie  nightlife  arts  and  entertainment  scenes. 


lukee  is  expenencing  a  net  gain  of 
e-educated  people. 
ig  to  the  source  was  the  strategy 
d  the  formation  of  Young  Profes- 
s  of  Milwaukee  (YPM).  This  orga- 
)n  of  2,600  professionals,  age  39 
ider,  is  taking  the  future  of  its  city 
isly.  Developed  by  the  Metropoli- 
lilwaukee  Association  of  Com- 
J,  YPM  is  reputedly  the  largest 
ost  active  group  of  its  kind  in  the 
■y.  YPM  was  formed  with  the  mis- 
f  helping  local  companies  attract 
tain  the  best  talent. 
:ked  with  emerging  leaders  and 
aries,  the  group  is  championing 
-gain"  efforts  with  a  refreshing 
sm.  Half  of  the  group's  members 
insplants  and  are  reaching  out  to 
across  the  country  to  give  them 
3ssage:  Greater  Milwaukee  is  the 
:o  be.  "We  want  to  be  the  reason 
talent  chooses  to  make  Greater 


YPM  events  draw  more  than  300 
people  —  both  young  professionals  and 
top  CEOs  —  creating  a  candid  conver- 
sation. Says  We  Energies  Chairman  and 
CEO  Richard  A.  Abdoo,  "I  see  an  eager- 
ness on  the  part  of  young  professionals 
to  become  involved  and  provide  leader- 
ship for  the  direction  of  the  city  and 
continue  to  build  upon  the  foundation 
that  current  and  past  civic  leadership 
has  given  to  this  community." 

(THE  RIGHT  TOWN  AT 
THE  RIGHT  TIME) 

Greater  Milwaukee  is,  according  to 
natives  and  newcomers,  a  great  place  to 
live.  In  the  past  two  years,  Milwaukee  has 
appeared  on  lists  of  America's  best-man- 
nered cities  (No.  3),  healthiest  cities  (No. 
16)  and  best  places  to  be  single  (No.  24). 
Violent  cnme  rates  are  low  (llth-lowest 
among  major  metres),  and  the  standard  of 
living  is  10%  higher  than  the  nation's  aver- 


young  professionals,  empty  nesters  and 
many  in  between.  At  the  end  of  2002, 
downtown's  housing  stock  consisted  of 
7700  apartments,  condos  and  houses.  At 
least  550  more  are  under  construction. 

Milwaukee's  North  Shore  along  Lake 
Michigan  offers  stately  tree-lined 
streets  and  elegant  properties.  Many  of 
the  region's  early  20th-century  homes 
are  lovingly  preserved  examples  of  the 
Craftsman  style  and  can  be  found  in  the 
city's  first-ring  suburbs,  within  an  easy 
commute  of  downtown.  New  construc- 
tion opportunities  are  plentiful  both  to 
the  north  in  Ozaukee  County  and  west 
of  the  city  in  the  rolling  hills  known  as 
Lake  Country. 

Housing  dollars  go  far  in  Greater  Mil- 
waukee. In  2002,  the  median  resale 
prce  of  a  single-family  home  was 
$173,800  —  below  the  average  for 
major  metropolitan  areas.  The  median 
resale  price  of  a  home  rose  16.3%  last 
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year   —    the    llth-highest    increase 
among  major  metros. 

(THE  HOT  SPOTS) 

Greater  Milwaukee  is  full  of  the  hip  and 
the  classic.  Downtown  sizzles,  suburban 
shopping  beckons  and  its  distinctive 
neighborhoods  have  a  life  all  their  own.  All 
of  these  amenities  are  critical  in  attracting 
talent  to  the  region.  Whether  it's  a  quiet 
dinner  at  award-winning  Sanford's,  an 
evening  of  gallery  tours,  late-night  poetry 
readings  or  sampling  local  brews.  Greater 
Milwaukee  does  not  disappoint.  The  local 
music  scene  is  particularly  active  and  runs 
the  gamut  of  rock,  blues,  hip-hop  and  folk. 
The  region's  best  are  spread  through  thriv- 
ing entertainment  districts. 

Water  Street's  roots  as  a  watering 
hole  date  back  almost  to  the  city's  found- 
ing. This  main  downtown  artery,  which 
includes  a  dozen  bars  and  restaurants  as 
well  as  City  Hall  and  the  Marcus  Center 
for  the  Performing  Arts,  is  where  the 
region's  college  crowd  and  arts  patrons 
come  together. 

Brady  Street,  a  diagonal  thorough- 
fare connecting  Water  Street  to  the 
city's  chic  Eastside,  features  upscale 
boutique  shopping  and  fine  dining 
alongside  generations-old  ethnic  gro- 
cery stores  and  bakeries. 

Just  south  of  downtown  is  the  Historic 
Third  Ward,  the  city's  oldest  center  of 
commerce,  where  today's  creative  class 
congregates.  The  area  is  home  to  the 
region's  highest  concentration  of  art  gal- 
leries, antique  shops,  photography  studios 
and  advertising  agencies.  A  year-round 
public  market  is  slated  to  open  in  2004. 

North  Milwaukee  Street  has  been 
making  a  major  comeback.  The  place  to 
be  for  women's  fashion  more  than  30 
years  ago,  it  ;s  well  on  its  way  to  becom- 
ing the  place  for  fashionable  nightclubs 
and  eateries.  Ten  new  restaurants,  clubs 
and  coffee  shops  opened  on  just  two 
blocks  ot  thi^.  ,ueet  in  the  oast  two  years. 


The  neighborhoods  of  Walker's  Point 
and  RiverWest  are  being  revived  with 
avant-garde  galleries,  coffee  shops  and 
unique  restaurants.  People  of  all  ages  and 
backgrounds  are  making  these  areas  their 
stomping  grounds  and  their  homes. 

Take  a  drive  outside  the  metro  limits, 
and  one  can  find  plenty  of  open  space  in 
unspoiled  settings.  Twenty  miles  north, 
Cedarburg's  historic  main  street  is  a 
step  back  in  time,  complete  with  a  cov- 
ered bridge,  dozens  of  gift  stores,  a 


forming  arts  groups.  The  arts  are  big  bi 
ness,  employing  roughly  3,000  peoi 
with  combined  budgets  of  $30  millii 
And  the  region  ranks  second  in  the  coi 
try  for  its  private  funding  of  the  arts. 
Major  arts  groups  include  t 
acclaimed  Milwaukee  Sympho 
Orchestra  and  the  top-rated  Milwi 
kee  Ballet  Company.  The  region  a 
supports  progressive  contemporf 
dance  companies  such  as  Dancewot 
and  the  rhythmically  charged  Ko-T 


Greater  Milwaukee's  nightlife  offers  something  for  everyone. 


winery  and  several  bed-and-breakfasts. 
Thirty  miles  to  the  west  is  Delafield, 
nestled  in  the  Kettle  Moraine  Hills.  This 
area  offers  quaint  shops  and  abundant 
recreational  activities  in  a  postcard- 
perfect  setting. 

(THE  PERFORMING  ARTS) 

Few  regions  the  size  of  Greater  Mil- 
waukee boast  so  many  first-rate  per- 


which  performs  dance  and  music  fi 
African  and  Caribbean  cultures. 

Milwaukee  hosts  two  professi( 
opera  companies  (the  Florentine 
Skylight  Opera  Theatre),  regional  the 
companies  that  are  among  the  nati' 
finest  and  experimental  arts  groups 
break  new  ground.  Milwaukee's  ' 
International  Film  Festival  premiere 
November  2003.  The  festival  put 


i 


They  both  took  care  of 

business. 


Took  care  of  their 

families. 


So  why  will  one 


leave  his  family  with  every 

advantage, 


while  the  other  leaves 


everything  to  chance? 


The  difference  is  an  estate  plan  that  will  leave 
more  of  your  assets  where  you  want  them  to  go. 
A  Northwestern  Mutual  Financial  Network 
Representative  offers  expert  guidance  in  estate 
planning,  as  well  as  a  network  of  specialists  to 
help  get  you  closer  to  all  your  financial  goals. 


W 


W  Northwestern  Mutual 

FINANCIAL  NETWORK® 


inovative  solutions  for  retirement>  estate,  insurance,  and  personal  finance.    Af©  VOU  thST©  y©t?^ 


i-2009  ®  2003  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


www.nmfn.com 
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spotlight  on  Milwaukee  and  nnidwestern 
films  and  filmnnakers. 

(MUSEUMS) 

Greater  Milwaukee  has  nnore  than  20 
museunns,  from  the  world-renowned  to 
the  whimsical.  The  Milwaukee  Art 
Museum  is  a  leading  repository  for 
Wisconsin-born  Georgia  O'Keeffe's 
work.  The  Milwaukee  Public  Museum 
includes  a  permanent  live  butterfly  habi- 
tat. Located  next  door  in  the  museum 
complex  are  the  interactive  science 
museum,  Discovery  World,  and  the 
Humphrey  IMAX  DomeTheatre. 

The  William  F.  Eisner  Museum  of 
Advertising  &  Design  focuses  on  the 
impact  of  marketing  on  our  culture.  The 
International  Clown  Hall  of  Fame, 
dedicated  to  clowns  around  the  world, 
is  befitting  to  a  city  that  hosts  the 
Great  Circus  Parade  each  summer  — 
a  rolling  display  of  75  antique  circus 
wagons  and  animals. 

(MAJOR  AHRACTiONS 
AND  ANNUAL  EVENTS) 

Milwaukee  was  settled  by  waves  of 
immigrants,  each  weaving  traditions  into 
the  region's  fabric.  Milwaukee's  nick- 
name, the  "City  of  Festivals,"  is  owed  to 
the  many  cultures  celebrated  each  year  at 
street  and  Lakefront  festivals  of  ethnic 
food  and  music.  Summerfest,  a  10-day 
event  known  as  the  world's  largest  music 
festival,  draws  1  million  visitors.  The  Mil- 
waukee County  Zoo  is  considered  to  be 
among  the  finR---.i  .p.  the  country. 

(RECREATIONAL  OPPORiyNtTsES) 

Greater  Milwaukee  is  naturally  beauti- 
ful. Newcomers  often  comment  on  the 
the  pristine  Lakefront  and  the  plentiful 
parks  —  140  totaling  15,000  acres,  just 
within  the  county  borders.  The  area  also 
has  numerous  inland  lakes,  ••'-  -  r  md 
rivers.  Boating,  hiking,  rolleu ..-,,,  .^  and 
skiing  are  readily  accessible. 


About  seven  miles  west  of  downtown, 
the  Pettit  National  Ice  Center  is  a  training 
facility  for  Olympic  hopefuls  and  amateurs. 
Wisconsin  ranks  10th  in  the  number  of 
golf  course  establishments  per  100,000 
people.  According  to  Golf  Digest,  the 


as  the  top  franchise  in  all  of  pro  sports  I 
f'SPA/ magazine.  The  PGA  holds  an  anni 
tournament  at  Brown  Deer  Park  on  ti 
city's  Northside.The  oldest,  continuous 
operated  motor-racing  facility  in  the  wor: 
the  Milwaukee  Mile,  will  add  the  Ini 


Greater  Milv^aukee  residents  take  full  advantage  of  the  area's  four 
distinct  seasons. 


nation's  second-best  golf  resort  (behind 
Pebble  Beach)  is  just  45  minutes  north  in 
Kohler,  Wisconsin.  Greater  Milwaukee  is 
located  within  easy  travel  distance  to  des- 
tinations such  as  Chicago  and  Door 
County,  a  scenic  vacation  peninsula  three 
hours  north  of  the  city. 

(SPORTS) 

Milwaukee  is  truly  in  the  big  leagues 
when  it  comes  to  sports.  In  addition  to  Mil- 
^vaukee  Brewers  baseball  and  Milwaukee 
Bucks  basketball,  the  region  hosts  profes- 
iional  indoor  and  outdoor  soccer  and 
hockey  leagues.  Wisconsin's  legendary 
r„ppn  Bay  Packers  NFL  team  was  ranked 


Racing  League's  IndyCar  Series  to  its  20 
calendar  of  events. 

"Greater  Milwaukee  is  raising  the  I: 
for  every  aspect  of  itself  —  its  workfon 
its  economic  development  and 
tourism,"  says  Dean  Amhaus,  execut 
director  of  the  Spirit  of  Milwaukee, 
organization  dedicated  to  communicati 
the  value  of  Greater  Milwaukee  as  a  c 
tural  destination.  "Each  feeds  into  t 
other  and  strengthens  the  whole.  Our. 
Museum  is  truly  a  symbol  for  what  ^ 
waukee  has  become:  a  region  of  ingei 
ity,  innovation  and  creativity.  This  mi 
sage  carries  across  our  people,  ( 
culture  and  our  businesses" 


ADVERTISEMENTS 


DE  IN  MILWAUKEE) 

lie  Spanish  architect  Santiago  Cala- 
designed  the  2001  addition  to  the 
aukee  Art  Musetim,  Greater  Mil- 
ee  firms  engineered,  constructed 
utfitted  it.  Local  workers  and  com- 
s  take  great  pride  in  the  products 
)roduce  and  the  services  they  pro- 
Sreater  Milwaukee  is  a  region  that 
ving  forward  by  blending  the  best 
heritage  with  an  invigorating  spirit, 
■itality  is  reflected  in  its  sustained 
innic  growth. 


has  had  operations  here  for  more  than 
a  century.  Corporate  giants  like  Johnson 
Controls  and  GE  Medical  Systems  are 
complemented  by  fast-growing,  midsize 
firms  and  innovative  start-ups. 

When  Allen-Edmonds  Shoe  Corpora- 
tion was  founded  more  than  80  years 
ago,  the  region's  workforce  was  replete 
with  skilled  craftspeople.  "Today,  we 
hire  good  people  with  easily  transfer- 
able skills  and  then  focus  our  energies 
on  training.  The  one  thing  that  hasn't 
changed  is  the  drive  —  the  work  ethic 


volume  that  will  reach  $85  million  in 
2003,  business  is  booming. 

Companies  like  SAB/Miller  Brewing, 
the  second-largest  brewer  in  the  U.S., 
and  Harley-Davidson,  which  celebrated 
Its  centennial  anniversary  last  summer 
with  more  than  250,000  of  its  devoted 
customers,  put  Greater  Milwaukee  on 
the  map.  Johnson  Controls  is  another 
example  of  homegrown  success.  A 
global  leader  in  automotive  systems  and 
facility  management  and  control,  the 
company  employs  115,000  worldwide 


he  region's  economic  base  are  six  firms  on  the  Forbes  500s  list  of 
erica's  biggest  companies.  Corporate  giants  are  complemented 
fast-growing,  midsize  firms  and  innovative  start-ups. 


he  region's  economic  base  are  six  Milwaukee  is  known  for  is  still  very  evi-  and  is  the  largest  publicly  traded  com- 
on  the  Forbes  500s  list  of  Ameri-  dent,"  explains  company  President  and  pany  in  the  state.  Says  John  M.  Barth, 
biggest    companies.    Rockwell      CEO  John  Stollenwerk.  With  customers      Johnson  Controls  president  and  CEO, 


lation,  which  moved  its  headquar-      ranging  from  Hollywood  celebrities  to 
ack  here  from  California  in  1999,      President  George  W.  Bush,  and  sales 


Mien-Edmonds  coworker  sews  an  upper  for  one  of  nnore  fhan 
hoe  styles  in  the  product  line. 


"Milwaukee  has  been  our  home  for  118 
years.  An  exceptional  workforce  that 
drives  innovation  and  productivity  at 
Johnson  Controls  reflects  the  values  of 
Milwaukee.  While  we  continue  to 
expand  globally,  we  will  always  be 
proud  of  the  Wisconsin  roots  that 
made  us  what  we  are  today." 

Just  20  years  ago.  Greater  Milwau- 
kee's economy  was  based  primarily  in 
manufacturing.  While  18%  of  its  work- 
force —  about  175,000  people  —  is  still 
employed  in  manufacturing  jobs,  the 
local  economy  has  transformed  itself.  It 
is  now  a  diverse  center  of  technology 
and  financial  and  service  organizations 
where  no  one  industry  dominates. 

(DIVERSE  ECONOMY  PRO- 
MOTES STABILITY,  INGENUITY) 

Greater  Milwaukee  is  known  today 
as  much  for  its  gene  therapy  research 
as  its  tool  and  die  makers.  This  diver- 
sity is  evident  in  the  wide  range  of 
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John  Barth 
President  and  CEO 


( 


Johnson  Controls 


) 


Milwaukee  is  our  home  and  has  been 
for  118  years.  Our  2,000  employees  here, 
and  115,000  worldwide,  are  proud  of  the 
history,  dedication  and  commitment 
to  exceeding  customers'  expectations, 
which  is  at  the  core  of  our  success  as  a 
global  corporation. 

An  exceptional  work  ethic  and  high  level 
of  integrity  at  Johnson  Controls  reflects  the 
values  of  Milwaukee.  Diversity  is  a  core 
objective  —  whether  from  a  customer, 
employee  or  supplier  perspective.  The  diver- 
sity and  involvement  of  our  people  is  the 
foundation  of  our  strength.  We  are  one  of 
only  12  companies  that  has  achieved 
$1  billion  annually  in  business  with  minority 
suppliers.  Our  customers  include  companies 
large  and  small,  from  major  automakers  to 
hospitals,  schools  and  government  facilities 
around  the  world. 

We've  come  a  long  way  since  we  were 
founded  here  in  1885.  While  we  continue  to 
expand  globally,  we  will  always  be  proud  of 
the  Wisconsin  roots  that  made  us  what  we 
are  today 


ftfi 


What's  better  than  the  millions  you'll 
technology?  The  fact  that  we'll  guarani 


.   JQHNSON 
CONTRiuS 

our  nGW  OUIlClinQ      www.johnsoncontrols.com 

US  online  or  call  us  at  1-4U-524-4262. 
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Brian  Stark 

President,  Controls  Group 


( 


Johnson  Controls 


) 


At  Johnson  Controls,  we  look  at  buildings 
and  see  more  than  just  bricks  and  mortar  — 
we  see  possibilities.  Buildings  are  assets  for 
our  customers  —  our  job  is  to  make  them 
productive  assets.  We  lead  the  industry  in 
developing  and  delivering  facility  solutions 
that  decrease  operational  costs,  increase 
energy  efficiency  and  let  customers  concen- 
trate on  their  core  business. 

You'll  find  us  improving  the  learning  envi- 
ronment in  schools,  closely  monitoring 
critical-care  areas  in  hospitals,  guaranteeing 
lower  operational  costs  for  building  owners 
and  enhancing  fire  and  security  systems  in 
airports  and  government  facilities. 

We're  also  proud  to  be  a  global  leader  in 
energy  management.  We  work  with  our  cus- 
tomers to  create  environmentally  friendly, 
high-performance  sustainable  buildings  that 
use  less  energy,  generate  less  waste  and 
have  lower  life-cycle  costs. 

From  Milwaukee  to  Malaysia,  we're  using 
the  latest  technology  to  provide  the  best  solu- 
tions for  our  customers.  We  guarantee  it. 
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companies  that  make  Greater  Milwau- 
kee their  home. 

Northwestern  Mutual,  the  nation's  lead- 
ing direct  provider  of  individual  life  insur- 
ance, is  widely  admired  for  its  full  range 
of  financial  security  products,  innovative 
management  and  the  quality  of  its  sales 
force  of  7,900  financial  representatives. 

"Every  year,  more  than  4,000  financial 
representatives  and  their  families  make 
the  pilgrimage  to  Milwaukee  —  at  their 
own  expense  —  for  our  annual  meeting," 
says  company  President  and  CEO  Ed 
Zore.  "They  love  this  city,  its  attractions 
and  the  activities  it  offers.  As  a  result, 
they  keep  on  coming  back  year  after  year. 

"Our  commitment  extends  into  the 
community  through  the  Northwestern 
Mutual  Foundation,"  says  Zore.  "In  the 
past  five  years,  we  contributed  $65  million 
to  national  and  Milwaukee-area  programis. 
We  have  a  lot  of  pride  in  our  products,  our 
foundation,  our  4,400  home  office  employ- 
ees and  our  financial  representatives." 

Many  Greater  Milwaukee  companies 
are  global.  In  2002,  Wisconsin  compa- 
nies exported  more  than  $10.7  billion 
in  goods.  Manpower  International  has 
offices  in  more  than  60  countries.  GE 
Medical  Systems  is  a  world  leader  in 
diagnostic  imaging  equipment.  The 
region's  location  in  the  upper  Midwest 
makes  it  possible  for  metro  Milwaukee 
companies  to  ship  to  more  than  one- 
third  of  the  nation's  population  in  a  day. 

Greater  Milwaukee's  financial  indus- 
try IS  exceptionally  strong,  with  com- 
panies like  Marshall  &  lllsley  Corp., 
Robert  W.  Baird  and  Heartland  Advi- 
sors helping  boost  Milwaukee  to 
second  place  behind  Boston  for  most 
money  management  firms  per  capita. 
Wisconsin  is  an  undisputed  leader  in 
online  financial  services  with  compa- 
nies such  as  Metavante  and  Fiserv. 
Kohl's  Department  Stores  is  one  '  thp 
country's  fastest  growing  ,ia 
store  chains. 


,__ 

Greater  Milwaukee's  diversework-  Milwaukee  region.  Following  are 

force   —  with    large^   populations   of  principal  industries  expected  to  take 

African-American,  Hispanic/Latino  and  region  through  the  coming  decadeSi 

Asian  people  —  is  a  key  advantage  in  Biotechnology.  Wisconsin  is  a  do| 

driving  the  success  of  the  region's  busi-  nant  state  for  biomedical  technokj 

nesses.  Says  Johnson  Controls'  Barth,  research  and  start-ups.  Leading  the  v! 

"Diversity    is    a    core    objective    -^  are  the  University  of  Wisconsin-Madi;j 

whether  from  a  customer,  employee  or  and  the  Medical  College  of  Wisconsiij 

supplier  perspective.  We  are  one  of  only  Greater  Milwaukee.  In  2002,  the  Med| 


Bionnedical  technology  is  a  leading  Wisconsin  industry. 


12  companies  nationwide  that  has 
achieved  $1  billion  in  business  with 
minority  suppliers  "The  National  Minor- 
ity Supplier  Development  Council 
named  Johnson  Controls  Corporation  of 
the  Year  in  October  2003. 

(STRENGTH  IN  NUMBERS 
AHD  EXPERIENCE) 

Greatei  Milwaukee's  traditional  base 
and  other  important  "cluster"  indus- 
tries will  continue  to  provide  steady  job 
y<o>Ath  and  long-term  prosperity  for  the 


College's  Department  of  Physiolc 
ranked  first  in  the  nation  in  gr 
research.  Major  areas  of  research  inci' 
bioinformatics,  biophysics,  biostat 
human  molecular  genetics  and  bioeth 
Software  Development.  The  rap 
growing  sector  of  software  devel 
ment  and  data  processing  in  the  Gre; 
Milwaukee  area  accounts  for  more  t 
142  establishments  employing  m 
than  6,000  people.  Representative  o 
panies  in  the  field  include  Catalyst,  F 
Prairie  Corp.  and  PKWARE. 


m 
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inting.  Greater  Milwaukee  ranks  as 
of  tne  nation's  largest  connmercial 
;ing  centers  with  618  businesses  and 
100  employees.  Large  printing  com- 
es in  the  area  include  Quad/Graph- 
Sengraph  and  the  Arandell  Corp. 
salth  Care.  There  are  more  than 
}0  health  care  organizations  in 
3ter  Milwaukee,  and  the  region's  pre- 
r  health  networks  attract  patients 

throughout  the  Midwest.  Nearly 
000  people  are  employed  in  health 

in  Greater  Milwaukee. 


Large  traditional  companies  are  inno- 
vators in  their  own  right.  Technology  — 
today's  tool  of  the  trades  —  is  helping 
firms  of  all  sizes  to  reinvent  themselves 
to  ensure  long-term  success. 

According  to  Kenneth  R  Manning, 
Sensient Technologies'  chairman,  presi- 
dent and  CEO,  "Our  technology  orienta- 
tion is  a  natural  outgrowth  of  our  busi- 
ness. We  have  transformed  Sensient 
from  a  commodity-driven  business  to  a 
global  specialty  products  company.  In 
addition  to  developing  food  and  bever- 


gracefully  winds  down  into  the  area, 
exposing  land  slotted  to  create  a  unique 
entertainment  and  housing  district.  The 
project  will  utilize  20  buildings  of  the 
130-year-old  Pabst  Brewery,  vacant 
since  1996. 

The  Menomonee  River  Valley,  which 
runs  west  from  downtown  for  about 
two  miles,  was  once  an  industrial  cor- 
ridor. Prospects  for  this  140-acre  land 
parcel  got  a  major  boost  this  fall  with 
the  approval  of  a  federal  grant  for 
remediation  and  industrial  redevelop- 


eater  Milwaukee's  diverse  worl<force  ~  with  large  populations  of 
rican-American,  Hispanic/Latino  and  Asian  people  —  is  a  key 
Jvantage  in  driving  the  success  of  ttie  region's  businesses. 


OVATION  IS 
TO  SUCCESS) 

ith  plenty  of  homegrown  Internet, 
i/vare  and  high-tech  firms  forming  in 
region,  Greater  Milwaukee  is  work- 
0  ensure  these  firms  have  the  cap- 
they  need  to  grow.  Leading  the 
ge  IS  TechStar,  an  organization 
led  with  five  local  academic  institu- 
;  and  the  MMAC. 
chStar  identifies  new  technologies 

high  commercial  value,  develops 
tegic  business  models  and  facili- 
s  staged  investment.  "With  a  sup- 
ive  business  and  academic  commu- 

metro  Milwaukee  is  an  ideal 
tion  for  the  creation  of  technology 
panies,"  saysTechStar's  Managing 
ctor  Lane  Brostrom. 
le  Milwaukee  County  Research  Park 
uiit  to  cultivate  high-tech  businesses 
ouses  more  than  70  companies  that 
ide  2,300  jobs.  According  to  Milwau- 
County  Executive  Scott  Walker,  "We 
ve  strongly  in  fostering  an  environ- 
t  where  well-paying  jobs  can  thrive." 


age  systems,  we  produce  Inkjet  inks 
and  highly  purified  organic  chemicals  for 
organic  light-emitting  diodes,  as  well  as 
fragrances  and  specialty  cosmetic  ingre- 
dients. Sensient  has  expanded  its  mar- 
kets not  only  with  new  products,  but 
also  geographically.  We  currently  oper- 
ate from  80  locations  and  sell  our  prod- 
ucts in  150  countries." 

(REDEVELOPMENTS  YIELD 
NEW  OPPORTUNITIES) 

Greater  Milwaukee  is  discovering  new 
life  and  growth  potential  in  areas  of  the 
region  that  are  ripe  for  rehabilitation. 
"Our  development  philosophy  is  based 
on  adding  economic  value  while  pre- 
serving and  enhancing  Milwaukee's 
unique  urban  character,"  says  Julie 
Penman,  Milwaukee's  commissioner  for 
City  Deveiopment. 

Twenty-six  acres  on  the  northern 
edge,  of  downtown  that  had  been 
obscured  under  the  concrete  labyrinth 
of  a  freeway  spur  are  being  developed 
from  the  ground  up.  The  freeway  now 


ment.  "With  its  focus  on  high-tech 
manufacturing,  this  redevelopment  will 
bring  more  than  1,000  jobs  into  an  area 
bordered  by  one  of  the  most  densely 
populated  areas  of  the  state.  We 
should  be  marketing  sites  by  2005," 
predicts  Penman. 

Like  most  cities,  Milwaukee  has  expe- 
rienced a  lower  rate  of  employment  and 
slower  business  growth  at  its  center. 
The  Initiative  for  a  Competitive  Milwau- 
kee is  aimed  at  generating  a  more  pros- 
perous future  for  Milwaukee's  inner  city. 
The  project  is  a  partnership  between 
Milwaukee  business,  civic  and  commu- 
nity leaders  dedicated  to  creating  sus- 
tained economic  opportunity  through 
four  business  clusters.  "The  long-term 
health  of  any  city  is  dependent  on 
ensuring  a  high  quality  of  life  for  all  its 
citizens,"  says  Julia  Taylor,  president  of 
the  Greater  Milwaukee  Committee,  a 
civic  leadership  organization  spearhead- 
ing the  effort. 

"The  business  community  here  is  not 
waiting  for  change  to  happen  —  they  are 
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Kenneth  R  Manning 
Chairman,  President  and  CEO 


Sensient  Technologies 
Corporation 


Sensient  Technologies  Corporation 
(NYSE:  SXT)  is  a  leading  global  manufactur- 
er and  marketer  of  colors,  flavors  and  fra- 
grances. The  Company  employs  advanced 
technologies  at  facilities  around  the  world 
to  develop  specialty  food  and  beverage  sys- 
tems, cosmetic  and  pharmaceutical  ingre- 
dient systems  and  specialty  chemicals  for 
Inkjet  inks,  display  imaging  systems  and 
other  applications. 

Through  a  well-planned,  long-term  strat- 
egy, Sensient  has  been  transformed  from  a 
commodity-based,  domestic  business  to  a 
global  company  with  value-added,  technol- 
ogy-driven products.  Since  1997,  Sensient 
has  made  19  acquisitions  that  dramatically 
strengthened  its  existing  business  and 
allowed  it  to  enter  new  markets  around  the 
world.  Acquisitions  will  remain  a  part  of  the 
overall  strategy  but  the  Company  will  con- 
tinue to  focus  on  growing  existing  opera- 
tions. In  2000,  the  Company  adopted  its 
new  name,  Sensient  Technologies  Corpora- 
tion, to  reflect  its  expanded  scope.  Today, 
Sensient  has  operations  in  80  locations  in 
31  countries 

Sensient  Technologies  Corporation 
777  East  Wisconsin  Ave. 
iVlilwaul<ee,  Wl  53202 
1-800-558-9892 
www.sensient-tech.com 


making  it  happen,"  says  Dennis  Kuester,  time  of  22  minutes  ranks  among 

IVI&i  Bank's  president  and  CEO  and  a  lowest  in  the  nation  for  larger  cities. 

board  member  of  the  MIVIAC.  Through  convenient  interstate  system  serve; 

the  "Blueprint  for  Economic  Prosperity,"  ^  a  gateway  to  the  rest  of  the  state 

business  leaders  are  actively  involved  in  beyond.  Discussions  are  under  way  f 


IVIIdv\/est  Airlines,  |-ieadquartered  in  Milwaul<ee, 
has  been  rated  tlie  nation's  best  airline. 


SENSIE 


i\- 


lobbying  for  positive  changes  in  tax,  infra- 
structure and  education  policies  as  well 
as  creating  programs  to  strengthen  the 
region's  minority  businesses. 

(MAKING  BUSINESS  BEHER) 

There  are  many  practical  and  profitable 
reasons  businesses  and  people  choose  to 
make  Greater  Milwaukee  their  home 
base.  Taken  altogether,  the  costs  of  doing 
business  and  living  in  the  region  are  rela- 
tively low,  while  the  advantages  are  many 

CTR.V  JSPOftTATION) 

Getting  around  Greater  Milwaukee  is 
J-  .■•.-r.-illy  fast  and  painless.  Its  commute 


high-speed  rail  line  to  connect  Chia 
Milwaukee  and  Madison.  Amtrak  tr 
make  the  Chicago-Milwaukee  90-mir 
commute  seven  times  daily,  and 
major  freight  rail  lines  serve  the  aree 

Milwaukee's  General  Mitchell  Inte 
tional  Airport  offers  220  daily  departure 
90  nonstop  and  direct  destinations, 
region's  largest  earner.  Midwest  Airline 
headquartered  in  Milwaukee  and  has  t 
rated  America's  best  airline  by  Conde  i 
Traveler.  Travel  time  from  downtown  tc 
airport  is  only  15  minutes. 

Milwaukee  has  one  of  the  few  p 
in  the  Great  Lakes  open  to  naviga 
year-round.  The  port  serves  as  a  stf 


Sensient   is   a   world   leader   in 


the    development    of    flavors. 


fragrances  and  colors.  To  achieve 


bU   have    to   be    able   to    create  our    presen,    capabilities,    we 

the  products  that  customers  want  and  others  can't  easily  develop. 


We've  done  that." 


Kenneth  P.  Manning 

Chairman  and  CEO 

Sensient  Technologies  Corporation 


concentrated  our  focus.  Expanded 


our  technology.  Broke  into  new 


industries.  And  opened  up  new 


markets.  So  today  we  can  offer 


our  customers  the  products  that 


give  them  a  competitive  edge. 


Let  Sensient  partner  with  you  to 


create  new  and  innovative  products 


that  will  build  your  business. 


SENSIENT 


www.sensient-tech.com      1.800.558.9892 
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Richard  A.  Abdoo 
Chairman  and  CEO 
Wisconsin  Energy  Corp. 
and  We  Energies  Chairman 


( 


We  Energies 


) 


A  longtime  advocate  of  economic  revital- 
ization  in  soutiieast  Wisconsin,  Richard  A. 
Abdoo  is  tine  chairman  of  the  board  and 
chief  executive  officer  for  Wisconsin  Energy 
Corp.,  and  the  chairman  of  the  board  of  We 
Energies,  the  corporation's  largest  utility 
subsidiary.  He  serves  as  the  chairman  of 
the  Milwaukee  Redevelopment  Corp.,  the 
Metropolitan  Milwaukee  Association  of 
Commerce  and  is  the  former  chairman  of 
the  Greater  Milwaukee  Committee. 

Abdoo  has  been  key  to  several  efforts  to 
promote  the  greater  Milwaukee  area.  In 
the  early  1990s,  the  company  refurbished 
its  century-old  headquarters,  the  Public  Ser- 
vice Building.  This  effort  placed  the  building 
on  the  National  Register  of  Historic  Places 
and  kept  more  than  1,000  jobs  in  down- 
town Milwaukee. 

Through  its  WISPARK  subsidiary,  the 
company  builds  and  promotes  residential 
and  retail  development.  Projects  m  Milwau- 
kee include  Library  Hiii,  PabstCity  and  the 
Boston  Lofts.  The  company's  LakeView 
Corp.  Park  development  in  Kenosha  ha? 
created  7,400  full-time  jobs. 


we  energies 

today,  tomorrow,  tooetfiei. 
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gic  shipping  and  receiving  harbor  for  Abdoo.  "The  key  is  building  the  gen 

international    trade    for    nnidwestern  tion  where  it  is  needed  and  redueing 

states.  A  new  high-speed  auto  and  pas-  dependence   on   outside   sources 

senger  ferry  will  begin  operating  in  June  ^  energy.  As  we  move  into  a  digital  s 

2004   and    sail    from    IVlilwaukee    to  ety,  it  is  vital  that  the  energy  infrast 

Muskegon,  Michigan.  .  ture  is  able  to  meet  the  needs  of 


WISPARK,  a  We  Energies  subsidiary,  supports  developments  lil<e  the 
proposed  PobstCity,  a  residential  and  entertainment  complex. 


(ELECTRIC  COSTS) 

Greater  Milwaukee's  energy  prices  are 
more  than  10%  below  the  average  of  the 
country's  top  20  cities.  "We  have  man- 
aged our  business  by  keeping  our  costs 
down  while  providing  environmentally 
responsible  energy,"  says  We  Energies' 
Abdoo.  We  Energies  is  the  area's  leading 
provider  of  energy. 

"We  plan  to  keep  energy  a  competi- 
tive advantage  in  this  region.  Our  'Power 
'">e  Future'  plan  is  designed  to  build 
ew,  tLiPl-diverse  electric  generation, 
■   've    our   existing    facilities    and 
'ie  O'lr  distribution  network,"  says 


customers    and    accommodate 
growth  projections  of  our  region." 

(FAVORABLE  BUSINESS 

TAX  POLICIES)  / 

Workers'  compensation  rates  inV 

consin  tend  to  be  among  the  lowest  ir 

country  and  serve  as  a  national  mo 

Wisconsin  employers  pay  the  lov 

allowable  costs  because  rates  derive  f 

a  company's  actual  experience, 

Favorable  business  tax  policies  inch 

•  Property  tax  exemptions  for  mam 

turing  machinery,  equipment,  inve 

ries,  pollution  control  and  comput 
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and  grow 
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As  your  business  grows,  you'll  have  needs.  We  Energies  and  Wispark, 
subsidiaries  of  Wisconsin  Energy  Corporation,  have  the  resources  and 
technology  to  meet  the  demands  of  your  expanding  business.  We  can  produce 
the  power  you  need  efficiently  and  economically.  If  you  are  planning  to 
relocate,  we  can  provide  real  estate  development  services  for  office  and 
industrial  space.  As  Wisconsin's  economy  grows,  we  are  ready  -  with  both 
reasonably-priced  energy  and  high  quality  business  settings.  You  can  count  on  us. 


To  learn  more,  visit  www.we-energies.com 


today,  tomorrow,  together 
www.we-energies.com 
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•  A  single-factor  tax  formula  for  corpo- 
rate income  taxes  based  on  sales 

•  60%  capital  gains  exclusion 

•  Tax  credits  for  R&D  and  the  energy 
used  in  manufacturing 

•  A  decreasing  personal  income  tax  rate 

•  7.9%  corporate  income  tax. 

Tax  incentive  packages  are  typically 
offered  to  relocating  businesses  and  may 
include  relocation  financial  assistance, 
technology  tax  credits  and  low-interest 
loans,  depending  on  the  company's  loca- 
tion and  business  type. 

(EDUCATION) 

A  region  cannot  produce  a  superior 
workforce  without  laying  the  groundwork 
through  excellent  educational  systems. 
With  110,000  students  on  19  area  cam- 
puses. Greater  Milwaukee  is  the  sixth- 
largest  college  town  in  the  country, 
according  to  a  2000  study  from  McGill 
University.  The  region  produces  13,000 
bachelor  or  advanced-degree  graduates 
each  year.  At  the  high-school  level,  Wis- 
consin students  consistently  rank  at  the 
top  of  national  scores  for  the  ACT  college 
admission  test. 

Parents  in  Milwaukee  have  more  edu- 
cational options  at  the  grade  and  high- 
school  level  than  any  other  city  in  the 
nation.  Through  public,  private,  choice 
and  charter  schools,  130,000  students 
are  preparing  for  the  future. 

Strong  ties  exist  between  local 
research  institutions  and  area  business- 
es. The  Milwaukee  School  of  Engineering 
is  actively  erigaged  in  business  partner- 
;-:•  ipo  thfO'.jgh  its  Rapid  Prototype  Center. 
1  ':u  Univorsilv  of  Wisconsin  Mil.-rtukee 
inslii'ji.'l   "Tne   Milwauke  to 

create  c.  i  , -university  partner- 

ships, share  its  academic  oxpartise  and 
research  capabilities,  and  aeVelop  r;-./; 
ways  of  learning  that  emphasi. . 
munity  experiences. 

In  business,  having   ics  to  academia 
I     '"solutely  invaluable  becaus;.  there 


is  so  much  knowledge  to  be  gained," 
says  Allen-Edmonds'  Stollenwerk.  "It's 
all  about  establishing  a  dynamic  dis- 
course. This  ability  to  exchange  ideas  in 
a  meaningful  way  is  a  big  part  of  what 
makes  a  community  vibrant." 

(SEE  FOR  YOURSELF) 

The  dialogue  in  Greater  Milwaukee  is 
spirited,  as  the  region  finds  not  one, 
but  many  voices  coming  together.  Tal- 
ented professionals  are  joining  experi- 
enced and  innovative  corporate  part- 
ners in  moving  the  region  forward. 
Businesses  and  the  communities  in 
which  they  exist  cannot  be  separated. 
And  Greater  Milwaukee  wouldn't  have 
it  any  other  way. 

Greater  Milwaukee  invites  you  to  expe- 
rience all  it  has  to  offer  firsthand,  whether 
for  a  vacation,  business  trip,  career  relo- 
cation or  corporate  expansion.  ■ 


For  more  information, 
log  on  to: 

MetromJlwaul<ee.org 

Onmilwaukee.com 

Wisrep.org  . 

Mmac.org 

Ypm.mmac.org 

Web  Address  Directory 

Allen-Edmor^ds 
Vi/v\/w.allenedmonds.conn 

Johnson  Controls,  Inc. 
www.johnsoncontrols.com 

Northwestern  Mutual 
www.nnnfn.com 

Sensient  Technologies  Corporofic 
www.sensient-tech.com 

We  Energies 
www.we-energies.com 
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The  <:rew  team  of  Marquette  University  utilizes  the  Milwaukee  River 
for  its  practice  sessions. 
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bpH  HE  CELL  PHONE  CAME  OF  AGE  IN  THE  1990S— THAT 
■  was  the  decade  of  wireless  voice,  the  decade  that  took 
H  the  U.S.,  roughly  speaking,  from  zero  to  150  million 
H  wireless  customers.  Now  beginning:  the  decade  of 
H      wireless  data. 

On  wired  networks,  data  traffic  overtook  voice  years  ago. 
ta  accounts  for  more  dian  three-quarters  of  the  traffic  on  the 
:kbone  fiber-optic  networks,  and  a  corresponding  share  of 
;  minutes  of  use  on  ordinary  dial-up  phone  lines.  When 
one  lines  are  upgraded  to  add  high-speed  data  capabilities  on 
ot  voice,  the  DSL  data  channel  provides  more  than  1  mega- 
tz  of  capacity  on  the 
iper  wire,  as  compared 
th  the  0.004  megahertz 
:d  for  voice.  And  house- 
Ids  that  sign  up  for  the 
)adband  data  services  use 
m  much  more  heavily 
in  their  voice  lines. 
It  will  be  a  huge  chal- 
ge  to  build  out  a  wire- 
broadband  infrastruc- 
■e  to  match  wireline's, 
ectrum  is  the  biggest 
ue.  A  typical  cable  oper- 
currently  assigns 
negahertz  of  spectrum 
ide  its  wire  to  provide 
h-speed  cable  modem 
vice  to  between  50  and 
homes.  One  wireless 
rier  in  New  York  City, 
contrast,  currently  has 
ess  to  well  under  50 
gahertz  to  provide  both  voice  and  data  service  to  every- 
e  in  the  shadow  of  each  cell  tower — as  many  as  10,000 
iple  on  the  move. 

In  most  of  the  rest  of  the  world  wireless  data  already 
ounts  for  a  substantial  share  of  the  revenues  earned  by 
■eless  carriers.  By  this  measure,  according  to  a  recent  Merrill 
ich  study,  U.S.  wireless  service  ranks  last  in  the  world.  But 
t  is  an  artifact  of  U.S.  regulatory  history.  European  and 
an  carriers  have  been  allowed  to  own  80  to  90  megahertz  of 
ctrum — enough  to  build  out  voice  services  with  room  to 
re  for  wireless  data.  Until  the  beginning  of  this  year,  by  con- 
st, U.S.  carriers  were  capped  at  55  megahertz.  So  carriers 
Tseas  got  a  big  jump  on  deploying  data-capable  network 
"dware.  European  wireless  customers  are  exchanging 
billion  e-mails  a  year. 
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recent  Merrill  Lynch 

study,  U.S.  wireless 

service  ranks  last  in 

the  world. 


U.S.  wireless  customers. 

Even  the  European  and 
Asian  markets  are  still  in  their 
infancy,  however.  The  vora- 
cious demand  for  bandwidth 
in  wireline  networks  comes 
from  hardware  on  the  desktop, 
and  it  has  taken  an  extra 
decade  to  make  that  hardware 
light,  compact  and  cheap 
enough  to  belong  in  every 
pocket  and  purse.  But  the 
hardware  is  there  now,  and  it  will  soon  be  in  the  dashboard 
of  every  car  as  well,  and  in  almost  everything  else  of  any  con- 
sequence that  moves.  And  anything  that  moves  has  to  use  a 
wireless  network,  if  it  is  to  use  a  network  at  all. 

U.S.  wireless  carriers  are  now  in  a  race  to  build  the  new 
data  infrastructure.  Wi-Fi  providers  like  T-Mobile  are  deploy- 
ing wireless  nodes  in  Starbucks  and  airport  lounges;  if 
you've  purchased  a 

Data's  share  of  wireless  revenue 


Japan 


Source:  Michel  Morin,  Merrill 
Lynch,  Global  Wireless  Matrix 
2003. 


new  laptop  recendy, 
it  is  amazingly  easy 
to  establish  a  high- 
speed connection 
in  such  places  sim- 
ply by  clicking  your 
browser  and  enter- 
ing a  credit  card 
number.  Verizon 
recently  announced 
the  rollout  of  a 
high-speed  wireless 
data  service  in  San 
Diego  and  Wash- 
ington, D.C.  AT&T  plans  to  deploy  a  competing  service  in  four 
cities  next  year.  Cingular  is  testing  a  third  technology.  And  as  I 
discussed  in  a  prior  column  (Oct.  14,  2002),  digital  broadcast 
technologies  are  now  drawing  television  and  radio  transmitters 
into  the  game,  as  well. 

Everyone  will  tell  you  that  the  bubble  burst  at  the  end, 
but  it  didn't,  not  really — investors  who  bet  on  the  transfor- 
mative power  of  the  desktop  and  the  wired  Internet  early  in 
the  1990s  prospered,  not  because  they  were  smart  enough  to 
get  out  at  the  top,  but  because  they  were  smart  enough  to  get 
in  at  the  beginning  and  stay  in  for  the  whole  ride.  Same  with 
those  who  invested  in  the  first  decade  of  the  wireless  revolu- 
tion and  stuck  with  it.  There's  another  decade  of  the  same, 
and  more,  ahead.  F 


times  as  many  as 


Forbes 


Peter  Huber,  a  Manhattan  Institute  senior  fellow,  Is  the  author  of  Hard  Green:  Saving  the  Environment 
From  the  Environmentalists  and  the  Digital  Power  Report  Visit  his  home  page  at  www.forbes.com/huber, 
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AST  YEAR  A  UTTLE-KNOVVN  COM- 
pany  single-handedly   revived 
household  recycling  in  New  York 
City.  Hugo  Neu  Corp.,  a  family- 
held  steel  scrap  exporter,  had 
e%er  attempted  that  sort  of  recycling.  But 
figured  it  could  pay  the  city  for  its  cans 
d  plastic  bottles  and  still  squeeze  out  a 
rofit— a  thought  that  apparendy  hadn't 
ccurred  to  any  rival  bidders.  Offering 
.10  per  ton,  Hugo  Neu  won  a  five-year 
ntract.  Refusing  to  get  specific,  the  com- 
any  says  it's  already  in  the  black. 

Manhattan-based  Hugo  Neu  has 
een  turning  trash  into  cash  since  1945, 
hen  it  started  trading  surplus  equip- 
lent  and  materials  left  over  from  Allies 
id  Axis  alike  after  World  War  II.  In  the 
ears  since,  founder  Hugo  Neu  and  then 
is  son  John  turned  the  company  into 
ne  of  America's  biggest  scrap  proces- 


stuff — bedsprings,  toasters,  bicycle 
frames,  washing  machines,  pots  and 
pans — sits  surreally  just  beyond  the 
Statue  of  Liberty  in  Jersey  City,  N.J., 
where  Hugo  Neu  tosses  cars  like  tin  cans 
into  one  end  of  a  6,000hp  hammer  mill. 
Out  the  other  end  emerge  fist-size  lumps 
of  metal  destined  for  steel  mills  from 
Veracruz  to  Kuala  Lumpur.  This  outfit 
knows  from  demolition:  It  was  the  major 
processor  of  mangled  steel  from  the 
World  Trade  Center,  300,000  tons  of  it, 
which  it  resold  around  the  world. 

Its  raw  tonnage  typically  comes  fi-om 
junkyards,  contractors  who  pick  up  old 
appliances  and  such,  and  factories  like 
Ford  Motor's  selling  their  excess  metal. 
Hugo  Neu  tears  it  all  apart,  then  resells 
the  scrap  through  a  global  network  of 
traders  with  intimate  knowledge  of 
Third  World  steel  mills.  From  there  the 


Hugn  Nfiii  Hnrp 

Mozambique  to  Japan  in  1962.  Shortly 
thereafter  it  acquired  one  of  the  world's 
first  car  shredders.  When  Japan  became 
scrap  self-sufficient  in  the  1970s,  the 
company  replaced  that  business  with 
early  moves  into  Turkey,  Taiwan  and 
Korea.  Crucial  to  its  recent  success, 
Hugo  Neu  piggybacked  the  economic 
boom  in  China,  now  the  company's 
largest  market,  with  more  than  a  third 
of  its  scrap  going  there — up  from  noth- 
ing five  years  ago. 

Cracking  the  Middle  Kingdom  took 
some  ingenuity  and  plenty  of  staying 
power.  By  dealing  with  a  Chinese  com- 
mercial attache  in  Montreal,  the  com- 
pany sold  a  small  amount  of  scrap  in  the 
wake  of  Nixon's  1972  trip.  That  grew  in 
the  early  1990s  to  several  hundred  thou- 
sand tons  a  year  through  the  Mitsubishi 
Trading  Group — which  was  quickly  cut 


IVIan's  Junk... 


^ugo  Neu  Corp.  has  been  scrapping  and  shipping 
our  old  cars  to  the  Far  East  for  decades.  Now  it 
i/ants  your  soup  cans,  too  |  by  john  turrettini 


rs  and  its  number  one  exporter,  hitch- 
ig  a  ride  on  the  surging  industrial  for- 

nes  of  Japan,  Korea,  Turkey,  Mexico 
nd  more  than  a  dozen  other  countries 
ong  the  way.  Schnitzer  Steel  Industries 
f  Portland,  Ore.  is  a  50%  nonmanaging 
artner;  last  year  the  joint  venture 
etvveen  these  two  companies  accounted 

r  90%  of  Hugo  Neu's  total  business, 
he  partnership  sent  out  3.5  million  tons 
f  American  scrap  to  feed  overseas  steel 

ills,  earning  $55  million  pretax  on  rev- 

lue  of  $720  million.  Though  the  com- 
any  does  sell  a  small  portion  of  its  scrap 

domestic  producers  like  Nucor,  prof- 
s  are  higher  overseas. 

Scrap,  says  the  65-year-old  John  Neu, 
omprises  "everything  including  the 
itchen  sink."  A  whole  piedmont  of  the 


scrap  becomes  the  raw  ingredient  for 
girders,  angles,  rebar,  paperclips,  tire 
rims — almost  anything  made  from  steel. 

You  have  to  know  the  intricacies  of 
the  market  to  make  any  money  in  trash. 
In  1953  Hugo  Neu  was  one  of  the  early 
suppliers  to  Japan,  supplying  its  new 
steel  mills  with  scrap  sourced  in  part 
from  the  casings  of  bombs  left  over  from 
World  War  II.  Neu  learned  the  business 
trading  industrial  materials  amid  the 
financial  wreckage  of  1920s  Germany 
before  moving  to  London  and  then  to 
New  York  in  1928  at  age  25.  Two  years 
after  finishing  Harvard  Law  School,  son 
John  joined  the  company,  in  1964. 

Japan's  insatiable  demand  for  steel 
eventually  moved  Hugo  Neu  to  buy  its 
own  ships  to  transport  iron  ore  from 


off  in  1996,  when  Beijing,  responding  to 
human  rights  criticism  from  the  Clinton 
Administration,  cracked  down  on 
imports.  A  year  later  the  Asian  economic 
crisis  destroyed  scrap  demand  world- 
wide; global  prices  dropped  in  half,  to 
$90  a  ton. 

It  happened  at  a  bad  time.  The  com- 
pany's then-number-one  market  of 
South  Korea  had  already  peaked  (and 
will  completely  disappear  within  a 
decade.)  After  a  generation  of  building 
factories  and  buying  cars  and  appliances, 
the  Koreans  were  replacing  them  at  a 
rapid  clip,  creating  an  ever-growing  sup- 
ply of  local  scrap  to  obviate  imports,  a 
trend  that  William  Schmiedel,  Hugo 
Neu's  chief  trader,  could  read  in  statistics 
from  Korea's  own  scrapyards.  That 
meant,  at  the  time,  a  looming  wipeout  of 
40%  of  Hugo  Neu's  revenues. 

So  in  1999,  just  as  Hugo  Neu  was 
slipping  into  the  red,  Schmiedel  initiated 
a  new  China  push,  cutting  links  with 
middleman  Mitsubishi  and  hiring  away 
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Hugo  Neu  Corp. 


one  of  its  traders.  Anticipating  that  Chi- 
nese need  for  raw  materials  for  steel 
would  outweigh  Beijing's  aversion  to 
imports,  Schmiedel  sent  the  trader  to  the 
northern  industrial  city  of  Dalian  in  Hei- 
longjiang  Province,  to  win  over  steel 
mills  there. 

hiitially  resistant  to  foreign  scrap,  the 
Chinese  mills  began  opening  their  hop- 
pers to  American  supplies,  even  while 
dismissing  offers  from  the  Europeans, 
who  tend  to  have  "dirtier"  steel  with 
more  nonmetallic  content.  One  hurdle: 
U.S.  scrap  generally  had  too  much  cop- 
per content.  China  could  produce  purer 
stuff  because  its  low  cost  of  labor  allowed 
lots  of  workers  to  handle  almost  all  the 
raw  scrap  manually,  using  acetylene 
torches  to  cut  up  the  scrap  and  removing 
each  piece  of  copper  by  hand.  Since  the 
1960s  American  processors  of  steel  scrap 
have  relied  on  enormous  shredders  to 
tear  up  cars  and  appliances  into  small 
pieces,  using  magnets  and  a  minimal 
number  of  workers  to  separate  the  steel 
from  copper,  glass,  rubber,  upholstery  and 
plastic — an  efficient  but  inexact  method 
of  separation.  Hugo  Neu's  mUls  produced 
scrap  with  0.3%  copper  content;  potential 
Chinese  customers  wouldn't  buy  any- 
thing above  0.25%. 

Not  about  to  let  such  a  large  piece  of 
business  slip  away  to  a  competitor,  Hugo 
Neu  cleaned  up  its  scrap.  It  did  so  by 
recalibrating  its  shredders  so  that  they 
would  tear  cars  and  appliances  into 
smaller  pieces.  It  doubled  the  number  of 
conveyor  belts  coming  out  of  the  shred- 
der and  slowed  the  belts'  speed  by  half  to 
allow  workers  more  time  to  sift  out  cop- 
per by  hand.  That  required  doubling  the 
number  of  laborers  at  four  sites  and 
shelling  out  bonuses  for  each  pound  of 
copper  they  produced  at  the  end  of  the 
day.  Whatever  the  cost,  the  changes 
worked:  Hugo  Neu  produced  scrap  at 
acceptably  purer  levels  and  the  Chinese 
started  buying— 800,000  tons  in  2000 


and  1.6  million  tons  this  year. 

A  sensitivity  to  regional  demands  has 
helped  in  Mexico,  too,  where  Hugo  Neu 
has  increased  sales  sevenfold  in  the  last 
five  years,  to  700,000  tons.  The  issue 
there  was  the  country's  fragmented  stegl 


By  The  Numbers 


Global  steel  production  will  hit  a  ' 
record  950  million  tons  this  year. 


'"■'"1 


W     Tons  of  U.S.  steel 
scrapped  last  year. 


Scrap  value  of  a  typical 
family  sedan. 

Percentage  of  American 
steel  reprocessed  into  scrap. 


industry,  with  many  small  mills  unable 
to  swallow  a  30,000-ton  boatload  of 
scrap  from  America.  Schmiedel's  Mexi- 
can traders  prevailed  on  him  to  utilize  a 
warehouse  in  Veracruz,  where  the  scrap 
could  be  stored  and  sent  out  across  the 
country  in  smaller  shipments. 

Those  local  traders,  all  of  whom 
work  exclusively  for  Hugo  Neu,  are  the 
company's  critical  advantage,  says 
Schmiedel.  Unlike  many  other  com- 
modities, scrap  has  no  terminal  market 
and  is  not  traded  in  long-term  con- 
tracts, which  is  why  an  exporter  needs 
traders  on  the  ground  abroad  to  sell  day 
by  day  to  the  mills.  "Our  traders  know 
various  layers  of  people  at  the  mills,  not 
just  the  purchasing  agents,  but  also  the 
shipping  agents,  the  melt  superinten- 
dents, the  president  of  the  mill  and  the 


The  head  trader  in  China  might  get  to 
keep  $300,000  and  split  the  rest  of  the 
$800,000  among  his  staftMten  people. 


secretaries,"  says  Schmiedel.  "The' 
know  the  mill's  production  s-chedul( 
and  their  sales  order  book,  along  witli 
their  inventory  and  purchase  orders." 

They  know  those  things  becaus« 
Hugo  Neu  pays  them  to,  using  commis' 
sion-based  compensation,  which  mos 
competitors  avoid  as  too  costly.  Wherd 
rivals  might  pay  a  China-based  trader  a 
base  salary  of  $30,000 — rich  coin  for  th< 
People's  Republic — Schmiedel  shells  oui 
an  average  50  cents  a  ton  as  commis-; 
sion,  which  on  1.6  million  tons  turn;: 
into  $800,000;  the  head  trader  might  ge* 
to  keep  $300,000  of  that  and  share  tht' 
rest  among  his  staff  of  ten.  SchmiedeJ 
admits  that  makes  for  higher  transac-l 
tion  costs  but  says  the  quality  of  hiij 
traders'  information  gives  Hugo  Neu  £i 
one-  or  two-day  jump  on  the  competi- 
tion for  the  best  and  most  profitable 
scrap  contracts. 

The  privately  held  firm  expects  a  70% 
gain  in  net  income  this  year  on  a  40% 
gain  in  revenue.  That  growth  is  due  in 
large  part  to  Chinese  demand,  which  has 
helped  lift  scrap  prices  in  the  last  two 
years  to  $200  a  ton  and  doubled  the  pre- 
tax margin  to  around  $20  a  ton.  (Scrap,j 
like  oil,  is  a  doUar-based  commodity,  so 
Hugo  Neu  is  mostly  unaffected  by  cur-i 
rency  swings.)  Hugo  Neu  also  gets  a 
smaller  revenue  stream  for  trading 
processed  scrap  between  foreign  coun- 
tries. The  company  traded  1.6  million 
tons'  worth  last  year,  at  a  2%  to  4%  mar- 
gin, less  profitable  than  its  other  business 
because  Hugo  Neu  doesn't  take  posses- 
sion of  or  process  the  scrap. 

To  garner  more  business,  the  com- 
pany is  looking  again  to  New  York  City.j^ 
Hugo  Neu  recently  prepared  a  bid,  with 
the  help  of  John's  wife,  Wendy  (vice 
president  of  governmental  and  envi--^ 
ronmental  affairs),  to  take  over  all  of 
New  York  City's  recycling  for  the  next 
20  years.  Along  with  plastic  and  metals, 
that  would  also  involve  dealing  with 
glass,  the  only  recyclable  the  city  will 
have  to  pay  to  get  rid  of.  If  he  wins  the 
bid,  John  Neu  says,  he'll  expand  into 
other  markets — with  enough  material, 
perhaps,  to  help  throw  up  new  neigh- 
borhoods in  Shanghai  and  Kuala 
Lumpur.  F 
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Announcing  an  incredibly  compact,  folding  PDA  phone. 
The  amazing,  new  Samsung  i500. 


1500 
DA  Phone 


1600 
Smartphone 


i700 
Pocket  PC  Phone 


I   '•5- '    Windows 
I  ■-*/  .;,  Mobile- 


The  Samsung  family  of  PDA  phones. 
That's  DigitAII  ingenuity. 

We  started  with  a  sleek,  flip  phone  design.  Then  we  added  a  vivid 
65,000-color  touch  screen  display,  a  fully  functional  digital  organizer 
and  easy  Internet  access.  Then  we  created  a  whole  line  of  incredibly 
compact  PDA  phones  in  both  PalnnOS'"  and  Windows  Mobile'-based 
operating  systems.  So  whether  you're  checking  email  or  calling  the 
office,  these  little  handhelds  give  you  the  best  of  both  all  in  one. 


more  information  visit  www.samsungusa.com/wireless 


CUSTOMER  LOYALTY 
AWARD  WINNER 

!no3 


isurg  mobile  phones  have  been  rated  number  one  in  brand  loyalty  by  consumers  two  years  in  a  row,  according  to  Brand  Keys,  a  leading 
peri^ent  authority  on  brand  loyalty.  ©2003  Samsung  Telecommunications  America,  L.R  Samsung  is  a  registered  trademark  of  Samsung 
tronics  America.  Inc.  and  its  related  entities.  The  Palm  Powered  logo  and  Palm  OS  are  registered  trademarks  of  PalmSource.  Inc.,  a  subsidiary 
aim.  Inc.  Windows  and  Windows  Mobile  are  registered  trademari<s  of  Microsoft  Corporation  in  the  United  States  and  other  countries. 


InterPigitai 


Pay  Up  Or  Else 


Howard  Goldberg  wants  every  cell  phone  to  use 
InterDigitars  chip  technology.  He's  got  a  bizarre 

way  of  wooing  customers  i  by  Elizabeth  macdonald 


INTERDIGITAL  COMMUNICATIONS  IS 
in  the  wireless  business.  But  this  King 
of  Prussia,  Pa.  firm  doesn't  make  any 
phones  or  hantlhelds.  Instead  it 
extracts  money  frux  i  companies  tliai 
do.  It  has  what  it  asserts  is  a  library  of 
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4,200  patents  that  govern  the  innards  of 
wireless  devices. 

Howard  Goldberg,  the  57-year-old 
chief  executive  of  IntcrDigital,  says, 
"We're  at  the  core  of  the  communications 
revolution.  We  keep  gaining  strength 


because  we've  been  in  the  fore 
front  of  invention.  We've  kep 
our  foot  on  the  pedal  mor 
than  anyone."  Goldberg  say 
he's  got  300  engineers  workin 
in  hushed  videoconferencin 
rooms  he  calls  "ideatoriums, 
where  they  find  new  ways  t 
increase  the  range  and  signi 
strength  of  cell  phones. 

But  rather  than  earn  cheer 
or  envy  for  its  research  prowesi 
Goldberg's  company  ha 
earned  enmity  for  its  hardbal 
enforcement  of  intellectua 
property  rights.  Virtually  all  c 
its  $33  million  profit  for  the  firs 
nine  months  has  come  fron 
dragging  customers  like  Erics 
son  and  NEC  Corp.  througl 
legal  disputes  over  patents.  "It 
strategy  is  so  difficult,"  say 
Frank  R.  Marsala,  an  analyst  a 
First  Albany.  "Everything  it' 
done  is  about  pulling  teeth." 
Goldberg,  who  is  also 
lawyer,  says  his  tactic  of  fightin 
poachers  is  intrinsic  to  Inter 
Digital's  success.  "It's  what  w 
have  to  do  every  day,"  he  say; 
"This  is  not  a  situation  wher 
you  can  sit  back  and  just  le 
things  happen." 

InterDigital  has  onl 
recently  stopped  being  a  hi 
moneyloser.  It  turned  a  profii 
before  extraordinary  items,  i; 
four  of  the  last  five  years,  bu 
only  five  out  of  the  last  fifteer 
It  has  generated  free  cash  i 
only  three  years  since  1988.  Worrisom(^ 
as  some  of  InterDigital's  most  valuabl 
patents  expire  in  2006.  But  Wall  Stret 
loves  this  outfit.  Shares  trade  at  $20,  or  1 
times  trailing  earnings,  giving  the  com 
pany  a  market  value  of  $  1  billion. 

What's  to  like  about  this  company 
Lately  investors  have  been  enthiisiasti 
about  the  potential  for  a  big  arbitratio 
victory  against  Nokia  and  Samsung  Elec 
tronics  over  its  second-generation,  or  2C 
digital  cellular  technology.  Goldberg  ha 


Microsoft 

Yout,  potential.  Our  passion. 


flip  the  screen 
I    and  Its  a 
i  notebook  PC. 


Seek  the  big  ideas.  But  doht  neglect  the  small  ones. 

Its  a  notebook  PC,  and  with  a  flip  of  the  screen  it's  as  simple  to  use 

as  a  pad  and  pen.  It's  a  Tablet  PC.  Now  you  can  type  in  a  note  or  write^t 

down  right  on  the  screen,  then  fire  it  off,  across  the  room,  across  the  world. 

Pius  it  runs  the  full  range  of  Windows  XP  compatible  applications,  including 

the  new  Microsoft  Office  System,  so  they  can  be  at  your  command 

wherever  you  go.  See  it  in  action  at  microsoft.com/tabletpc 


Microsoft 


Windows 

Tablet  PC  &■■■■ 


m 


ft  Corporation.  All  rights  reserved,  Microsoft,  Windows,  the  Windows  logo,  the  Windows  Start  logo,  and  "Your  potential.  Our 
iratioivin  the  United  Stat^  a^jjii(P(  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein 


done  much  to  inspire  this  enthusiasm. 

Last  March  InterDigital  issued  a  press 
release  announcing  a  patent  victory  over 
Ericsson  and  its  joint  venture  called  Sony 
Ericsson  MobOe  Communications,  where 
the  two  agreed  to  pay  InterDigital  $34  mil- 
lion. In  the  release  InterDigital  declared  that 
the  settlement  set  a  new,  richer  licensing 
rate  for  Nokia  and  Samsung,  with  royalties 
from  them  potentially  hitting  $  1 80  million 
to  $220  million  over  this  year  and  next. 
Later,  in  their  annual  shareholder  letter, 
Goldberg  and  Chairman  Harold  Cam- 
pagna  touted  an  even  bigger  2G  cash  wind- 
fall from  the  four  concerns  of  $360  million 
to  $430  million  by  mid-2004.  InterDigital's 
stock  soon  shot  to  $28,  quadruple  its  lows 
of  August  2002. 

Not  long  after,  insiders  started  dumping 
shares.  Between  March  and  early  October, 
Goldberg  and  insiders  like  Mark  Lemmo, 
an  executive  vice  president,  unloaded  a  net 
total  of  111,000  shares  for  proceeds  of 
$6  million.  (Goldberg  says  he  has  raised  his 


newer  patents  on  higher-speed  third-gen- 
eration, or  3G,  technology  that  can  help 
expand  bandwidth  for  wireless  e-mail  or 
Web  browsing.  "Any  company  can  design 
around  our  patents,  but  our  inventions 
are  the  simplest,  most  elegant  and  cheap- 
est way  to  make  a  handset,"  he  says'. 
Marsala  at  First  Albany  isn't  so  sure:  "I 
think  they  have  something  defensible  in 
3G,  but  it's  at  least  somewhat  contentious 
what  the  strength  is  of  its  overall  intellec- 
tual property."  So  far  eight  companies, 
including  Sharp  and  Panasonic  Mobile 
Communications,  have  signed  on  to  the 
30  licenses.  Compare  that  to  Qualcomm, 
with  $985  million  in  hcensing  and  royalty 
revenue  and  120  3G  hcensees. 

Moreover,  InterDigital  warned  in  its 
lO-K  for  2002  that  3G  manufacturers  are 
reluctant  to  license  its  3G  patents  "because 
a  leading  wireless  company  has  agreed  to 
indemnify^  them  against  allegations  of 
infringement."  Given  that  a  mystery  com- 
pany— Qualcomm  says  it's  not  the  one — 


because  the  $20  million  deal  technical] 
was  a  new  agreement  to  settle  a  separat 
patent  dispute  with  Sony  Ericsson.  It's  nc 
ihe  first  time  InterDigital  made  this  movi 
Last  year  it  transformed  a  $53  million  leg; 
settlement  with  NEC  into  a  four-year  re\ 
enue  stream,  recording  $12.3  million  i 
sales  in  2002.  The  company  says  account 
ing  rules  allow  for  such  treatment. 

In  any  case,  InterDigital  may  see  its  $3 
million  in  profit  for  the  first  nine  month 
nearly  vanish  because  its  insurer,  Federj 
Insurance,  is  demanding  a  big  $28  miUioi 
cut  of  the  Ericsson-Sony  settlement  t 
reimburse  it  for  attorneys'  fees  it  coverec 
This  fight  is  now  headed  for  arbitration. 

Starting  out  in  1972  as  Internationa 
Mobile  Machines,  InterDigital  made  one  o 
the  earliest  digital  phones,  the  UltraPhone 
but  it  never  found  a  market.  In  the  mid 
1990s  InterDigital  began  focusing  on  jus 
making  patented  designs.  As  InterDigita 
was  pulling  away  from  making  products 
Goldberg  was  coming  to  power.  InterDigi 


Most  of  its  profit  so  far  comes  from  patent  disputes.  "Its  strategy 
is  so  difficult.  Everything  it's  done  in  ahout  pulling  tfifith." 


stake  slightly,  to  86,000,  and  has  sold  shares 
acquired  in  option  exercises.)  Goldberg  is 
unapologetic,  saying  the  company  has  strict 
policies  on  stock  sales.  "We're  people,  we 
all  have  needs,"  he  says. 

But  with  six  months  to  go  before  that 
April  2004  target  date,  prospects  for  a 
gusher  of  cash  look  dimmer  by  the 
minute.  Both  Nokia  and  Samsung  are 
adamandy  refijsing  to  pay  the  advertised 
sums.  As  Nokia  had  paid  just  $32  million 
in  royalties  to  InterDigital  between  1999 
and  2001,  and  Samsung  paid  only  $19 
million  from  1996  to  2001,  it  might  be 
optimistic  to  expect  hundreds  of  millions 
of  dollars.  Both  are  demanding  sealed 
court  documents  from  InterDigital's  legal 
fight  with  Ericsson.  While  both  declined 
comment  on  the  arbitration,  Nokia's 
spokesman  William  Plummer  says:  "Any 
party  can  file  as  many  applications  as  they 
want  to  assert  their  i/itellectua!  property 
rights  and  declare  they're  essential,  but 
that  doesn't  mean  they  an  " 

With  InterDigital's  2G  ,M^ents  expir- 
ing, Goldberg  hopes  to  cut  deals  for  its 
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will  now  protect  companies  from  Inter- 
Digital's htigiousness,  that  ehminates 
much  of  the  fear  of  shunning  Goldberg. 

InterDigital  is  making  the  most  of  its 
patent  revenue.  Ordinarily,  because  it's  non- 
recurring, money  from  legal  settiements  is 
recorded  not  as  ongoing  revenue  but  as 
"other  income,"  says  Charles  Mulford,  an 
accounting  expert  at  die  Georgia  fristimte  of 
Technology.  Despite  telling  investors  in  its 
annual  report  for  2002  that  it  would  book 
legal  settlements  as  "other  income" 
(PricewaterhouseCoopers  made  the  change 
after  taking  over  from  Arthur  Andersen), 
InterDigital  stuffed  the  $20  miUion  it  got 
from  Sony  Ericsson  into  revenue,  with  the 
other  $11  million  (net  of  an  estimated  $3 
million  insurance  reimbursement)  from  Er- 
icsson booked  as  other  income.  That  $20 
miUion  was  half  of  first-quarter  revenue; 
the  $31  million  erased  what  would  have 
been  a  quarterly  loss.  No  cash  actually  came 
in  until  a  $7.8  million  payment  in  the  sec- 
ond quarter,  with  another  $7.8  million  due 
by  the  end  of  die  year. 

uuerDigi.il  argues  it  was  in  the  right 


tal  needed  a  lawsuit  savant,  and  Goldberg  fi' 
the  bill.  A  former  special  counsel  at  the  Se- 
curities &  Exchange  Commission,  he  spen 
ten  years  in  InterDigital's  legal  group. 

Today  Goldberg  oversees  a  squadron  o: 
in-house  lawyers,  which  can  swell  to  dozen; 
of  outside  lawyers  if  need  be.  They've  taker 
their  losses.  In  1995  a  jury  threw  out  Inter- 
Digital's demand  for  $200  million  against 
Motorola  for  patent  infringement. 

For  now  InterDigital  has  another  fight 
on  its  hands.  Four  handset  manufactur- 
ers— Nokia,  Siemens,  NTT  Docomo  and 
Ericsson — are  sick  of  patent  disputes  and 
have  joindy  agreed  to  cap  royalty  rates  on 
patents  for  a  burgeoning  technology  known 
as  wideband  code-division  multiple-access. 
The  consortium  has  suggested  the  rate  be 
set  at  around  5%  of  a  handset's  costs.  "We 
want  to  keep  it  as  low  as  possible,  to  pre- 
vent some  companies  from  just  making 
money  with  their  patents,  as  does  Inter- 
Digital or  Qualcomm,"  says  Siemens' 
spokesman  Florian  Kreutz.  Goldberg  says: 
"I  don't  believe  this  will  substantially  afiiect 
our  business."  That  remains  to  be  seen.  F 
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do  you  need  a  flig 
When  don't  \ 


3.900  flights  a  day.  250  cities.  AAdvantage'  miles.  Admirals  Club'  locations  worldwide.  And  upgrades.  Fly  an  airline  that 
you  and  your  schedule,  not  the  other  way  around.  And  when  you  manage  your  ever-changir  g  travel  plans  at  AA.com,'  you 
can  get  flight  status  sent  straight  to  your  mobile  phone,  pager,  PDA  or  e-mail.  So  next  time  you  fly  get  a  lot  more  airline. 


AmericanAirlines  /2 

AA.com      ^^ 


Managing  today 
Learned,  crafted  an 


The  prudence  to  properly  manage  wealth  isn't  gained  overnight.  It's  forged  over  150  yo 

The  Private  Bank  of  Bank  of  America  has  greater  depth  and  breadth  of  wealth  manageni 
expertise— across  the  financial  spectrum— than  any  other  private  bank.  Equally  important 
havet;he  objectivity  to  bring  this  expertise  together,  creating  more  integrated  solutions  toy. 
complex  needs.  And  we  provide  these  customized  recommendations  based  on  the  extraordii 
strengtli  and  stability  of  Bank  of  America^ 


•i5^ 


it's  jio  wonder  we've  been  entrusted  to  manage,  protect  and  pass  on  wealth  for  more  t 
150years.  I^H 

The  Private.  Ban]^is  dedicated  ta  serving  affluent  families  and  individuals  with  covil 
wealth  mcmagemeM^^)^j!j^Our£xperimced  advisors  customize  unique  and  comprehensive  solui 
for  each  individualymte^mtmg  worM- class:  investment  management,  trusts,  credit  and  haul 
services.  We  M^nnim^oppmu:''-  '  >  wSkwith  you.  We  invite  you  to  call  Caroline  Gra 
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s  are  bom  again  with  renewed  zeal  and  money  to 

Babies 
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•  mission:  to  show  the  world  they  can  do  it  again— for  real  this  time. 


IN  A  CLUTTERED  OFFICE  NEAR  SAN  FRANCISCO'S  PACIFIC  BELL  PARK, 
an  engineer  bangs  out  code  as  graphic  designers  sketch  gun-toting 
warriors,  buxom  babes  and  mutant  rabbits.  They  are  creating  Rekon- 
struction,  an  online  game  designed  to  accommodate  thousands  of 
players  at  once. 

This  new-generation  MMOG  (massively  multiplayer  online  game, 
pronounced  "em-mog")  is  slated  for  release  next  year  from  Damage 
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Rust  Babies 


Studios,  a  startup  run  by  two  survivors  of  the  bubble.  Christo- 
pher DiBona  and  Anthony  Guntharp  reaped  small  fortunes  on 
stock  options  at  VA  Linux.  Now  they  have  put  up  $300,000  and 
aim  to  raise  $10  million  from  investors  to  finish  Rekonstruction. 
The  game  is  set  on  a  postapocalyptic  Earth  400  years  in  the  fu- 
ture, after  an  asteroid  has  annihilated  much  of  the  planet.  When 
the  radioactive  dust  settles,  people  crawl  out  of  shelters  to  re- 
build their  cities,  fighting  for  scarce  resources. 

Sounds  a  lot  like  the  environment  in  high  tech  after  three 
years  of  struggle  against  the  reverberations  of  the  crash.  Trying  to 
build  their  own  comebacks,  a  slew  of  overnight  millionaires  are 


their  customers  want,  then  design  something  to  serve  them. 

Anu  Shukla  retired  after  she  sold  her  company.  Rubric,  a: 
its  marketing  software  to  Broadbase  for  $366  million  in  Febr 
ary  2000,  netting  $50  million  for  herself  After  ten  months 
downtime  spent  buying  herself  diamond  watches  and  beje 
eled  bracelets  and  traveling  to  India  and  Alaska,  she  started  a 
ing  on  old  customers.  They  cited  a  need  for  software  that  coi 
predict  demand.  Thus  did  Shukla,  44,  start  RubiconSoft  in  20 
to  model  such  trends,  putting  up  $1  million  and  raisi 
$8.5  million  from  venture  capitalists. 

Brett  Galloway,  40,  came  away  with  $60  million  in  stoc 


Kl 


WP 


options  and  sales  of  stock  from  Racketeer,  a  netwc 
W8  II  fell  SpGCtSCUlSrly."  ^^^^^  management  company  he  founded  in  1996.  N. 

^^      he  has  bet  $250,000  on  Airespace,  a  San  Jose,  Calif  wi 
^"      less  equipment  maker.  Airespace  has  raised  $38  milli 


coming  out  oi  premature  retirement  and  going  back  for  more. 


Thanks  u-  bi.oi^ 

new  crop  oi  k  i 

be  dubbed  "tht  i-j- 

The  drive  to  c     : 
other  motivation  i-  i 
lution,  to  atone  for  cxi , 
over  from  the  boom.  Goi 


■Aonniiigs,  they  have  the  money  to  seed  a 

•>*'>€:  Silicon  ViiJ ley — which  might  better 

cnew  itself  once  again. 

■    .  ilth  fti'^s  such  efforts,  but  an- 

il;e  Intcriict's  unfiinisliod  revo- 

bubblc  and  dilfJl  promises  left 

le  bubble  s  bad  habits  of  buzz- 


words over  substance,  rapiu-fac  dealiiriaking  and  a  suicidal  em- 
brace of  long-term  losses.  These  gii     actually  usk — ^first— what 


ft^om  VCs  and  should  bring  in  $3  million  in  revenue  this  yeai 
Christina  Jones,  34,  created  her  third  new  company  a  f 
months  ago:  Extend  Fertility,  which  aims  to  improve  bii 
rates  among  women  who  freeze  and  store  their  eggs.  Wh 
she  was  only  19  she  helped  found  her  first  firm,  Trilogy  So 
ware.  In  1996  she  gave  up  several  million  dollars  in  stc 
options  to  run  a  Trilogy  spinoff,  PCOrder,  which  went  pub 
in  I^'ebruary  1999  at  $21  a  share  and  peaked  two  months  la 
at  $94,  making  her  worth  $60  million  on  paper.  PCOrder  ul 
mately  flopped  and  Trilogy  bought  it  back  in  October  2C 
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for  more  than  $6  a  share,  with 
Jones  walking  away  with  $8  mil- 
lion or  so.  While  finishing  up  her 
M.B.A.  from  Harvard,  she  has 
spent  $300,000  researching  new 
fertility  techniques,  including  a 
"slow-freezing"  process  that  may 

boost  birth  rates  from  3%  to  ^^^^^^^^^^^^^^ 
30%.  She  hopes  to  sell  services  ^^^^^^^^^^^^^^ 
within  a  year. 

For  all  of  these  encore  players,  the  task  ahead  will  be  far  more 
difficult  this  time,  but  that  could  make  the  rewards  all  the  sweeter. 

or  Christopher  DiBona  at  Damage,  the  great  thing 
about  the  boom — aside  from  being  worth  $30  mil- 
lion, briefly,  at  the  peak — was  the  feeling  he  and  his 
friend  Anthony  Guntharp  had  in  the  early  days  at 
VA  Linux:  idealism  mixed  with  fearlessness,  an  ex- 
hilaration that  comes  with  risking  everything  on 
something  really  big.  "The  esprit  de  corps  at  VA  was 
amazing,"  says  DiBona,  32,  who  ended  up  with  enough  money 
to  buy  a  new  home  and  set  aside  enough  for  his  daughter's  col- 
lege education.  "We  saw  ourselves  as  avatars  changing  computer 
science.  We  thought  people  would  see  us  as  the  Second  Coming." 
Their  dream  for  Rekonstruction  is  almost  as  grandiose: 


"We  saw  ourselves  as 
avatars  changing  computer 

science.  If  s  so  great 
to  have  that  feeling  back." 


to  host  a  million  players  at  on( 
Sony's  Everquest  can  handle  or 
3,500  players  per  "world,"  whi 
means  Sony  has  to  run  30  worl 
for  its  450,000  subscribers;  pla 
ers  can't  jump  from  one  world 
another.  Rekonstruction  would 
everyone  play  in  the  same  setti; 
^^^^^^^^^^^^^^  at  the  same  time.  Thousands 
players  in  Korea  could  rebuild  San  Francisco  with  thousan 
in  Japan.  Later,  they  could  all  go  to  war. 

Yet  a  year  from  launch  Rekonstruction  has  just  1,8 
gamers  on  its  mailing  list.  Guntharp  thinks  demand  will  pu 
the  game  to  its  limits  in  three  years.  It's  ambitious,  but  possih 
Lineage,  a  game  in  South  Korea,  has  more  than  4  million  su 
scribers.  Industry  analysts  estimate  that  6  million  people  in  t 
U.S.  spent  $500  million  last  year  on  MMOGs  and  that  the  mi 
ket  could  grow  fivefold  in  three  years.  "It's  the  kind  of  ch: 
lenge  we  live  for,"  DiBona  says.  "It's  so  great  to  have  th 
feeling  back." 

DiBona  came  to  this  after  a  chance  encounter  with  Gu 
tharp  in  August  2002  at  Linux  World,  a  techie  confab  in  S 
Francisco.  Guntharp,  depressed  after  being  laid  off  from  i 
Linux  a  year  earlier,  had  spent  that  time  on  his  couch  playi 
MMOGs.  He  invited  DiBona  to  lunch  and  instantly  tried 


Brent  Bilger  is  swimming  against  the  tide  (albeit  an  electric  one)  to  make  home  networking  a  realityl 


,iip^" 


IP 


1 '' 


■ci^" 


% 


rm<. 


:iii»tJi£ 


132 


I     O    R    li     !      s    . 


■inhiT  ??    2n(l  ■ 


GENEVE 


5850  CH 


AUTOMATIC   MOVEMENT 


JUMPING   HOUR 
FRANGK  MULLER  PATENT 


est  [ME 


ftODEO 

254  RODEO  DRIVE    BEVERLY  Hills,  CA  90210 

TEL:  (Stt)  271-OOOOi 


,    Westside  Pavilion 
10800  W.  Pico  Blvd.  ■  Los  Angeles;  Ca  90064   '      i 

TEL:  (310)  470-1388  , /'      •^' 


Bust  Babies 


enlist  him  in  his  pursuit  of  the  perfect  multiplayer  game. 

A  day  later  DiBona  joined  up.  Guntharp  became  chief  exec- 
utive, DiBona  head  of  marketing.  They  run  on  the  cheap.  Only 
five  other  people  are  on  the  payroll;  they  plan  to  split  new  office 
space  in  Mountain  Viev/,  Calif  with  a  neighbor  and  pay  only  70 
cents  a  square  foot.  In  leaving  Linux  they  got  $100,000  worth  of 


"heal"  themselves);  Web  services;  and  grids. 

Cassat's  new  software,  to  be  ready  by  next  summer,  borro 
a  concept  from  storage  security  called  virtualization:  It  lash; 
together  the  computing  power  and  logic  of  10,000  computci 
as  if  they  all  were  part  of  a  single  brain.  If  one  server  faOs  [ 
needs  more  bandwidth,  Cassat's  software  will  juggle  thi: 


"If  youYe  looking  for  the  next  big  thing,  youYe  not  going  to  find  it." 


free  network  gear  and  took  along  a  conference  table  and  a 
dozen  chairs  that  together  cost  them  all  of  $200. 

To  pay  the  bills  DiBona  and  Guntharp  do  Linux  consulting 
for  corporate  clients,  bringing  in  $750,000  this  year.  But  they 
will  need  ten  times  that  sum  to  build,  release  and  promote  their 
apocalyptic  game,  a  meld  of  the  film  Mad  Max  and  the 
videogame  Sims.  They  plan  to  seD  the  software  for  $39.95  and 
charge  a  monthly  fee  of  $12.95.  If  it  takes  off,  they  hope  to  sell 
expansion  packs,  comic  books  and  action  figures.  Fans  have 
already  built  two  Web  sites  in  tribute. 

"I  just  want  people  to  love  us,"  DiBona  says  simply.  "If  we 
fail,"  says  Guntharp,  "we'll  fail  spectacularly." 


V 


illiam  Coleman,  56,  a  founder  and  former 
chief  executive  of  BEA  Systems,  thought 
he  was  pretty  much  finished  with  busi- 

\  V  A  V  I  "^^^'  ^^^  ^^'  ^^  ^^^  ^^^^  ^^^^  million 
I  i\  s  ^^  ^^^'  stepping  down  as  chief  executive 
111/  in  October  2001.  But  after  a  month  off  in 
"■■"■      ■■"■'        Aspen — it  all  seemed  so  boring,  going  up 

and  down  the  same  ski  trails  all  day  long — he  got  the  itch  again. 

He  started  thinking  about  the  next  big  wave  in  computing:  grids 

of  thousands  upon  thousands  of 

PCs    and    servers    harnessed 

together  to  act  as  one  massive 

collective  machine.  New  soft- 
ware would  be  needed  to  run 

the  grid  and  keep  it  in  balance. 

Before  he  knew  it  Coleman  was 

founding  another  company.  He 

called  William  Janeway,  vice 

chairman  at  Warburg  Pincus 

and  an  early  backer  of  BEA,  who 

introduced  Coleman  lo  pro- 
grammers who  had  been  tinker- 
ing in  the  grid  area. 

In  September  of  this  v;  .1- 

they  formed  Cassat,  with  . 

man  committing  an  estimatec! 

$5  million  and  his  old  b;'.'  ■, 

al  Warburg  Pincus  vov./n; 

pump  in  up  to  $50niillio>(. 

sat  now  works  on  leadins;    , 

tech:   autonomic   computin;^ 

(the   ability   of  networks   to 
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around.  In  this  way  the  system  fixes  itself  "We  are  entering  in 
another  dramatic  time  for  computing,"  says  Coleman.  "It's  ji 
too  exciting  not  to  jump  back  into  the  game." 

ordon  Brooks  admits  it:  He  fell  for  the  hy{ 

y.  During  the  boom  Brooks,  now  46,  plugged  1, 
■•»■'  Internet  consulting  business.  Breakaway  Sol,> 
""^  tions,  in  hundreds  of  articles,  crafting  soujj 
"  bites  brimming  with  buzzwords  like  ASP  a:j 
B2B.  "We  got  caught  up  in  the  times,"  he  sal 
^•^ussasf  "You  start  to  believe  the  experts.  In  retrospect; 

was  a  house  of  cards."  j 

When  the  economy  shook,  Breakaway  crumbled.  Its  del 
com  customers  went  out  of  business,  forcing  Brooks  to  lay  ■ 
more  than  500  people  in  three  rounds.  By  the  time  he  resign 
in  April  2001,  he  had  "much  lower"  than  $3  million — penni 
compared  with  the  $500  million  he  had  been  worth,  on  pap 
at  Breakaway's  peak  in  February  2000.  Five  months  later  Bree 
away  was  defunct. 

Brooks  spent  nine  months  thinking  about  a  business  tli 
would  help  companies  undo  the  mistakes  they  made  in  ti 
boom.  He  teamed  up  with  people  at  Bain  Capital  and  beg 

meeting  with  some  50  tech  cz; 
at  companies,  asking  about  th 
needs.  They  learned  that  80% 
the  $1.7  trillion  spent  on  IT  ea 
year  goes  toward  maintaining  ( 
installed  systems,  though  ma 
applications  don't  even  work, 
you're  looking  for  the  next 
thing,  you're  not  going  to  fi 
it,"  says  Brooks.  "You  have  to 
verse-engineer  it:  Find  out  wl 
people  want,  and  then  see  wl  i 
you  can  do  to  meet  that  need. 
In  January  2002  Brooks ; 
corporated  E5  Systems 
Waltham,  Mass.  E5  rationali 
corporate  IT  systems  by  o\ 
sourcing  jobs  to  China  and  Inc 
That  July  he  raised  $10  milli 
from  investors,  including  Ba 
himself  and  other  E5  executiv 
Brooks  set  up  software  units 
Bangalore,  India  and  in  Jin 
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■hp  V-8  engine  with  Valvetronic,  and  the  BMW  X5  is  more  heavenly  than  ever. 
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and  Beijing,  China,  aiming  to  undercut  the  fees  at  giants  such  as 
IBM  and  EDS.  "The  labor  in  China  and  India  is  so  much  cheaper 
than  in  the  U.S.  that  the  tech  giants  would  lose  hundreds  of  mil- 
lions of  dollars  in  revenue  if  they  made  the  switch,"  he  says. 

£5  has  signed  20  customers  and  will  bring  in  at  least 
$10  million  in  revenue  this  year.  About  80%  of  E5's  105  employ- 
ees are  based  in  India  and  China,  and  in  a  year  Brooks  wants  to 
have  a  thousand  engineers  working  for  him  abroad.  He  tries  to 
forget  he  was  once  worth  half  a  billion  dollars,  albeit  fleetingly; 
he  could  have  reaped  millions  of  dollars  but  didn't  want  to 
appear  disloyal  by  selling  stock. 

"Okay,  you  got  kicked  in  the  face,"  he  tells  himself  "You 
have  to  get  up  again.  If  you  can't,  you  shouldn't  be  an  entrepre- 
neur. You'll  kill  yourself" 

rent  Bilger  was  in  the  right  place  at  the  right 
time — twice.  Selling  stock  earned  at  his  two  pre- 
vious employers,  first  Cisco  Systems  and  then 
MMC  Networks,  brought  him  nearly  $10  million; 
he  could  have  made  $30  million  more  on  MMC 
stock  but  sold  it  too  soon.  Now  he  feels  the  need 
to  prove  that  his  success  wasn't  just  dumb  luck. 
"It's  a  question  of  my  own  self-worth,"  says  Bilger,  46.  "I  need 
to  know  if  I  was  just  along  for  the  ride." 

In  April  2000  Bilger  founded  Destiny  Networks,  raising 
$3  million  from  his  own  account  and  from  friends  in  a  bid  to 
create  off-the-shelf  software  and  hardware  that  can  link  together 
any  of  10,000  different,  branded  consumer  devices.  Bilger  hired  a 
chief  executive  and  named  himself  chairman  and  head  of  mar- 
keting. He  got  the  idea  for  the  company  after  building  a  new  home 
atop  the  hills  of  Los  Altos,  Calif  and 
seeking  to  link  all  of  its  household  gad- 
gets to  the  Internet.  He  learned  that 
doing  so  would  cost  upwards  of  $30,000 
in  custom  programming  and  create  a 
thicket  of  hassles. 

Bilger,  who  has  a  master's  degree  in 
electrical  engineering  from  Cornell  Uni- 
versity, has  coded  his  own  operating  sys-  ^^^^^^^^^^^^ 
tern,  called  Ubiquity.  The  software  takes  the  internal  programming 
from  thousands  of  pieces  of  equipment  and  turns  it  into  XML,  an 
Internet  language.  He  then  links  the  components  to  Ubiquity  and 
the  Web.  Now,  instead  of  hiring  someone  to  write  50  pages  of  code 
to  install  a  DVD  player,  it  takes  a  few  clicks  on  a  PC. 

A  network  of  sensors  ftinctions  throughout  his  new  house 
to  create  a  "home  positioning  system."  W^en  someone  gets  up 
from  the  dinner  table  to  use  the  bathroom,  die  hallways  light 
up  as  he  walks,  while  leaving  the  lights  on  in  the  dining  room.  A 
"scene  continuation"  feature  lets  Bilger  listen  to  die  same  music 
when  he  goes  from  his  home-office  to  the  spa  downstairs. 

Dcsuny  itself  is  pricey:  $3,500  to  $10,000  for  the  necessary 
hardwai .  ind  software.  Bilger  expects  to  have  20  homes  hooked 
up  by  year-end.  bringing  in  $300,000.  "We  sit  around  and  won- 
der why  ai  ■  ^'e  r!:5e  hasn't  d  r-<o  this.  It  seems  so  simple,"  he 
says.  Counties^  etii-i  ts  have  bci'ii  made  over  the  years,  and  a  pas- 


"Okay,  you  got  kicked  in 

the  face.  If  you  can't  get 

up  again,  you  shouldn't 

be  an  entrepreneur." 


sel  of  giants  and  boutiques  continue  the  quest.  If  Bilger  c< 
swing  it,  he  might  be  in  the  right  place  for  a  third  time. 

ric  Hahn,  45,  has  built  an  estimated  $100  millic 
fortune  in  search  of  the  perfect  message.  He  h 
wocked  with  at  least  half  a  dozen  electronic-me 
saging  firms  in  two  decades,  scoring  big  by  sellii 
one  company  he  founded,  Collabra,  to  Netscape 
1995  for  $185  million.  Since  1998  he  has  styl< 
himself  as  an  entrepreneur's  entrepreneur,  inves 
ing  in  tech  newbies  all  along  Highway  101. 

Through  his  self-funded  firm,  Inventures  Group,  he  h 
invested  $100,000  to  $1  million  in  each  of  nine  companies 
few  of  them — Red  Hat,  Kana  Communications  and  Opswa 
(Loudcloud) — have  gone  pubUc.  Others,  including  Good  Tec 
nology,  Kontiki  and  Omniva,  are  struggling.  Most  recenti 
though,  he  put  $100,000  into  a  company  of  his  own  makirj 
Proofpoint,  which  tweaks  statistical  formulas  used  in  genomi 
to  fight  spam  for  big  businesses. 

Starting  with  the  idea  of  building  an  antispam  product  f 
businesses,  he  researched  the  market  and  found  that  more  th; 
half  of  corporate  e-mail  is  spam,  wasting  millions  of  doUars 
storage  and  bandwidth.  Some  200  companies  were  alrea< 
vying  for  antispam  business,  most  of  them  aiming  at  consumi 
services.  Against  the  odds  Hahn  and  VC  firm  Mohr,  Davidcj 
put  in  $200,000  to  seed  Proofpoint  in  May  2002. 

Hahn  and  a  colleague  then  spent  six  months  meeting  wij 
tech  execs  at  15  large  companies  and  asking  about  their  e-m.' 
issues.  Hahn  learned  they  didn't  want  a  program  that  was  d. 
persed  among  users'  desktops  (too  complicated  to  maintau 

they  wanted  central  control.  And  th 
abhorred  the  idea  of  trusting  the 
e-mail  to  the  servers  of  a  pu;i 
startup.  So  Hahn  hired  five  enginet 
in  October  2002  and  told  them 
build  an  enterprise-ready  produ 
that  would  be  "the  Google  of  e-mai 
It  had  to  be  simple  to  use.  We 
^^^^^^^^^^^"  based — and  it  had  to  run  on  a  powi 
fill,  statistics-based  engine.  Two  months  later  Benchmark  Caj 
ital;  Mohr,  Davidow;  and  Hahn  invested  $7  million  in  t 
company.  That  same  month  Hahn  hired  a  chief  executive  a) 
stepped  back  to  chairman. 

Today  Proofpoint  uses  multidimensional  algorithms  usi 
13,000  criteria  to  classify  incoming  e-mail,  kiUing  or  quarantini 
unwanted  e-mail  and  blacklisting  unwelcome  senders.  It  1" 
signed  on  to  dozens  of  mailing  lists  and  receives  thousands  of  m 
spam  messages  a  day,  each  one  revealing  another  way  to  class 
mail.  Proofpoint  then  shares  the  updates  with  its  customers  t 
same  way  antivirus  programs  upload  new  patches  to  their  ci 
tomers'  computers.  Proofpoint,  which  has  20  paying  custome 
raised  anodier  $9  million  in  venture  capital  in  November.  Hah 
latest  e-mail  pursuit:  a  nascent  project  dubbed  Chrome.  "I  guesj 
the  end  of  the  day  I'm  an  entrepreneurial  hedonist,"  he  says.  "I 
not  a  man  v«th  a  finish  line.  I  just  don't  want  to  finish." 
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troducing  FREE  HIGH-SPEED  INTERNET  ACCESS  at  Courtyard 


® 


COURTYARD 

(B 

J^mott 


Your  Marriott  Awaits' 


Free  high-speed  Internet  access  is  now  available  at  most  of  our  540  locations. 
For  reservations,  call  1-800-321-2211  or  visit  Courtyard.com. 
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IPE  COLLECTOR  CHARLES  STROM  LOVES 
his  little  mermaid  cheroot  holder,  created  by  leg- 
endary meerschaum  carver  Gustave  Fischer  in  the 
early  20th  century.  The  mermaid's  intricate  tresses, 
crowned  with  a  garland  of  flowers,  flow  back  to 
meet  up  with  her  finely  wrought  fish  tail  and  the 
pipe's  amber  stem.  Her  graceful  arms  wrap  around 
a  huge  seashell,  pulling  it  to  her  delicate  bosom.  It's 
extraordinary  artistry  on  a  small  scale,  just  3  inches 
high  and  7'/2  inches  long.  It's  also  a  relic  of  a  time 
when  people  savored  smoking  in  a  way  almost 
unimaginable  in  this  era  of  tobaccophobia. 

This  little  gem  was  designed  to  hold  a  cheroot 
(a  small  cigar)  in  one  of  three  so-called  coloring 
bowls,  shaped  to  accommodate  cigars  of  different 
diameters.  Meerschaum,  a  claylike  material  mined 
in  Turkey,  darkens  gradually  when  smoked.  Prop- 
ping the  bowls  inside  the  seashell  protects  the  mer- 
maid herself  from  direct  contact  with  the  burning 


The  public's  hatred  of  all  things 
tobacco  is  a  godsend  to  collectors 

of  the  stuff       BY  SUSAN  ADAMS 


Wooden  Indians,  Turks 
and  Highlanders- 
each  worth  $10,000 
or  more. 
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Bygone  accoutrements  of  the 
compleat  smoker:  velvet  cap  and  chair. 


cigar,   and  from   coloring  too 
quickly.  Meerschaum  starts  out 
white,  then  blushes  pink,  turns  tan, 
and  deepens  into  shades  of  brown. 
All  the  pipe's  components  fit  into  a  neat 
leather  case. 
Strom,  an  administrator  at  New  York  University  who  has 
a  collection  of  some  50  top-quality  meerschaums,  paid  $300 
for  this  set  when  he  acquired  it  last  year.  "These  gorgeous  sculp- 
tures are  undervalued,"  he  says,  "because  they're  related  to 
tobacco — and  tobacco  is  politically  incorrect." 

So  incorrect  that  besieged  tobacco  companies,  and  just 
about  anyone  else  who  in  the  past  publicly  exhibited  tobacco- 
related  treasures,  have  been  yanking  these  off  the  shelf  and 
either  stashing  them  in  permanent  storage  or  selling  them. 

The  little  mermaid  was  formerly  housed  in  the  Museum  of 
Tobacco  Art  &  History  in  Nashville,  Tenn.,  a  grand  collection- 
owned  by  what  was  once  called  U.S.  Tobacco  Co.,  the  snufi 
vendor  of  Greenwich,  Conn.  Distancing  itself  as  much  as  pos- 
sible from  the  evils  of  puffing,  the  renamed  U.S.  Smokeless 
Tobacco  shut  the  museum  in  1998  and  spat  out  most  of  its 
contents.  Prizes  like  the  mermaid  went  to  a  small  group  of 
buyers  assembled  by  Ben  Rapaport,  a  Reston,  Va.  authority  on 
tobacciana  collecting  and  the  author  of  five  books  on  antique 
pipes  and  related  topics. 

The  museum's  1996  catalog  opens  a  window  on  the  wide 
diversity  of  collectible  objects.  Native  American-made  pipe 
tomahawks  from  the  19th  and  early  20th  centuries  are  supreme 
examples  of  all-in-one  technology:  The  metal  tomahawk  blade 
was  topped  with  a  neat  little  tobacco  bowl,  and  the  wooden 
handle  was  hollowed  out  so  the  warrior  could  puff  when  he 
wasn't  whacking  someone.  Whimsical  glass  pipes  from  Eng- 
land and  Italy  are  purely  ornamental,  but  striking  in  theii 
shades  of  vibrant  cobalt  blue  and  ruby  red.  Easily  the  oddest' 
piece  in  the  catalog:  a  rare  1858  Scottish  snuff  mull  (the  Scot- 
tish counterpart  to  the  snuff  box),  made  from  a  ram's  head. 
Two  silver  containers  are  impaled  in  its  skull,  one  for  cigars,  one 
for  snuff.  This  Addams  FamOy-worthy  curiosity  last  changed 
hands  five  years  ago,  for  $9,000. 

In  the  1 7th  century  an  ingenious  smoker  came  up  with  the 
pipe  tamper,  or  stopper,  as  it's  known  in  England,  a  tool  foi 
pressing  down  lit  tobacco  in  the  pipe's  bowl.  Made  from  ever) 
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A  little  mermaid— elegance  with  an  ambe 

stem— versus  a  far  more  macho  meerschaum 

an  amber-horned  bust  of  a  bul 
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Middleware  is  Everywhere.     Can  you  see  it? 


KEY 

MIDDLE  W A  R  E  makes  the  on  demand  world  on  demand. 
And  middleware  is  powerful  IBM  software  like  Tivolif  DB2®  and 
WebSphere?  Open,  behind-the-glass  technology  that  can 
automate  it  all  -  IBM,  Microsoftf  Oracle.  Problems  are  foreseen 
and  solved  before  they  occur  IT  resources  are  directed  to 
core  business  needs.  Costs  are  reduced.  It's  automation. 
On  demand.  And  it  makes  your  customers  happy  Very  happy 
(@  business  on  demand!"  Go  to  ibm.com/software/automate 

1.  Automatic  overview  of  operation. 

2.  Automatic  shipping  of  sale. 

3.  Automatic  identity  verification. 

4.  Automatic  updating  of  inventory. 

5.  Automatic  tracking  of  delivery. 

IBM  DB2  Tivoli  WebSphere,  the  e-B'usiness  logo  and  e-business  on  demand  ire  registered  tradertiarks  or  trademarks  Of.iWternalionai  Bii^ifjess^achines, 


Other  company,  product  and  servic 
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manner  of  material — from  ivory  and  brass  to  ani 
mal  teeth  and  mother-of-pearl — tampers  come 
in  a  wonderful  variety  of  motifs,  including 
a  horse's  hind  leg,  a  bust  of  Oliver 
Cromwell,  a  milkmaid  and,  yes,  a  human 
finger.  For  novices,  tampers  are  an  easy 
way  to  get  started  in  tobacciana.  Nine- 
teenth-century figural  tampers  sell  for  as  lit 
tie  as  $80. 

At  the  opposite  end  of  the  price  spec- 
trum are  snuff  boxes,  some  of  which  date 
back  250  years.  A  price  record  of  $1.8  million 
was  set  in  1992  at  a  Sotheby's  auction  by  a 
jewel-encrusted  box  made  in  1770  and  once 
owned  by  King  Frederick  the  Great  of  Prussia. 
An  avid  fan  of  snuff  boxes,  the  king  had  one  for 
every  day  of  the  year. 

Next  to  snuffboxes,  cigarette  cases  bring  in  the 
biggest  sums.  In  October  Sotheby's  sold  a  cigarette 
case  made  by  Russian  jeweler  Carl  Faberge  for 
$42,000.  The  silver-and-translucent-strawberry 
red  enamel  piece,  produced  circa  1900,  had  been 
estimated  to  fetch  between  $10,000  and  $15,000. 
While  Faberge  made  many  cases  for  men, 
Cartier  was  the  premier  women's  cigarette- 
case  maker.  Produced  between  1925  and 
1940,  during  the  heyday  of  women's  ciga- 
rette smoking,  Cartier  cases  sell   for 
between  $10,000  and  $50,000. 

Before  smoking  caught  on  with  women, 
men  used  to  retire  to  their  smoking  rooms,  which  were 
kitted  out  with  special  furniture.  Example:  A  padded-leather- 
and-oak  1880  smoker's  chair  from  England  includes  a  hidden 
compartment  designed  for  storing  pipes,  tobacco  and  tools. 
There  is  also  a  rich  body  of  literature  that  celebrates  tobacco  as, 
in  the  words  of  one  1855  British  novel,  "a  lone  man's  compan- 
ion, a  bachelor's  friend,  a  hungry  man's  food,  a  sad  man's  cor- 


Among  the  cheapest 
collectibles:  old  political 
packs,  worth  $25  each. 


prior  to  1865  were  used  to  bundle  loose  cigars. 

(After  1865  a  federal  law  required  that  cigars  be 

boxed.)  With  boxes  came  labels,  which  compose 

a  whole  sector  of  collecting.  For  $20  you  can  buy 

a  hand-engraved  stone  lithograph  label  from 

the  late  19th  century,  showing  a  beautiful 

woman  holding  a  box  of  cigars,  according  to 

Edwin  Barnes,  editor  of  the  online  Cigarj 

Label  Gazette  (cigarlabelgazette.com).  Less! 

commonly  made  labels  depicting  themes 

like  billiards  or  gophers  (one  rare  label 

depicts  three  gleeful  gophers  smoking  cigars) 

fetch  prices  ranging  from  $700  to  $4,000. 

The  most  iconic  figure  in  tobacco  advertising 
was,  of  course,  the  cigar-store  Indian.  Mark 
Goldman,  who  runs  two  retail  shops  and  a 
wholesale  distribution  center,  has  the  largest  pri- 
vate collection  of  them  in  the  U.S.  Goldman 
keeps  100  of  these  imposing  sculp- 
tures in  the  lower  Manhattan  loft  he 
built  as  a  combo  home  and  private 
display  space.  Goldman  doesn't  just 
have  Indians.  Baseball  players,  police- 
men, Turks  and  Scottish  Highlanders  all 
served  as  mascots  for  tobacconists  in  the 
U.S.  and  Europe.  Most  of  Goldman's  pieces 
were  made  before  1910  and  are  worth  $10,0001 
and  up. 
Tobacciana  enthusiasts  pounce  whenever  a 
museum  decides  to  unload.  In  2001  British 
tobacco  company  Gallaher  Group  bought  Austria 
Tabak,  at  one  time  Austria's  government-run  tobacco 
monopoly,  and  decided  to  shrink  the  company's  museum. 
Three  thousand  objects  from  a  collection  of  1 1,000  were  sold 
at  auction  last  year,  bringing  in  $535,000. 

Collectors  are  now  salivating  to  see  what  will  become  ol 
Dunhill's  famed  collection  in  London,  which  used  to  be  on 


Collectors  are  now  salivating  to  see  what  will  become 
of  DunhiU's  famed  collection  in  London. 


dial,  a  wakeful  man's  sleep,  and  a  chilly  man's  fire."  One  highly 
collectible  volump  is  an  early  American  edition,  published  in 
1896,  of  My  Lady  Nicotine  by  Peter  Pan  author  J.M.  Barrie, 
which  contains  illustrations  by  Maurice  Pvendergast.  Today  it 
goes  for  $500. 

In  smoking's  golu^ii  ..ge,  before  the  Surgeon  General 
spoiled  the  tlii..  .serious  <;mokerf;  would  don  embroidered  and 
tasscled  smoki ,.    ,    i  smoking  jackets.  Dean  Gar- 

diner of  Grant-. '  . .;  i,  i  ,50( )  iv  ■  i  panic  ularly  striking 

jacket  ..ight  yea.  i      voven  '  c    ilk  ribbons  that 


display  at  the  company's  Duke  Street  headquarters.  Dunhill 
says  it  hasn't  yet  decided  what  to  do  with  the  objects,  but  it'; 
likely  the  cache  ultimately  will  be  sold.  Collectors  likewise  are 
hovering  over  cigarette  cases,  pipes  and  snuffboxes  belonging- 
to  Philip  Morris.  These  nicotine-stained  goodies  had  been  or 
public  display  until  1 990  at  PM's  Richmond,  Va.,  plant,  but  th( 
company  has  since  closed  the  exhibit.  What  will  become  o; 
them?  Philip  Morris  for  now  says  it's  not  seUing.  But  in  yean 
to  come — who  knows?  Such  suspense,  for  diehard  collectors 
only  adds  excitement  to  the  hunt.  F 
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1.  New  design  already  tested. 

2.  Suppliers  already  finked. 

3.  Procurement  already  automated. 

4.  Blueprints  already  updated. 

5.  Engine  all  ready  for  takeoff. 


WebSphere 


MIDDLEWARE  is  what  on  demand 
business  demands.  And  middleware  is 
software  like  IBM  WebSphere®  Using  an  open  and  scalable 
foundation,  WebSphere  lets  you  swiftly  respond  to  change. 
Applications  are  easily  updated,  tested  and  deployed. 
Lead  time  is  shortened.  And  everything  clicks,  regardless  of 
platform.  WebSphere  delivers  it  all.  On  the  money  On  demand. 
@,  business  on  demand'^at  ibm.com/websphere/middleware 


IBM,  WebSphere,  the  e-business  logo  and  e-bdsiness  on  deinand.are  registered,  .fedemarks  6r  trademarks  of  International,  Business  Machines  Corporation  in 
the  United  States  and/or  other  countries'i©2003  IBM  Corporation.  All  rights  resei'vfd. 


"People  have  their  own  minds. 
I  don't  take  a  gualp  Jheir  heads " 
Klabaf  with  a  resd  Chagall. 
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ROPICAL  BIRDS  AND  FLOWERS,  GIRLS  IN  FRILLY 
'  dresses.  That's  how  afifluent  old-timers  in  Naples,  Fla. 
describe  the  art  slung  onto  the  walls  of  the  town's 
sleepy  galleries  before  Miroslav  Klabal  arrived  in 
1994.  Almost  overnight  he  shook  up  the  town  with 
Pop  .^rt  by  Jim  Dine,  the  minimalism  of  Frank  SteOa 
abstract  works  by  Jackson  Pollock  contemporary  Helen 
<enthaler.  Not  even  the  Neapolitans  who  fancied  themselves 
Jectors  knew  what  to  make  of  the  stuff — or  of  Klabal,  the  dash- 
native  of  what  used  to  be  Czechoslovakia,  who  introduced 
iself  to  women  with  a  kiss  on  the  hand. 
Still,  they  flocked  to  the  Klabal  Gallery  downtown,  where  he 
led  them  with  flowers,  expensive  wine  and  pricey  art  books.  An 
lie  salesman,  Klabal  deftly  converted  introductions  into  oppor- 
lities,  once  selling  his  accountant's  21 -year-old  daughter  a 
,000  Joan  Miro  print  on  their  first  meeting.  By  the  time 
ibal  closed  up  shop  and  moved  to  Greenwich,  Conn,  just  two 
ITS  later,  Naples  was  in  the  throes  of  a  modern  art  renaissance, 
I  a  dozen  galleries  cropped  up  to  cater  to  these  newly  hatched 
[ntemporary  collectors,  many  whom  Klabal  had  inspired. 

But  art  appreciation  wasn't  all  he  left  behind.  His  three-decade 

reer — spanning  Toronto,  Minneapolis,  Naples,  Greenwich  and 

bw  New  York  City — has  been  pockmarked  by  allegations  of 

^ud.  Klabal  has  been  named  in  at  least  a  dozen  suits  brought  by 

Juent  clients  who  claim  he  offered  them  a  low-risk,  high-return 

vestment.  In  case  after  case  Klabal  is  accused  of  selling  works  by 

lodern  masters  at  supposedly  deep  discounts,  by  dint  of  being 

quired  ft-om  cash-strapped  divorce  litigants,  AIDS  patients  and 

3anese  real  estate  speculators,  and  guaranteeing  that  either  the 

eces  could  be  resold  at  a  profit  or  he  would  buy  some  back  at  a 

Jemium.  Klabal  insists  he  made  no  such  guarantees.  "It  never 

tppened,"  he  says.  Nevertheless,  he  has  paid  settlements  or 

purchased  the  art  in  at  least  ten  instances. 

WTio's  the  greater  fool  here?  Mirek  Klabal's  clients  hoped  to 

|t  rich.  Few  did  their  homework  by  consulting  other  dealers, 

:tion  records  published  in  works  like  Gordon's  Print  Price 

viual  or  Mayer  International  Auction  Records  (for  paintings), 

:atalogues  raisonnes,  the  definitive  reference  books  of  an 


artist's  works  and  their  provenance. 

Even  with  low  transaction  costs,  a  collection  of  modern  art 
prints  is  hardly  a  compelling  investment.  According  to  Univer- 
sity of  Toronto  economics  professor  James  Pesando,  who  tracks 
auction  results  for  prints  by  the  likes  of  Picasso,  Marc  Chagall 
and  Miro,  the  real  return  on  a  diversified  print  portfolio  is  at 
most  2%  a  year.  You  can  do  much  better  in  the  right  category  at 
the  right  time,  of  course.  Since  1975,  calculates  Michael  Moses,  a 
professor  at  New  York  University's  Stern  School  of  Business  and 
coauthor  of  the  Mei/Moses  All  Art  Index,  a  mix  of  Old  Masters, 
impressionists  and  pre- 1950  American  paintings  would  have 
appreciated  1 1.8%  a  year,  or  7%  in  real  terms. 

And,  of  course,  transaction  fees  are  not  low.  Auction  fees  take 
up  to  30%  of  a  sale.  Galleries  are  no  better.  Klabal  says  he  and 
other  owners  cover  overhead  by  marking  up  work  to  as  much  as 
250%  of  a  plausible  auction  price. 

Some  former  clients  sound  downright  sheepish.  "He  never 
said  there  were  any  risks,"  explains  Richard  Trenkmann,  a  finan- 
cial consultant  at  Triad  Partners  in  Chicago.  Trenkmann  success- 
fully sued  Klabal  in  1991  for  reneging  on  a  deal  to  buy  back  a 
Frankenthaler  painting.  "He  was  very  social,  very  successful,  very 
handsome,"  says  the  former  president  of  a  national  discount 
retail  chain  who  threatened  legal  action  unless  Klabal  paid  him 
the  $400,000  he  says  he  was  owed.  "I  was  very  foolish." 

Art  dealers  and  advisers  have  been  slapped  around  a  lot 
lately.  Consultant  Christine  Berry  helped  Dennis  Kozlowski 
amass  a  fabulous  collection  of  impressionist  paintings — and, 
allegedly,  at  his  request,  avoid  paying  taxes  on  them  by  shipping 
empty  crates  to  tax-free  New  Hampshire.  Tod  Volpe,  the  extrav- 
agant art  adviser  to  A-listers  like  Jack  Nicholson  and  Barbra 
Streisand,  was  sentenced  to  28  months  in  federal  prison  after 
being  convicted  of  fraud  in  1998. 

Klabal  has  survived.  He  now  operates  as  a  low-profile  pri- 
vate dealer  in  Manhattan,  nowhere  to  be  found  in  Art  in  Amer- 
ica's annual  guide  to  4,000  galleries,  museums  and  private  deal- 
ers in  the  U.S.  Nor  is  Klabal  among  the  Art  Dealers  Association 
of  America's  invitation-only,  164-member  list.  But  he  has  had 
his  share  of  high-profile  clients,  like  Carl  Pohlad,  the  billionaire 


MiREK  KLABAL  introduced  a  lot  of  people  to  modern  masters. 
Many  have  since  sued  him  for  fraud 
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owner  of  the  Minnesota  Twins,  and  Kay  LeRoy,  former  wife  of 
Warner  LeRoy,  the  late  owner  of  Tavern  on  the  Green.  In  an  affi- 
davit filed  last  year  Klabal  put  his  net  worth  at  just  $5  million — 
conservative  if  he  doesn't  have  a  lot  of  debt,  since  his  portfolio  in- 
cludes a  mansion  in  Greenwich,  three  apartments  in  Manhattan, 
a  condo  in  Palm  Beach  and  a  collection  of  Chagall  paintings.  In 
a  show  of  upper-class  solidarity,  Klabal  joined  a  group  of  white- 
shoe  Greenwich  residents  in  suing  insurance  scamster  Martin 


T 


here's  a  fine  line  between  talking  up  the  potential  value  of  a  piece  and  outright  hoodwinking— as  everyone 
in  the  art  business  well  knows.  Miroslav  Klabal  is  a  master  tightrope  walker  in  this  respect.  Below,  a  sample 
of  the  gaping  disparity  between  the  prices  he  sold  works  for  and  estimates  later  obtained  by  the  owners. 


"Sur  Las  Falaises  Pres  Dieppe"  (Monet) 
Sold  in  2001  for  $1.1  million 
Assessed  Value:  $600,000 


"Marilyn  (F&S  31)"  (Warhol) 

Sold  in  1991  for  $10,000 

Assessed  Value:  zero  (fake) 


"Shard  V"  (Stella) 
Sold  in  1984  for  $6,500 
Assessed  Value:  $4,000 


Frankel  in  1998  for  lowering  the  neighborhood's  property  values. 

He's  come  a  long  way  from  his  modest  upbringing  in  Brno, 
the  second-largest  city  in  the  Czech  Republic.  Klabal  was  a  vet- 
erinary student  before  fleeing  to  Toronto  in  August  of  1968  at 
the  age  of  22,  days  ahead  of  the  Soviet  tanks.  In  Canada  he  be- 
friended artist  and  fellow  Czech  expat  Hovidik.  Before  long  Klabal 
volunteered  to  be  his  dealer  and  also  began  peddling  works  of 
other  artists  to  Canada's  burgeoning  Czech  community.  With  a 
keen  eye  for  talent,  Klabal  scooped  up  cheap  prints  by  the  likes  of 
Kandinsky,  Matisse,  Chagall  and  Miro,  whom  he  met  on  a  buy- 
ing expedition  in  Barcelona.  These  he  easily  imloaded,  making 
house  calls  and,  clients  say,  sometimes  bringing  hammer  and  nails 
so  that  when  customers  wavered  he  could  start  hanging  art  on  the 
wall.  On  elevator  rides  up  to  his  40th-floor  apartment  in  Toronto, 
he  urged  fellow  passengers  to  check  out  his  portfolio.  "When  you 
come  from  nowhere,"  he  shrugs,  "you  work  hard  to  survive." 

By  1974  he  joined  up  with  friends  in  Minneapolis,  where  he 
met  and  married  his  wife.  They  bought  a  three-story  home  in 
the  tony  Kenwood  neighborhood  near  the  Walker  Art  Center,  a 
contemporar)'  art  museum.  Klabal  started  out  selling  prints  from 
the  back  of  his  station  wagon,  schmoozing  potential  customers  at 
his  synagogue  and  the  posii  Oaiv.  Ridge  Country  Club.  In  1978  he 
bought  a  small  property  and  converted  it  into  a  cozy  gallery  "I'd 
stop  by  on  my  wav  home  for  a  cup  of  coffee,"  recalls  attorney 
Richard  A.  Rohlcder,  a  or :  *.ime  client  who  ended  up  suing  Klabal 
in  1995  for  failure  to  make  • ,  -rd  -.n  an  .loieemcnt  to  buy  back  a 
painting.  (The  .suit  was  setdcd;  i    tu!  r^xd  m  undisclosed  sum.) 


But  trouble  arose  as  early  as  1983,  when  Klabal  checked  hi 
self  into  rehab  briefly  for  alcohol  abuse.  That  same  year  .he  wa 
successfiilly  sued  for  $  1 9,000  in  the  Supreme  Court  of  New  York  1 
a  customer  alleging  that  he  was  never  repaid  his  principal  and  pro! 
its  promised  by  Klabal  after  the  duo  bought  works  by  Miro. '. 
1987  Klabal  was  sued  for  $5  million  by  Shirley  Hutton,  nation 
sales  director  for  Mary  Kay  Cosmetics.  Following  the  death  of  I 
in  1983,  she  says  Klabal  pushed  her  to  buy  two  six-piece  series  ( 

etchings  for  $78,000.  Nin^ 
months  later  Hutton  calla 
a  Manhattan  gallery  sup 
posedly  safekeeping  one  oj 
the  series  and  was  told  thai 
Klabal  had  never  paid  fo: 
them.  The  case  was  finally 
settled;  Klabal  bought  back 
the  disputed  pieces.  Klabal 
now  says  it  was  Hutton  who 
hatched  the  plan  to  buy  the 
Miros  and  that  he  gener- 
ously paid  her  for  them. 

The  allegations  grew 
more  serious.  In  1989 
David  J.  Chizek  of  Min- 
neapolis shelled  out 
$1.4  million  for  116  pieces 
of  art  over  17  months,  a  col- 
lection he  claims  Klabal  tol 
him  was  worth  $3.4  million.  (According  to  court  documents, 
Chizek  says  Klabal  told  him,  "This  [piece  of  art]  is  a  CD — it  is  thatj 
good.")  Klabal,  he  says,  provided  him  with  documents  listing 
works'  so-called  "current  international  value" — or,  implied  ft 
market  value — all  well  above  the  purchase  price.  Among  them? 
"Bacchanale,"  a  1959  Picasso  linocut,  listed  with  a  $60,000  current 
international  value,  though  Chizek  paid  just  $20,000  for  it.  When 
Chizek  began  pressing  for  some  of  the  works  to  be  sold,  Klabal 
stalled.  If  he  questioned  the  value  of  a  work,  "Klabal  responded 
that  it  was  indeed  that  valuable,  'guaranteed — 100%,'"  according 
to  a  complaint  Chizek  filed  in  Minnesota's  Hennepin  County 
District  Court.  So  Chizek  kept  buying,  paying  $10,000  for  an  oil 
painting  by  Italo  Scanga  that  was,  he  says,  never  delivered  and 
four  embossed  etchings  by  Karel  Appel  for  $3,000  each.  (He  later^ 
learned  that  Sotheby's  valued  diem  at  just  $1,500  each.)  Chizek 
filed  suit  charging  breach  of  contract;  Klabal  agreed  to  buy  back 
most  of  the  collection  for  $1.6  million.  Three  years  later,  havini 
only  recovered  $300,000  from  Klabal,  he  successfrilly  sued  again 
Klabal's  cash-flow  problems  mounted,  a  situation  familiar  to 
many  dealers  who  need  capital  to  accumulate  inventory.  But  for- 
mer customers  say  he  lived  lavishly,  driving  a  Mercedes,  living  in 
a  mansion,  vacationing  in  Palm  Beach,  going  on  shopping  sprees, 
Yet  he  routinely  hit  up  clients  for  loans  which  he  delayed  in  re- 
paying, if  paying  at  all.  Donna  Harrington,  Klabal's  accountant  in 
Minneapolis,  says  that  while  he  was  doing  at  least  $1  million  in 
sales  in  the  late  1980s,  he  still  frequendy  wrote  rubber  checks — 
which  occasionally  produced  some  unintended  hilarity.  Charles 
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,o  isn't  the  only  name  on  the  box.  j 

'the  Delgado  Group,  every  package  is  a  promise.  It  takes  more  than  foa' 
yeanuts  to  keep  them  from  being  broken.  That's  why.  they  rely  on  Feclj 
international  Services  to  get  their  global  shipments  delivered  on  tim; 
with  a  money-back  guarantee.  With  a  little  help  from  FedEx,  the  Delgat 
Group  has  received  letters  of  praise  from  over  213  countries.  Now  all  thj. 

Bed  is  a  little  help  translating  them.  ! 

^-  Relax,  it%  FedEx! 
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Rigge,  a  former  wholesale  art  dealer,  belatedly  received  a  $10,000 
check  from  Klabal  on  a  $50,000  debt.  Well  acquainted  with 
Klabal's  cash  problems,  Rigge  raced  to  the  bank  to  collect  the 
funds — only  to  find  himself  standing  beside  another  woman  who 
he  believes  was  also  trying  to  cash  a  Klabal  check.  The  race  was  on. 
"I  already  had  the  money  in  the  account  and  her  check  wouldn't 
clear,"  Rigge  laughs.  "I  thought  she  was  going  to  stroke  out." 

With  lawsuits  mounting,  Klabal  headed  to  Naples  in  1994  to 
open  a  gallery.  He  hobnobbed  with  the  glitterati,  gallivanting  about 
town  with  Janice  Hope,  an  ultra-successful  Weight  Watchers  fran- 
chise owner  and  family  friend,  and  Richard  Solomon,  president  of 
Manhattan's  highly  regarded  Pace  Prints.  Klabal  befriended  George 
Orban,  former  chief  executive  of  software  retailer  Egghead.com.  A 
month  after  meeting  him,  Klabal  pitched  Orban  a  $75,000  Jim 
Dine  painting  called  "The  Robe  in  Seoul,"  which  he  said  was  worth 
twice  as  much,  and  claimed  he  had  a  buyer  in  the  wings.  He  also 
offered  Orban  a  painting  by  Dine  called  "Water  Heart"  for 
$120,000,  but  said  it  was  actually  worth  $200,000. 

Due  diligence?  Alas,  no.  Orban  say  that  Richard  Solomon 
warned  him  to  get  appraisals  on  the  artwork.  Too  late,  he'd  al- 
ready bought  the  goods.  Months  passed  and  Orban  grew  frus- 


ble  with  auction  results.  "Water  Lilies  With  Cloud"  is  a  Roy  Licht- 
enstein  screenprint  she  bought  fi^om  Klabal  for  $1 10,000  in  1993, 
when  a  comparable  screenprint  sold  for  just  $28,000.  That  year' 
she  bought  a  painted  metal  mobile  by  Alexander  Calder  for: 
$130,000,  when  its  fair  market  value  was  closer  to  $45,000.  Kla- 
bal defends  his  prices.  "She  bought  in  the  early  1990s,  when  the 
market  was  high,"  he  contends.  "How  can  a  sophisticated  busi- 
nesswoman give  up  responsibiUty  to  make  a  reasonable  inquiry 
into  the  value  of  art?"  Hope  also  alleges  Klabal  sold  her  forgeries. 
(That  wouldn't  be  the  first  of  such  accusations.  In  1991  a  Min- 
neapolis couple  successfully  sued  Klabal  for  selling  them  three 
fake  Andy  Warhol  "Marilyn"  silkscreens  for  $31,000.  Klabal  says 
he,  too,  was  duped  by  the  source  of  the  artwork.) 

In  1996  Klabal  closed  the  Naples  Gallery — ^but  not  the  dooj 
to  litigation.  The  most  recent  suit  nearly  ended  his  contentious  ca< 
reer  as  an  art  dealer.  Former  pal  and  racehorse  owner  Robei 
Rosenheim  filed  suit  for  $50  million  last  year  in  the  U.S.  Distri 
Court  of  Connecticut,  alleging  that  for  two  years  Klabal  employe 
a  pyramid  scheme  to  fleece  him  of  millions.  The  two  met  in  1991 
and  became  close,  with  Klabal  buying  Rosenheim  gifts,  even  rei 
ovating  and  redecorating  his  home.  Klabal  claims  that  Rosei 


"He'd  been  ducking  me  for  a  year.  Now  he  begged  me 
to  reconsider,  saying,  1  thought  you  were  my  friend!' " 


trated  when  buyers  for  his  Dines  never  materialized.  Soon  Klabal 
stopped  returning  his  caUs.  Thanks  to  the  legal  maneuvering  of  his 
lawyer,  18  months  later  Orban  had  police  fi-eeze  the  Klabal  Gallery 
assets  prior  to  a  big  gallery  event.  "It  was  the  ultimate  denoue- 
ment," beams  Orban.  "He'd  been  ducking  me  for  a  year.  Now  he 
was  begging  me  to  reconsider,  saying,  'I  thought  you  were  my 
friend!' "  Klabal  says  it  was  all  a  big  misunderstanding. 

Others  knew  better.  Naples  money  manager  Robert  Edwards 
boasts  one  of  Florida's  largest  collections  of  catalogues  raisonnes. 
He  spent  nights  reading  auction  catalogs  and  trade  journals.  "That 
way  I'm  never  dependent  entirely  on  the  dealer,"  he  says.  Edwards 
insists  he  has  made  money  reselling  works  he  bought  fi-om  Klabal. 

He  may  be  something  of  an  exception.  Last  year  Janice  Hope 
filed  suit  in  the  U.S.  District  Court  of  Minnesota  accusing  Klabal 
of  deft-auding  her  of  $6.4  million.  An  old  fi-iend  of  Klabal's  wife, 
she  lent  the  dealer  $150,000  to  finance  his  first  Manhattan  apart- 
ment. In  1984  she  bought  Frank  Stella's  mixed  media  on  paper 
"Shard  V"  for  $6,500,  then  a  month  later  shelled  out  $27,000  for 
two  prints,  an  aquatint  and  an  etching,  by  David  Hockney  Over 
the  next  14  years,  according  to  the  complaint,  Hope  bought  some 
100  works  for  roughly  $8  million  fi-om  Klabal. 

In  1997,  concerned  about  [ler  lopsided  portfolio,  she  asked 
Klabal  to  sell  oft"  some  pieces,  '^he  says  she  was  sionewaUed  for 
months  before  fin;dly  turnuig  co  Sotheby's  to  organize  a  sale.  The 
auctioneer  estimated  the  collecrion  ^vorth  roughly  half  what  she 
paid.  According  to  her  complaint,  Klabal  wM  her  Sotheby's  in- 
experienced staft' appraised  it  incorrecdy  But  it's  liifficult  to  quib- 


heim's  home  was  inadequate  to  display  the  collectibles.  "Art  needs 
space.  You  can't  just  put  it  up  with  flowered  wallpaper,"  he  sniffs. 

Rosenheim  benefited  greatly  from  his  ties  with  Klabal.  In  1998 
he  bought  Chagall's  "Table  Fleurie"  for  $1 15,000,  which  tiie  dealer 
bought  back  just  two  weeks  later  for  $155,000.  Rosenheim  en- 
joyed profits  from  other  round-trip  sales  with  Klabal,  which  is 
why  he  didn't  balk  when  asked  to  pony  up  $1.1  miUion  for  "Sur 
Les  Falaises  Pres  Dieppe,"  a  Monet  painting.  Klabal  allegedly  told 
Rosenheim  that  a  similar  work  fetched  $33  million  at  a  recent 
Paris  auction.  In  a  convoluted  series  of  art  trades  Rosenheim  re- 
turned a  Chagall  painting  for  a  $215,000  credit  (having  paid  just 
$  1 1 5,000  for  it  originally),  and  Klabal,  in  turn,  retained  a  $300,000 
interest  in  die  Monet.  (According  to  the  complaint,  Rosenheim 
later  learned  that  the  Monet's  fair  market  value  was  just  $600,000.) 

Over  two  years,Rosenheim  bought  some  60  pieces  before  in- 
sisting Klabal  start  reselling.  In  December  2000  Rosenheim  sought 
independent  estunates  that  placed  his  collection's  value  at  signifi- 
cantly less  than  flie  $27  million  he  had  paid.  After  Rosenheim  sued 
last  year,  he  tried  to  attach  Klabal's  assets,  including  his  Greenwich 
mansion.  "I  will  be  forced  out  of  business,"  the  dealer  complained 
in  an  affidavit,  and  countered  with  a  request  for  a  restraining  order 
against  Rosenheim,  which  was  denied.  Klabal  settied  with  Rosen- 
heim in  die  summer  2002  for  an  undisclosed  amount. 

Klabal  is  still  in  business — and  beUeves  he  has  done  nothing 
wrong.  "People  think  because  I'm  an  art  dealer  I  am  not  allowed 
to  make  money,"  he  says.  As  for  their  feeling  cheated?  "People 
have  their  own  muids.  I  don't  take  a  gun  to  their  heads."         F  | 
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War  weapons  were  the  inspiration  for  these  rugs. 
Careful  where  you  step     by  Christopher  helman 


TANDING  IN  BRIGHT  SUNLIGHT  FILTERED  THROUGH  THE  DIRTY  WIN- 

*"  dows  of  a  giant  self-storage  warehouse  in  Queens,  N.  Y.,  Kevin  Sudeith 

unfurls  one  carpet  after  another,  unleashing  a  cloud  of  wool  fibers  and 

I  mothball  fumes.  He  lines  them  up  along  the  windows,  the  better  to  reveal 

their  colorful  patterns  and  bizarre  motifs. 

At  first  glance  they  look  like  the  rugs  woven  for  hundreds  of  years  by  the  tribal 
peoples  of  Afghanistan.  But  instead  of  traditional  abstract  motifs  such  as  water  jugs, 
chickens,  blossoms  and  horses,  these  rugs  depict  tanks,  paisley-shaped  helicopters, 
jets,  hand  grenades  and  Kalashnikov  rifles. 

Swordsmen  on  horseback  had  been  the  most  martial  images  found  on  tribal 
rugs,  up  until  the  Soviets  invaded  Afghanistan  in  1979.  But  the  invasion  gave 
Afghans  an  abrupt  introduction  to  modern  warfare.  As  Afghan  men  rose  up  to 
fight,  women  (for  nearly  all  rugs  are  woven  by  women)  began  weaving  these  new 
sights  into  their  rugs. 

One  of  the  earliest  examples  in  Sudeith's  collection  shows  mujahedin  on  horse- 
back throttling  to  death  red-horned  devOs  representing  Soviet  soldiers.  Along  the 
rug's  border  runs  a  procession  of  Soviet  tanks. 

A  tall,  blond  Minnesotan  with  a  scraggly  patch  of  fiazz  beneath  his  lower  lip, 
Sudeith,  38,  is  an  artist  and  rug  dealer  who  started  collecting  war  rugs  in  1996  after 
seeing  one  hanging  in  the  home  of  a  wealthy  Italian  jeweler.  "I  thought  it  was  the 
coolest  thing  I  had  ever  seen,"  he  says.  He  saw  the  rugs  as  folk  art.  Wayne  Anderson 
of  Birmingham,  Ala.,  who  also  collects  the  rugs,  likes  them  for  a  less  highbrow  rea- 
son: "They  make  good  high  school  graduation  gifts.  The  images  appeal  to  teenagers 
accustomed  to  violent  images  in  videogames." 

To  finance  his  own  collection  Sudeith  became  a  rug  dealer  in  1998  and  has  since 
sold  some  300  war  rugs.  He  currently  has  some  150  at  prices  ranging  fi-om  $400 
(for  rugs  with  (^nly  a  few  war  motifs)  to  $7,500  for  larger,  more  complex  designs. 
Sudeith  claims  war  rug  prices  have  doubled  since  Sept.  1 1  and  quadrupled  from  15 
years  ago.  That  beats  the  rest  of  the  carpet  market,  where  auction  prices  on  all  but 
the  oldest  pieces  are  at  or  below  levels  of  two  decades  ago. 

Sudcith's  business  i;  too  small  to  support  a  showroom,  so  he  ekes  out  a  living 
selling  at  Ilea  market'  i^  '  •   .-.hattan  and  Brooklyn  and  over  his  Web  site, 


www.warrug.com,  the  best 


■ar  lui'  images  on  die  Internet. 
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Nearly  all  his  pieces  fall  into  the  Beluch  category  of  tribal 
rugs,  meaning  they  have  short  wool  pile  secured  by  a  wool-and- 
cotton  foundation  and  average  60  to  100  knots  per  square  inch. 
Backgrounds  tend  to  be  dark,  usually  blue  or  red,  with  brighter 
colors  used  as  accents.  Finer  examples  use  traditional  vegetable 
dyes  that  have  a  more  subdued  palette.  Chemical  dyes  are 
brighter,  even  Day-Glo.  The  wool  is  minimally  processed.  As  it 
ages,  it  oxidizes,  increasing  sheen  and  softening  colors. 

There  have  been  several  war  rug  exhibits  since  the  late  1980s 
in  Italy  and  Germany,  and  a  show  of  1 7  rugs  debuts  next  Feb- 
ruary at  the  Australian  National  University  in  Adelaide.  While 
Sudeith  expects  war  rugs  to  be  appreciated  someday  as  impor- 
tant outsider  art,  that  day  isn't  now.  Most  serious  collectors  pre- 
fer more-refmed  "city  carpets,"  such  as  Iranian  Ardabil  rugs, 
made  of  100%  New  Zealand  worsted  wool  and  boasting  150  to 
200  knots  per  square  inch.  As  for  auctions,  Christie's  says  it  has 
sold  one  war  rug,  Sotheby's  none.  Specialist  Mary  lo  Otsea  of 


For  nearly  two  years  after  the  terrorist  attacks  he  couldn' 
get  any  rugs  at  all  from  Afghanistan.  After  trade  resumed,  ht 
found  a  whole  new  genre  of  war  rugs  had  arisen.  On  wooler 
fields  where  Soviet  weapons  used  to  appear  now  stood  U.S 
armaments.  A  $400  rug  shows  an  F-16,  an  Abrams  tank  and  thd 
slogan  "Heat  to  War."  Others,  clearly  made  for  sale  to  Amerii 
cans,  proclaim  death  to  terrorists  and  "Long  live  U.S.  soldiers.' 

The  most  disturbing  pieces  commemorate  the  World  Tradt 
Center  attack.  One  has  planes  labeled  American  and  Unitec, 
crashing  into  the  towers,  but  also  features  a  white  dove  carrying 
an  olive  sprig  in  is  beak  ($600).  When  Ronald  O'Callaghan 
another  dealer,  first  saw  a  WTC  attack  rug,  he  says,  "I  told  m] 
suppliers  I  never  wanted  to  see  another  one  of  those  again.') 
(He's  since  changed  his  mind  and  is  selling  them.) 

Most  dealers  buy  rugs  by  the  bale,  but  Sudeith  has  a  mort 
intimate  operation.  Three  of  his  current  buyers  are  U.S.  Specia 
Forces  operatives  on  the  ground  in  Afghanistan.  Sudeith  pay 
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Most  rugs  use  war  motifs  sparingly;  these— showing  an  armory  of  weapons  and  the  Trade  Center  attacks— are  extreme  examples  of  the  art. 


Sotheby's  says  the  only  way  war  rugs  will  make  it  to  auction  is 
if  they  start  fetching  higher  prices.  Sotheby's  won't  auction  any 
rug  worth  less  than  $2,000. 

Sudeith  chalks  up  this  disdain  to  the  fact  that  most  buyers 
have  seen  only  pitiful  little  carpets  that  feature  nothing  more 
interesting  than  a  map  of  Afghanistan  and  a  few  hastily  woven 
weapons.  Larger,  finer  pieces  are  difficult  to  find.  Less  than  1% 
of  Afghan  rugs  have  war  motifs.  If  a  weaver  is  going  to  invest  sbc 
weeks  in  making  a  4-foot-by-7-foot  rug,  she  usually  picks  a  pat- 
tern guaranteed  to  please  an  average  buyer — somebody  who 
doesn't  want  to  be  intellectually  challenged  by  a  floor  covering. 

New  York  City  rug  behemoth  ABC  Carpet  &  Home  has  just 
10  war  rugi,  Ln  its  inventory  of  more  than  100,000.  Only  2  are 
collectible.  The  best  is  a  beautiful  4-foot-by-7 -footer  in  muted 
browns  and  tans  featurini'  an  intricate  geometry  of  lines  fi-am- 
ing  rows  of  S'>^  ;;.'i  tanki,  their  turrets  pointing  back  and  sky- 
ward— a  nonaggrtssive  posi.ure  used  in  the  final  1989  with- 
drawal. Retail  price:  $1,100. 

After  Sept  )  I  Sudeidi  was  convinced  his  war  lug  business 
was  over.  But  jl  .^  six  months  later  the  entry  of  U.S.  forces  into 
Afghanistan  broi  ■  --  •  M,ave  of  interest.  Sudeith's  problem 
suddenly  became  si  _ 
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one  man  double  his  costs,  sending  checks  to  his  stateside  wife 
Another  consigns  rugs,  getting  paid  when  they're  sold.  Thi 
third  receives  costs  plus  a  cut  of  profits.  There  are  also  a  half 
dozen  native  suppHers. 

Before  Sept.  1 1  it  was  easy  for  Sudeith  to  transfer  money  t( 
his  contacts  using  the  anonymous,  centuries-old  Middle  East 
ern  banking  system  known  as  hawala.  In  a  dingy  Manhattai 
office  he  would  give  cash  and  his  contact's  account  number  t( 
a  teOer,  who  would  make  a  few  notations  on  a  slip  of  paper.  I 
few  days  later  Sudeith's  supplier  would  call  to  thank  him  for  thi 
payment.  Now  many  hawala  offices  have  moved  and  no  longe 
accept  cash.  Those  that  remain  require  transactions  be  made  h] 
certified  check  or  money  order. 

At  the  apex  of  his  collection  is  an  enormous  6-foot-by-12 
foot  rug  with  tight  knots  and  beautiful  colors  that  depicts 
menagerie  of  animals — lions,  chickens,  deer — along  wit) 
assorted  weaponry  and  vehicles.  The  centerpiece  of  the  rug  is  i 
square  pond  with  a  duck  swimming  in  it.  Beside  the  duck  is  i 
Stinger  antiaircraft  missile.  Stingers,  though  rare  in  rugs,  ar 
historically  significant.  Provided  to  mujahedin  by  the  U.S.,  the 
enabled  the  Afghans  to  shoot  down  Soviet  aircraft.  Sudeith  say 
he  won't  part  with  it  for  less  than  $20,000.  I 
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How  have  your  equity  funds 
performed  versus  their  peers? 
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VtT  Rowe  Price,  we  believe  a  consistent,  long-term 
pproach  to  investing  is  essential. That's  why  strong 
)erformance  versus  peers  over  time  is  one  of  the  most 
mportant  factors  in  choosing  a  fund.  If  your  current 
squity  funds  have  underperformed  versus  their  peers, 
naybe  it's  time  to  consider  a  switch. The  following  are 
St  a  few  T.  Rowe  Price  funds  that  have  outperformed 
heir  Lipper  peers  over  the  1-,  5-,  and  10-year  periods 
s  of  9/30/03. These  funds  are  100%  no  load,  with 
xpenses  well  below  the  industry  average.* 

/lutual  funds  are  subject  to  market  risk,  and  past 
)erformance  can't  guarantee  future  results.  When 
ssessing  performance,  investors  should  consider 
)oth  short-  and  long-term  returns.  While  results 
vill  vary  for  other  periods,  we  believe  the  strong 
)erformance  of  these  funds  makes  them  an  excellent 
:hoice  for  long-term  investors. 

Ne  offer  over  85  no-load  funds  and  can  help  you 
ind  the  one  that's  right  for  your  goals  and  tolerance 
or  risk.  Call  our  Investment  Guidance  Specialists 
r  visit  our  Web  site. 


Over  75%  of  our  funds  beat  their  Lipper  averages 
for  the  1-,  5-,  and  10-year  periods,  including:'^'^ 


Average  annua!  total 
returns  as  of  9/30/03 

Growth  Stock  Fund 

Lipper  Large-Cap 
Growth  Funds  Average 

Equity  Income  Fund 

Lipper  Equity  Income 
Funds  Average 


1  year  5  year  10  year 

27.13%  4.23%  10.73% 

21.15%  -1.39%  6.54% 

21.67%  5.14%  10.91% 

20.35%  2.68%  8.28% 


Equity  Index  500  Fund  24.06%  0.75%  9.76% 

Lipper  S&P  500 

Funds  Average  23.55%  0.47%  9.63% 

Growth  &  Income  Fund  22.10%  1.19%  8.17% 

Lipper  Large-Cap  Core 

Funds  Average  20.86%  -0.01%  784% 

Spectrum  Growth  Fund  2791%  4.59%  9.07% 

Lipper  Multi-Cap  Core 

Funds  Average  23.87%  4.11%  9.05% 


TR0WEPRICE.COM/MUTUALFUNDS 


1-888-225-1697 


TRoweRrice 


INVEST    WITH    CONFIDENCE 


or  more  iniorinalion,  including  risks,  lees,  and  expenses,  request  a  iund  profile  or  prospectus,-  read  it  carefully  before  investing.  For  updated  performance  information,  please  visit  our  Web 
ile  or  contact  a  T.  Rowe  Price  representative.  Average  annual  total  return.ligures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment  return 
nd  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  *As  of  9/30/03,  the  funds'  total  expense  ratios  versus  their  retail  Lipper  category 
veraqes  are:  C.76%  for  Growth  Stock  versus  1.80%  for  the  large-cap  growth  funds  category,  0,78%  for  Equity  Income  versus  1.59%  lor  the  equity  income  funds  category;  0.35%  lor  Equity 
idex  500  versus  0.85%  for  ihe  S&P  500  funds  category;  0.8 f%  for  Growth  &  Income  versus  1.60%  for  the  large-cap  core  funds  category;  0.89%  lor  Spectrum  Growth  versus  f.55%  for  the 
lulti-cap  core  funds  category.  Alt  funds,  including  separate  share  classes,  more  than  six  months  old  as  of  9/30/03  are  included  in  this  study.  *  *B3sed  on  total  return,  88  of  114, 59  of  73, 
md  37  of  47  T.  Rowe  Price  funds,  including  separate  share  cfasses,  outperformed  their  Lipper  averages  for  the  1-,  5-,  and  lO-year  periods  ended  9/30/03,  respectively.  (Source  lor  data:  Lipper  inc.) 
Rowe  Price  Investment  Services,  Inc.,  Distributor.  (<IDEQP068I 73 
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i/1  eServer'"  xSeries'  systems  are  packed  with  support  that's  substantial.  Real.  And  yes,  supportive.  Just  what  the 
demand  world  demands.  In  fact,  if  you  need  us,  we  can  be  there  -  24/7/365'.  And  just  about  every  xSeries  server 
squipped  with  IBM  Director,  a  systems  management  tool  that,  among  other  things,  allows  you  to  manage  your 
■astructure  remotely  in  real  time,  even  while  your  applications  are  running.  Very  supportive.  For  more  information 
xSeries  systems,  visit  ibm.com/eserver/advantage 


Why  are  our  Intel  processor-based  server  sales  the  fastest-growing  in  the  world?'  Here  are  5  reasons: 


ile  1-16  way  with  select       IBM  Director  systems 
dels.  Pay  as  you  grow.     .    management. 


Linux-ready  through 
the  entire  line. 


Mainframe-inspired 
technologies. 


24/7/365  optional  onsite 
hardware  support. 


)  server' 


IBM  eServer  xSeries  systems  are  powered  by 
Intel®  Xeon™  processors  and  backed  (and  backed 
and  backed)  by  IBM! 


xial  charges  apply.  Standard  support  includes  next  business  day  response  in  some  countries.  'IDC  Server  Tracker  Q203.  YTY  Worldwide  Revenue  Growth  comparing  Intel  processor-based 
J.  IBM,  the  e-business  logo,  eServer,  the  eServer  logo  and  xSeries  are  trademarl<s  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States 
other  countries.  Intel.  Intel  Inside,  the  Intel  Inside  logo  and  Intel  Xeon  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other 
es"  Other  company  product  and  service  names  may  be  trademarks  or  service  marks  of  others,  ©2003  IBM  Corporation,  All  rights  reserved. 
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The  Return 


of  the]V[„  m  m-y 

Collecting  antiquities  used  to  be  a  fun  adventure.  But  now  that  other  countries  are 
repatriating  their  most  valuable  treasures,  you  stand  to  lose  it  all     by  nathan  vard 


Head  ache:  This  bust  of  Ameii  ;f;ri,,j  SI! 
is  at  the  center  -!'  an  international  incidtni 


MENHOTEP  III,  THE  14TH-CENTURY  B.C.  EGYPTIAN 

pharaoh,  could  hardly  have  foreseen  the  prob 

lems  he  would  cause  3,300  years  after  his  death.  I 

stone  bust  of  the  pharaoh  is  in  Britain's  Scotlam 

Yard.  The  police  don't  know  what  to  do  with  it 

The  Cairo  government  claims  the  head  was  taken  out  o 

Egypt  illegally  and  is  poised  to  sue  for  it.  The  compam 

that  last  owned  the  head,  Robin  Symes  Ltd.,  is  ii 

receivership.  There  may  be  other  parties  who  will  tr 

to  lay  claim  to  it. 

How  did  the  pharaoh,  known  for  keeping  hii 

enemies  at  bay,  get  into  such  a  scrape?  Start  witli 

Robin  Symes,  once  one  of  London's  most  famou 

antiquities  dealers,  who  bought  the  head  in  199; 

for  $1.2  million.  But  he's  been  embroiled  in  ; 

nasty  legal  fight  with  the  estate  of  Christ( 

Michailidis,  his  deceased  business  and  live-ii 

partner,  and  was  forced  into  personal  bank 

ruptcy.  The  Michailidis  estate  now  holds  at  leas 

a  50%  interest  in  Robin  Symes  Ltd.  Furthe 

complication:  The  head  partiy  secured  $10  mil 

lion  or  so  in  loans  Citibank  made  to  Robii 

Symes  Ltd.;  the  debt  to  Citibank  has  been  paic 

off  by  the  loans'  guarantors. 

Amenhotep  Ill's  bust  had  already  starred  in . 

New  York  criminal  trial  last  year.  It  was  bough 

in  1991  from  an  Egyptian  farmer  by  Jonathai 

Tokeley-Parry,  a  convicted  British  smuggler.  Befor 

trying  to  get  the  head  out  of  Egypt,  Tokeley-Parr 

coated  it  with  plastic  and  disguised  it  to  look  like  a  chea| 

souvenir  Back  in  England,  Tokeley-Parry  dipped  the  bus 

in  acetone  to  dissolve  the  plastic  and  restored  the  artifact' 

chin.  He  also  met  with  Frederick  Schultz,  a  Manhattai 

antiquities  dealer. 

To  cover  his  tracks,  Tokeley-Parry  created  a  fake  pedigre 
for  the  head,  complete  with  false  labels  tied  to  a  fictitious  col 
lector  from  the  1920s,  one  "Thomas  Alcock."  Tokeley-Parr 
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then  sold  the  head  to  Schultz  for  $915,000,  a  transaction  that 
led  to  other  sales  of  smuggled  ancient  artifacts.  Schultz  was  con- 
victed of  conspiring  to  receive  stolen  Egyptian  antiquities  by  a 
federal  jury  in  February  2002  and  is  currently  serving  33 
months  at  Fort  Dix,  NJ.,  a  federal  penitentiary. 

Illicit  trafficking  in  antiquities  totals  perhaps  $2  billion  a 
year,  says  the  U.K.'s  McDonald  Institute  for  Archeological 
Research.  But  it's  getting  harder  to  get  away  with.  Witness 
the  recent  repatriation  of  antiquities  from  Iraq,  Guatemala 
and  China;  new  rules  that  make  it  tougher  to  plead  ignorance 
for  a  collector  caught  with  a  questionable  piece;  and  a  mus- 
cular U.S.  Customs  Service.  In  May  Representatives  Philip 
English  (R-Pa.)  and  James  Leach  (R-Iowa)  introduced  leg- 
islation to  restrict  importation  of  antiquities  from  Iraq  and 
other  sensitive  parts  of  the  globe. 

Meantime,  foreign  governments, 
particularly  Egypt  and  Italy,  have 
stepped  up  efforts  to  find  antiquities 
they  believe  were  stripped  from  their 
lands  by  grave  robbers  and  smuggling 
rings.  They're  taking  aim  at  dealers, 
museums — and  collectors.  Here  at 
home  federal  prosecutors  seem  more 
ready  to  go  to  the  courts,  where 
recent  decisions  have  significantly 
raised  the  possibility  of  jaU  time  for 
those  handling  stolen  antiquities. 
"The  pendulum  has  swung  too  far 
against  antiquities  dealers  and  collec- 
tors," says  William  Pearlstein,  an 
attorney  at  Golenbock  Eisman,  who 
is  representing  dealers  and  collectors. 
"It  is  harder  and  harder  for  collectors 
to  know  what  is  safe  to  collect." 

Or  to  know  for  certain  whether 
they  can  hang  on  to  their  beloved 

items.  Maurice  Tempelsman,  the  diamond  merchant  and  for- 
mer companion  of  Jacqueline  Kennedy  Onassis,  reportedly 
paid  $1  million  some  time  ago  for  two  marble  heads  of  the 


Getting  your  goat:  Proving  provenance  for  this 
7th-century  B.C.  ibex  might  be  difficult  if  the  collector, 
who  paid  $109,000  for  it,  ever  decided  to  sell  it. 


ask  myself  if  I  am  a  glutton  for  punishment." 

This  past  fall  Guatemalan  police  recovered  a  600-pou 
Mayan  altar  fi"om  a  gang  of  looters.  In  the  last  six  years  custom' 
officials  in  China  have  nabbed  more  than  25,000  pieces  of  arti 
facts  illegally  bound  for  international  markets,  says  Cultur; 
Fieritage  Watch,  a  nongovernment  group  based  in  Beijing.  Ital 
ian  police  recently  exposed  a  smuggling  ring  in  the  Adriati< 
port  of  Bari,  charging  16  people  with  selling  illicit  antiquities 
Last  month  a  senior  Egyptian  official  was  caught  trying  to  sell 
recently  excavated  mummy  to  an  undercover  officer  posing  a 
an  antiquities  dealer.  An  Assyrian  gypsum  relief  that  had  beei 
excavated  by  Iraqi  archeologists  in  the  1970s,  and  is  estimatec 
to  be  worth  $1.7  million,  turned  up  in  England  last  year  and  i 
currently  being  held  by  Scotland  Yard.  AH  these  artifacts  wen 

presumably  on  their  way  to  somi 
rich  person's  foyer. 

To  stay  out  of  the  pokey  and  hol< 
onto  their  goods,  collectors  have  t( 
meet  difficult  legal  standards.  The) 
must  avoid  objects  that  they  knov 
violate  so-called  patrimony  laws; 
which  allow  governments  of  "source' 
countries  to  declare  ownership  of  al 
antiquities  within  their  borders  tha 
have  not  yet  been  unearthed.  An 
conscious  attempt  to  avoid  learninj 
the  laws  can  get  you  in  a  snit. 

Even  if  you  don't  get  hauled  oflj 
in  handcuffs,  you  could  lose  youi 
investment.  Collectors  are  on  theii 
own  to  prove  provenance — authen^ 
ticity  or  past  ownership;  the  antiqur 
ties  business  is  imregulated.  It's  ran 
that  you'll  be  able  to  recover  yout 
purchase  price  if  you  have  to  return 
an  item  bought  from  a  dealer  or  fit^iii 
an  auction  house.  And  no  insurer  will  pay  up  for  a  work  of  art 
that's  been  claimed  by  a  foreign  government. 

Uncle  Sam  offers  no  protection.  The  Cultural  Property 


Greek  goddesses  Demeter  and  Persephone  that  the  Italian  gov-      Implementation  Act  of  1983  gives  the  feds  the  power,  among 


ernment  later  claimed  had  been  looted  ft-om  Sicily.  After  years 
of  negotiations  the  two  sides  have  quietly  struck  a  deal  that  calls 
for  Tempelsman  to  hand  the  artifacts  to  a  U.S.  public  institu- 
tion, presumably  a  museum,  which  after  some  time  will  return 
the  sculptures  to  Italy  The  arrangement  might  allow  Tempels- 
man to  take  a  charitable  tax  deduction. 

nis  raided  the  home  of  retired  New  York  hedge 

Michael  Steinhardt  and  seized  a  golden  Greek 

d  bought  for  $1.2  million  from  Robert  Haber, 

n  Steinhardt  had  done  business  for  a  long 

:(  bowl  to  the  Italian  government — which 

'olcn  fioni  Sicily — after  a  federal  judge  in 

-'inhardt's  appeal.  He  got  no  money  back 

•■•      ^liserable  experience  for  me,"  says 

' '."  market  though  sometimes  I 


func 
libatioi 
a  dealer 
time.  Bac 
I  'aimed  it  .. 
lyWruleda. 
from  the  deak 
Steinhardt.  "I  am 


other  things,  to  seize  artifacts  documented  in  the  inventory  oj 
archeological  sites  or  museums  of  countries  that  ratified  a  1970 
Unesco  convention  on  illicit  antiquities.  No  fan  of  the  Ul^ 
group  or  the  agreement,  the  U.S.  still  signed  on  to  the  act,  albeii 
a  watered-down  version,  after  1 1  years  of  heated  debate 
between  archeologists  and  dealers. 

"A  prudent  collector  has  to  consider  whether  there  can  [\ 
any  competing  claims,  or  he  can  find  himself  embroiled  in  litr 
gation,"  says  Karen  Sanig,  who  represents  Egypt  and  heads  the 
art  law  department  at  Mishcon  de  Reya,  a  London  law  practice 

The  root  of  potential  litigation  is  those  patrimony  law& 
Trouble  is,  some  of  those  laws  go  way  back — in  the  case  oj 
Turkey,  1906;  China,  1982;  Egypt,  1983;  Italy,  1902  or  1939! 
depending  on  who  you  ask.  While  these  laws  are  not  retroac- 
tive, it  can  neverdieless  be  very  difficult  to  find  the  right  docu 
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Buy  ihis 
wireless  notebook 
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Now  get  Tablet  PC  and  notebook  functionality  in  one  system-for  one  low  price. 

Presenting  the   Fujitsu   LifeBook*  T3000  Tablet   PC.  A   unique   combination   tablet   and   notebook  that   gives   you   the 

best  of  both  worlds,  all  for  the  same  price  as  a  standand  notebookThe  LifeBookTSOOO Tablet  PC  sets  a  new  standard  for  mobile  ' 

^^^^  versatility  and  convenience.  When  you  need  a  sleek,  high-powered  notebook  simply  open  it  up  and 

R^3|W^^^^  use  its  full-size  keyboard.  Or  when  you  want  to  sketch,  write,  or  take  notes,  pivot  and  secure  the 

^^^^^^^^^^       screen  and  it  instantly  turns  into  a  Tablet  PC.  Either  way  it  offers  you  built-in  wireless  access  to 

information  anywhere  with  the  latest  Intel®  Centrino™  mobile  technology.  So  stop  trying  to  decide 

on  whether  to  get  a  new  notebook  orTablet  PC.  Instead,  get  the  functionality  of  both,  for  the  price 

of  only  one.  Go  to  www.computers.us.fujitsu.com/2inl  today  for  details. 
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THE     POSSIBILITIES     ARE     INFINITE 
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mentation  to  prove  a  certain  piece  made  its  way  out  of  the 
source  country  before  the  law  took  effect.  A  rare  exception:  the 
5th-century  B.C.  relief  from  the  Achaemenian  dynasty  (think 
Cyrus  the  Great)  that  sold  at  Christie's  in  London  for  $1.6  mil- 
lion in  October.  It  is  widely  known  to  have  been  acquired  by  Sir 
Gore  Ouseley  in  the  early  19th  century  while  he  was  an  ambas- 
sador to  the  Persian  court. 

Everyone  is  familiar  with  the  Elgin  Marbles,  removed  by 
Lord  Elgin  from  the  Parthenon  in  the  early  19th  century  under 
the  eyes  of  the  Ottoman  Empire.  He  claimed  he  was  protecting 
them,  but  sold  them  to  the  British  Museum.  The  Greeks  have 
argued  for  years  that  the  sale  was  bogus  and  have  tried  to  get 
the  marbles  back.  But  because  the  country  only  came  into  exis- 
tence in  1832  and  its  patrimony  laws  were  drafted  later  still, 
Greece  has  no  firm  legal  pedestal  to  stand  on  and  has  not  liti- 
gated the  matter.  "Buy  something  that  is  known  to  have  been 
privately  owned  before  the  20th  century  and  you  are  probably 
safe,"  says  Patty  Gerstenblith,  an  archeologist  and  law  professor 
at  DePaul  University. 

National  patrimony  laws  are  notoriously  hard  to  find  in  the 
statute  books  (to  say  nothing  of  the  possibility  that  the  words 
will  be  Greek  to  you).  The  International  Foundation  for  Art 
Research,  a  New  York  nonprofit  art  law  research  outfit,  has 
spent  years  updating  and  excerpting  patrimony  laws.  But  its  list 


remains  incomplete  because  it  can't  obtain  some  laws  or  g( 
translated  versions  of  others.  Patrimony  laws  can  be  madden^ 
ingly  ambiguous.  Christie's,  for  example,  has  argued  that 
Egypt's  law,  as  written,  only  gives  the  state  the  right  to  expro- 
priate antiquities,  but  does  "not  confer  true  ownership." 

Finding  proof  of  provenance  can  be  devilishly  hard,  too,. 
Consignors  and  sellers  often  wish  to  remain  anonymous,  and 
few  private  collections  have  been  published.  Buying  antiquities 
from  auction  houses  offers  some  help — with  the  emphasis  oi 
some.  Christie's  catalog  for  its  Oct.  29  antiquities  auction  ii 
London  typically  listed  many  items  with  no  provenance  at  all 
Example:  ten  bound  vellum  pages  from  3rd-to-5th-centurj 
Coptic  Egypt  that  sold  for  $84,000.  Other  items  suggested  onl' 
that  they  were  "acquired  during  the  1970s."  For  the  7th-centur]i 
B.C.  gold  ibex  head  protome  (bust),  which  sold  for  $109,000,  i 
was  only  disclosed  that  it  had  been  sold  at  Christie's  in  London 
once  before,  in  1997.  Who  owned  it  prior  to  the  first  sale?  Those 
who  bid  at  auction  could  only  guess. 

Christie's  and  Sotheby's  do  make  their  catalogs  widel) 
available  to  museums  and  foreign  governments  to  try  to  snare 
stolen  treasures  before  they're  put  on  the  block.  They  also  gel 
their  own  staff  to  vet  merchandise.  In  September  U.S.  Customs 
seized  a  South  Arabian  alabaster  plaque  consigned  by  Phoenij 
Ancient  Art  of  Switzerland  to  Sotheby's  and  expected  to  fetch 


EaJdenof  the  Tx^stArt 


w 


T 

■     r 


Eft 


xT^ 


-.vX»  ■ 


WO  months  ago,  outside  Atlanta's  Michael  C.  Carlos  Museum,  Zahi 
Hawass  draped  a  crate  carrying  the  mummy  of  Pharaoh  Ramses  I, 
a  builder  of  temples,  with  an  Egyptian  flag.  With  no  further  cere- 
mony, the  mummy  was  then  loaded  onto  a  plane  headed  for  Cairo, 
The  Atlanta  museum  had  acquired  the  mummy  together  with  other  Egypt- 
ian artifacts  in  1999  from  the  Niagara  Falls  Museum,  but  after  determining 
its  important  identity  decided  to  return  it  to  Egypt  The  artifact  had  been 
smuggled  out  of  Egypt  over  100  years  ago. 

Few  museums  want  to  tangle  with  Hawass  these  days.  The  56-year- 
old  archeologist  has  been  creating  havoc  ever  since  he  was  appointed 
Egypt's  Secretary  General  of  the  Supreme  Council  of  Antiquities  last  year. 
Hawass  is  on  a  crusade  to  bring  major  Egyptian  artifacts  back  to  Egypt 
Hawass  has  opened  the  new  Department  of  Returning  Stolen  Artifacts, 
and  it's  not  clear  that  he  will  stop  only  at  items  that  left  Egypt  after  its 
patrimony  law  came  into  effect  in  1983,  or  even  since  the  Unesco  conven- 
tion of  1970. 

Hawass  created  a  firestorm  in  England  last  year  when  he  suggested 
the  British  Museum  return  the  2,000-year-old  Rosetta  Stone,  which  has 
been  displayed  in  London  since  1802.  Hawass  now  says  he  only  wants  it 
back  for  a  temporary  exhibit,  but  the  British  Museum  is  not  cooperating 
with  his  request  Last  year  the  Virginia  Museum  of  Fine  Art  in  Richmond 
got  a  letter  from  Hawass  demdn.i>  ii>  bat  k  a  relief  believed  to  be  the  god  Khonsu.  The  museum  says  it  bought  the  relief  fair  and  square  from  a  New  York 
gallery  in  1963  and  that  it  was  documented  In  the  collection  as  far  back  as  1944.  Hawass  is  threatening  to  take  the  museum  to  court. 

Brash  public  threats  aren't  Hawass'  only  way  of  getting  attention.  When  Berlin's  Egyptian  Museum  refused  to  return  a  bust  of  Queen  Nefertiti  that  Hawass 
'  by  German  archeo!c?,ists  in  the  early  1900s.  he  banned  the  museum's  archeologists  from  working  in  Egypt  Next  Hawass  has  set  his 
Says  t-i9wass:  "We  are  now  going  to  look  at  every  museum  in  the  world  to  see  what  kind  of  artifacts  have  left  Egypt"  -N.\ 
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By  Curtis  Rist 


.  Paralympics  provides  physically"dT§abled  a 
hope  —  and  offers  unparalleled  opportunities  for- 

1  s  a  cure,  inspiration  often  proves  '  •  ;  ^  ■ 

I  far  more  potent  than  any  tradition-  e  '    u,  '■'■'-a 

'  al  medicine.  April  Holmes,  a  switching         ...,^    j"    ^^.^.,.,. 

Dment  technician  with  Verizon,  discovered  '^W*        ' 

ollowing  a  train  wreck  in  200t  in  which  she  , 

her  left  leg  below  the  knee.  Lying  in  a  / 

delphia  hospital  a  few  days  after  surgery,  ,^^  ■ 

bcused  grimly  on  her  despair  and  her  '■ 

rtain  future.   "Then  the  doctor  who    ; ' 

ormed   the  surgery  came   in   and        .^ 

5d    me   a    magazine    about   the  ';'^ 

lympics  held  in  Sydney  the  year      j;;^  M-^ 

re,"  recalls  30-year-old  Holrpes.  "I  ;    #'\; 

)bed  through  it  and  saw  all  these  ^ 

bled    athletes    doing    amazing  \'   . 

s,  including  a  one-legged  sprint- 
thought  about  it  and  said  to  1 

;tf.  '\feah.  I  could  do  this.  I  don't  '  ?     5 

'how,  but  I  know,  t  could  do  this.'"  :      :      ^ 
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For  decades,  the  Paralympic  move- 
ment has  made  it  possible  for  physically 
disabled  athletes  to  compete  in  world- 
class  sporting  events,  which  require 
courage,  dedication  and  physical  daring. 
"Our  mission  is  to  develop  elite  athletic 
programs,  as  well  as  to  use  our  Olympic 
and  Paralympic  platform  to  promote 
excellence  in  the  lives  of  people  with  dis- 
abilities," says  Charlie  Huebner,  the  chief 
executive  officer  of  U.S.  Paralympics,  a 
division  of  the  U.S.  Olympic  Committee 
that  was  founded  in  May  2001.  While  the 
organization's  mam  focus  is  to  prepare 
athletes  for  the  Paralympics  that  coincide 
every  four  years  with  the  Olympics,  it  is 
also  focused  on  developing  athletes  as 
role  models  to  help  inspire  others  to  over- 
come their  own  physical  limitations. 
Corporations  have  found  that  sponsorship 
of  U.S.  Paralympics  provides  them  with  a 
valuable  platform  for  marketing  products 
and  services  to  a  unique  audience  —  not 


just  the  Paralympians,  but  the  fgr  larger 
population  of  54  million  people  with  phys- 
ical disabilities  as  well. 

A  NOBLE  MISSION 

The  first  Paralympics  were  held  in 
Rome  in  1960  with  just  400  athletes 
from  23  countries.  Today,  more  than 
4,000  athletes  from  129  countries  are 
preparing  to  participate  in  the  Athens 
Games  to  be  held  next  summer  The 
group  includes  amputees,  blind  or  visu- 
ally impaired  athletes,  athletes  with 
cerebral  palsy,  athletes  with  spinal  cord 
injuries,  and  athletes  who  are  affected 
by  a  range  of  other  disabilities  that  do 
not  all  fit  into  easily  defined  categories. 

While  U.S.  Paralympics  fosters  in- 
credible physical  feats  and  competitions, 
it  serves  an  even  larger  goal  to  become 
an  inspiration  for  others  with  disabilities. 
"Winning  medals  is  important,  as  is 
preparing  our  team  to  be  number  one  in 


RICHARD  MUCCI 

Senior  Vice  President, 
Hartford  Life  insurance  Co. 
and  Director, 
__  Group  Benefits  Division 

ty  philosophy,  which  fundamentally,  means  seeing  and 
valuing  individuals  for  what  they  can  do,  instead  of  what  they  cannot  do.  In  the 
case  of  our  disability  claimants,  by  focusing  on  their  abilities  and  helping  them 
to  do  the  same,  we  can  provide  support,  motivation  and  a  host  of  resources 
to  help  them  reclaim  their  self-confidence  and  very  often,  their  livelihood.  The 
athletes  of  U.S.  .i-Mralympics  embody  this  philosophy.  Every  day,  they  demon- 
strate through  their  commitment  and  courage  that  people  who  happen  to  have 
a  physical  disability  ntji  only  can  lead  a  productive  life,  but  can  defy  expecta- 
tions. Our  founding  partrisrnhic  of  U.S.  Paralympics  is  part  of  The  Hartford's 
ongoing  commitment  to  posijivriy  change  attitudes  and  behaviors  toward 
people  with  disabilitif  ■-■.  'A'e'<-e  prcud  to  sup- 
port these  athletes  t. 
Paralympic  dreams,  der 
us  that  life  with  a  disability 
exciting,  lich:  vid  rewarding 


Hartford 
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the  world,  but  the  platform  really  allc 
us  to  change  how  people  view  those  v 
physical  disabilities,"  says.  Huebt 
"People  in  the  corporate  world  say  'p[ 
ical  disabilities'  and  they  immedia 
think  of  handrails  and  lawsuits.  We're 
ing  to  change  that.  We  want  people 
hear  the  words  'physical  disabilities' 
have  them  think  of  courage,  determ 
tion,  discipline  and  focus." 

One  example  of  this  is  the  case  of 
year-old  Colorado  boy  who  recently 
his  eyesight.  "He  was  concerned  at 
one  thing:  getting  back  on  his  bicyc 
says  Huebner  His  family  had  no  i 
what  to  do  until  U.S.  Paralympics  m 
them  aware  of  the  possibilities.  "Man' 
our  Paralympians  are  competitive  cycl 
and  they  do  a  very  clever  thing,"  j 
Huebner.  "They  ride  on  a  tandem  bicv 
where  no  eyesight  is  needed."  I 
Paralympics  arranged  for  the  boy  and 
family  to  meet  a  blind  cyclist,  who  i 
happens  to  be  a  Notre  Dame  gradi 
and  an  IBM  engineer  "The  cy( 
showed  the  family  that  the  boy  coulc; 
anything  he  set  his  mind  to,  with 
letting  his  disability  hinder  h 
Consequently,  that  young  boy  and 
family  now  realize  anything  is  possil 
says  Huebner.  The  help  didn't  stop  th 
The  organization  arranged  for  a  tanc 
bicycle  manufacturer  to  donate  one  o 
products  to  the  family,  and  the  boy  i 
rides  happily  with  his  parents  and  a 
siblings  leading  the  way.  This  one 
changed  everything,  not  just  in  the  lif 
that  5  year  old,  but  in  the  life  of  his  fa 
and  even  the  entire  community. 

"When  we  talk  to  corporati 
about  how  they  can  get  involved  in 
mission  and  the  impact  that  can  1^ 
in  terms  of  their  own  marketing, 
obvious  we're  dealing  with  sometl 
very  powerful,"  says  Huebner.  "Th 
a  message  that  resonates  very  strc 
ly  with  consumers  and  it's  also  a  n 
sage  that  resonates  very  strongly  ^ 
employees  to  attain  higher  goals."; 


When  faced  with  a  disability, 
is  it  harder  to  do  this? 


Or  THIS? 


-s  the  second-largest  seller  of  group  disability,  we  know  that  getting  started  on  facing  life's  challenges  isn't  easy.  But  we 
elieve  that  when  you  focus  on  abilities,  just  about  anything  is  possible.  That's  why  we're  proud  to  be  the  founding  partner 
f  the  U.S.  Paralympics,  an  organization  that  promotes  excellence  in  the  lives  of  people  with  physical  disabilities.  To  learn 
lore  about  our  group  life  and  disability  products,  contact  your  local  Hartford  representative  at  1.866.FOR.HART  or 
isit  groupbenefits.thehartford.com. 
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U.S.  PARALYMPICS 

fOUNDING   PARTNEII 


Always  thinking  ahead"." 
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THE  HARTFORD 

One  company  that  has  found  this 
message  particularly  appealing  is  The 
Hartford,  the  insurance  and  financial 
services  giant.  A  longtime  supporter  of 
physically  disabled  athletes  and  the 
disabled  sports  movement,  the  com- 
pany has  aligned  itself  with  U.S. 
Paralympics  because  the  two  organi- 
zations share  a  mission  and  philosophy 
that  focus  on  individual  abilities. 

"Having  a  disability  in  no  way  dimin- 
ishes the  inherent  value  of  an  individ- 
ual, or  the  contributions  someone 
can  make  to  his  or  her  family,  commu- 
nity and  place  of  employment,"  says 
Richard  Mucci,  senior  vice  president  of 
Hartford  Life  and  director  of  The 
Hartford's  Group  Benefits  Division. 
"The  disabled  community  is  a  huge, 
untapped  resource  and  we  want  to 
bring  the  potential  of  its  members  to 
the  foreground." 


Paul  Nitz,  three-time 
i      Paralympic  gold  medallist 


By  partnenng  with  U.S.  Paralympics, 
The  Hartford  has  found  a  compelling 
way  to  demonstrate  the  possibilities 
for  living  an  active,  productive  life 
with  a  disability.  "We  can  say  these 
things,  but  seeing  an  athlete  compete 
in  a  marathon  in  a  wheelchair,  or 
sprinting  through  a  100-meter  race  on 
one  leg,  offers  a  far  more  potent  mes- 
sage," Mucci  says.  "The  athletes  of 
U.S.  Paralympics  display  an  impres- 
sive array  of  talent  by  any  standards 


RANDY  L.  JONES 

Communications  Manager, 
Commercial  Vans 
DaimlerChrysler 


In  sponsoring  U.S.  Paralympics,  we  feel  this  is  a 
perfect  fit  for  the  Freightliner  Sprinter.  Setting  a  new 
standard  in  the  commercial  van  market,  the  Sprinter  is  a  powerful  resource 
for  enhancing  the  lives  of  individuals  with  physical  disabilities.  For  the 
paratransit  and  automobility  market,  Sprinter  vans  are  quickly  becoming 
the  ideal  vehicle  of  choice  and  its  versatility  is  quickly  seen  when  automo- 
bility applications  come  into  play.  Available  in  three  wheelbases  and  two 
roof  heights,  Sprinter's  interior  is  user-friendly  for  family,  caregivers  or 
medical  facility  staff.  By  linking  our  name  to  U.S.  Paralympics,  we're  able 
not  only  to  SL^ppoil  the  incredible  spirit  and  drive  of  these  amazing 
athletes,  but  also  to  further  the  progress  made  by  all  people  with  physical 
disabilities.  In  addition  to  supporting  an  undersen^'ed  audience,  the  extended 
exposure,  presence  and  visibility  that  comes  with  partnering  with  a 
marquee  organization^.    - " 
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and  their  accomplishments  are 
nomenal.  Their  commitment  to  c 
coming  obstacles  to  achieve  pers 
excellence   is   a   message  that  f 
'  true  in  the  sporting  arena  as  wel 
the  workplace,"  says  Mucci.  The  ci 
pany  believes  that  part  of  its  respo 
bility  as  a  disability  insurer  is  to  \ 
physically  disabled  employees  rei 
to     the     workforce.     The     Harti 
employs    its    partnership   with    \ 
Paralympics  to  help  make  the  b 
ness  case  to  its  customers  and 
general  business  community  for  hi 
and  retaining  employees  with  disal 
ties.  "Finding  or  retaining  meanin( 
employment  for  a  physically  disab 
person   is   good  for  them,   good 
their    families    and    good    for  j 
employer,"  he  says.  "We  don't  foi 
on    what    an    employee    can't 
instead  we  focus  on  what  they  can 
and  help  them  to  apply  those  skilfc 
the  marketplace."  ' 

To  observe  this  philosophy  at  wi 
Mucci  doesn't  have  to  look  any  farl; 
than  The  Hartford's  own  offices.  Th( 
working  as  an  assistant  underwrite 
Paul  Nitz,  who  has  been  paralyzed  fi 
the  waist  down  all  his  life  as  a  re 
of    a    broken    neck    suffered    dui 
a    breached-birth    delivery.    A   pri 
employee,  Nitz,  34,  is  also  a  supe 
athlete,  the  result  of  being  raised  i 
family  of  basketball  players  and  ti 
stars    and    never   wanting    simply 
watch  from  the  sidelines.  After  pla^ 
collegiate   wheelchair   basketball, 
began  to  compete  in  races  and  ente 
his  first   Paralympics   in   Barcelonj 
1992,    where    he    won    his    first  ( 
medal  in  the  100-meter  race.  He 
lowed   this    up   with   additional   { 
medals  in  1996  and  2000,  and  is  r 
preparing  for  the  2004  games  in  Ath 
as  the  three-time  defending  cham( 
in   the    100-meter.    "I'm   going   fc 
fourth,  just  like  Al  Oerter, "  says  Nit 
his    hero,    the    legendary    four-t 
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A  VAN  WITH  AN  ADVANTAGE 

Another  corporation  that  has 
partnered  with  U.S.  Paralympics  is 
DainnlerChrysier,  whose  Freightliner 
Sprinter  vans  will  serve  as  the  2004 
team's  official  vehicle  sponsor. 
Sprinter  vans  have  been  on  the  world- 
wide market  since  1995.  It  was  devel- 
oped for  commercial  use  and  used  by 
everyone  from  FedEx  and  UPS  to  carpen- 
ters, electricians  and  florists.  Since  its 
U.S.  introduction  in  2001,  the  van  is  quick- 
ly finding  a  market  in  this  country  among 
paratransit  and  automobility  audiences. 

Offenng  custom  choices  unavailable 
elsewhere  in  the  market,  the  van  features 
a  tall  73  inches  of  interior  height,  which 
means  someone  can  stand  straight  up  in 
it  without  hunching.  In  addition,  with  its 
ultralow  side  access,  the  van  is  perfect  for 
ramp  adaptations  and  installations,  with 
no  further  need  for  modifications.  "With 
three  different  wheelbases,  two  roof 
heights  and  an  extensive  variety  of  cus- 
tom packages  to  meet  automobility 
needs,  all  you  really  need  is  a  ramp  and 

i 

Wheelchair 
Foundation 

The  partnership  between  U.S. 
Paralympics  and  the  Wheelchair 
Foundation  is  focused  on  delivering 
sportschairs  to  athletes  with  physi- 
cal disabilities. 

Ken  Behring,  founder  of  the 
Wheelchair  Foundation,  an  organi- 
zation that  gives  wheelchairs  out 
around  the  world,  wanted  to  help 
persons  with  physical  disabilities 
achieve  their  dreams.  The  goal  in 
2004  is  to  deliver  sportschairs  to 
orcanizatiofis  throughout  the  U.S. 
to  fifid  future  Paralympians. 


Wheelchair 

Foiindation 
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you're  ready  to  go,"  says  Randy  L.  Jones, 
DaimlerChrysler's  communications  man- 
ager for  Commercial  Vans. 

Because  it  remains  the  only  van  prod- 
uct designed  and  built  —  as  a  van  —  to 
serve  the  unique  needs  and  uses  of  a 
business  van  customer,  Sprinter  do.es 
not  carry  the  price  premiums  usually 
associated  with  conversions  and  specialty 
vehicles  custom-designed  for  niche  mar- 
kets. In  addition,  with  a  range  of  nearly 
550  miles,  the  vehicle  is  extremely 
fuel  efficient,  thanks  to  its  2.7-liter 
Mercedes-Benz  diesel  engine,  and 
achieves  a  market-leading  fuel  rating  of 
over  22  miles  per  gallon.  "That's  about 
twice  as  good  as  the  nearest  competitor, 
which  translates  into  big  savings  during 
operation,"  says  Jones.  "For  the  athletes 
of  the  U.S.  Paralympic  Team,  the  auto- 
mobility market  and  our  core  commercial 
customer  audience.  Sprinter  offers  more 
options,  packages  and  customizations 
than  any  van  in  its  class." 

In  entering  this  sponsorship,Daimler- 
Chrysler  identified  an  opportunity  to  try  a 
nontraditional  communication  approach 
to  complement  traditional  advertising. 
The  potential  market  size  certainly  made 
It  worth  the  effort.  Among  the  2.2  million 
noninstitutionalized  people  in  wheelchairs 
in  the  U.S.,  over  133,000  own  vans,  says 
Jones,  "which  makes  this  a  very  signifi- 
cant market  indeed." 

To  assist  in  both  automobility  advocacy 
and  this  effort,  the  company  became  a 
U.S.  Paralympics  sponsor.  It's  a  perfect  fit, 
says  Jones.  "In  addition  to  supporting 
one  of  the  world's  most  prestigious  sport- 
ing events,  we're  able  to  expose  our  prod- 
uct to  a  new  audience  where  clearly  the 
Sprinter  is  the  product  leader,"  he  says. 
"Offering  all  the  automobility  advantages 
you  need,  by  utilizing  our  sponsorship  of 
the  U.S.  ParalympicTeam,  we  are  able  not 
only  to  introduce  the  Freightliner  Sprinter 
to  individuals  with  physical  disabilities, 
but  also  to  educate  them  on  how  the 
Sprinter  can  improve  their  quality  of  life." 


April  Holm( 
world  record  holdei 
in  the  100-  and  201 

meter  sprini 
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APRIL'S  JOURNEY 

After  a  year  of  physical  therapy 
learning  to  walk  with  a  prosthetic 
April  Holmes  graduated  to  a  sleek  p 
thesis  designed  to  handle  the  rigorj 
sprinting.  Even  though  she  had  bee 
lifelong  athlete  and  even  attended  coll] 
on   basketball   and   track   scholarsh 
Holmes  found  the  new  device  daun 
to  use.  "It's  so  thin  compared  with  wi 
was  used  to  that  it's  practically  like 
ning  on  an  eyeliner  pencil,"  says  Hoirr 
Since  then,  she's  devoted  herself  to  re- 
lar  training.  At  the  end  of  her  work 
she  runs  and  exercises  for  up  to  tf 
hours  then  returns  home  in  the  ever 
to  study  for  her  M.B.A.  through  an  or 
university  program,  where  she  has  ne 
a  3.8  grade  point  average. 

Her  diligence  has  paid  off.  Last  s' 
mer.  Holmes  set  the  world  record  in  t 
the  100-  and  200-meter  sprints 
Paralympic  competition,  with  times 
just  13.77  seconds  and  28.52  seco 
respectively  "That's  pretty  fast  for  so  \ 
one  missing  one  leg,"  she  says  wil 
laugh.  "And,  God  willing,  I'm  goinc 
break  those  times  in  Athens  in  2004." 
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U.S.  Paralympics 

www.usparalympics.com 

Freightliner  Sprinter 

www.fl-sprinter.com 

The  Hartford 

www.thehartford.com 
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n  Shirley  set  a  world  record  when  he  broke  the  ll-second  barrier  in  the  100-meter  sprint.  He's  a  pilot,  a 
(It  and  a  motivational  speaker.  And  he's  done  all  this  on  one  leg.  When  your  company  supports  the  US 
:.mpics,  it  supports  athletes  like  Marlon,  and  becomes  a  front-edge  force  to  change  attitudes  about  physical 

iiities.  Join  the  movement.  Call  us  today  at  719-866-2031. 
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U.S.  PARALYMPICS 

I  AH  ABLE 
www, usparalympics.org 
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$20,000.  A  researcher  for  the  auction  house  discovered  it 
already  belonged  to  the  Aden  Museum  in  Yemen. 

Many  auction  houses  and  dealers  have  their  catalogs 
checked  by  the  London-based  Art  Loss  Register,  which  they 
partly  own  and  which  runs  the  world's  largest  private  stolen- 
artwork  database.  From  time  to  time  the  register  manages  to 
stop  stolen  items  from  being  sold,  like  a  2nd-century  Roman 
marble  Janiform  head — two  heads  joined  back-to-back,  like  the 
god  Janus — that  was  about  to  be  auctioned  in  December  2001 
in  New  York.  The  Art  Loss  Register  also  prevented  the  sale  of  a 
Mesopotamian  copper  foundation  nail  dating  from  2600  B.C. 
Turned  out  it  had  been  looted  from  the  Iraqi  National  Museum 
during  the  first  Gulf  war  and  was  consigned  to  an  undisclosed 
auction  house  in  2001. 

But  the  database  obviously  can't  flag  items  freshly  yanked 
out  of  the  ground.  Sometimes  interested  parties  come  to  the 
rescue.  Last  year — 20  minutes  before  they  were  to  go  under  the 
hammer — the  Chinese  Embassy  (having  been  tipped  off  by  an 
investigator)  pressured  Sotheby's  to  pull  six  2,000-year-old 
Western  Han  dynasty  pottery  figures;  they  were  eventually 
seized  by  Customs.  In  2000  Customs  returned  to  China  a  mar- 
ble wall  panel  of  a  warrior  that  had  guarded  a  10th-century 
tomb.  The  relief,  on  consignment  to  Christie's  from  a  Hong 
Kong  gallery,  had  an  estimated  value  of  $400,000. 

Lending  suspect  work  to  a  museum,  once  a  grand  gesture — 


shook  the  clubby  industry  to  its  foundation.  In  that  case,  thf 
Justice  Department  relied  on  a  1948  law,  originally  used  to 
thwart  the  trading  of  stolen  cars,  which  makes  it  a  crime  tc 
transport  across  state  lines  goods  worth  more  than  $5,000  that 
are  known  to  have  been  stolen.  Together  with  Christies's,  antiq- 
uities dealers  filed  documents  with  the  Federal  District  Court  in 
Manhattan,  arguing  that  U.S.  prosecutors  were  wrongly  using 
the  law  to  enforce  the  Egyptian  patrimony  law,  adding  that  the 
case  could  "have  a  catastrophic  impact  on  the  art  world,"  and 
that  "collectors  and  museums  ...  will  be  placed  at  risk  ol 
prosecution." 

Tough  luck.  The  judge  allowed  the  case  to  go  forward.  The 
jury  convicted  Schultz,  a  decision  that  was  upheld  this  year  by 
an  appellate  court.  Seth  Waxman,  former  U.S.  Solicitor  GeneralJ 
has  now  asked  the  Supreme  Court  to  hear  Schultz's  case. 

Antiquities  dealers  continue  to  lose  battles  in  Washington 
as  well.  In  July  lawyers  for  dealers,  auction  houses  and  muse- 
ums tried  to  persuade  the  State  Department's  cultural  property 
advisory  committee  not  to  recommend  renewing  the  emer 
gency  import  restrictions  on  Byzantine  ethnological  material 
from  Cyprus  for  another  three  years.  Dealer  Michael  Ward 
argued  that  renewing  the  restrictions  was  unnecessary  because 
"the  political  atmosphere  appears  to  have  changed"  on  the 
island,  which  is  divided  by  ethnic  Greeks  and  Turks.  The  State 
Department  kept  the  import  restrictions  going  anyway.  A  col 


Thanks  to  Iraq,  "there  is  a  bit  of  a  dilemma  between 
the  national  interest  and  the  rights  of  collectors/' 


or  even  simply  showing  it — is  now  fraught  with  risk.  The  Jus- 
tice Department  returned  to  Turkey  a  medieval  carved-wood 
panel  the  FBI  had  helped  identify  as  having  been  stolen  from  a 
historic  mosque  in  Divrigi.  The  panel  was  seized  in  1999  after 
London  art  dealer  Oliver  Hoare  shipped  it  to  New  York  for  dis- 
play at  an  art  fair. 

These  days  you  can  manage  to  stay  under  the  radar  and  still 
come  to  grief  when  you  try  to  sell  a  piece.  Earlier  this  year  a  74- 
year-old  man  from  Arlington,  Va.  got  nailed  by  undercover 
agents  from  the  Department  of  Homeland  Security  while  try- 
ing to  unload  his  collection  of  29  artifacts,  including  Incan 
ceramics  and  1,400-year-old  metalwork  from  the  Moche 
period,  for  $150,000.  Taddeo  Barchitta  pleaded  guilty  to  the  ille- 
gal sale  of  archeological  resources  and  faces  up  to  two  years  in 
jail  and  $250,000  in  fines  when  he  is  sentenced  this  month.  Bar- 
chitta pointed  Homeland  Security  agents  to  a  private  residence 
in  Miami,  where  they  recovered  similar  items.  Peru's  patrimony 
law  dates  back  to  1930,  and  Barchitta  did  not  have  proper  title 
to  the  artifacts.  To  prosecute  the  case  the  Justice  Department 
used  a  law  intended  chiefly  to  stop  the  looting  of  Native  Amer- 
ican artifacts  T>om  public  land. 

But  the  specter  of  serious  jail  time  rises  from  the  recent  case 
involving  Schultz,  the  Manhattan  antiquities  dealer,  which 


lector  trying  to  bring  into  the  U.S.  a  Byzantine  mosaic  originally 
from  Cyprus,  say,  must  obtain  an  export  permit  issued  by  the 
Cypriot  government  or  verifiable  documentation  that  the 
mosaic  left  Cyprus  prior  to  April  1999.  Otherwise  Customs  gets 
to  put  the  goodies  on  ice. 

That  alone  might  not  cause  shivers  among  collectors.  But 
the  State  Department  has  similar  five-year  bilateral  agreements 
with  eight  other  countries,  restricting  importation  of  objects 
like  pre-Columbian  masks  from  Bolivia,  Khmer  statues  from 
Cambodia  and  historic  terra  cotta  sculptures  from  Mali.  The 
20-year-old  cultural  property  act  gives  U.S.  officials  the  power 
to  strike  such  agreements  with  nations  that  ratified  the  1970 
Unesco  convention. 

The  English-Leach  bill  would  effectively  ban  the  importa- 
tion of  antiquities  from  Iraq.  It  would  also  extend  the  life  span 
of  import  restrictions  to  ten  years  from  five  and  grant  the  Pres- 
ident the  power  to  impose  emergency  restrictions  on  the 
importation  of  cultural  artifacts  ftom  any  country  in  the  world, 
like  Afghanistan,  not  just  Unesco  convention  parties.  "There  is 
a  bit  of  a  dilemma  between  the  national  interest  and  the  rights 
of  collectors,"  says  Leach.  Because  of  "troubling  implications 
for  how  we  are  received,"  he  adds,  "Americans  have  to  be 
exceptionally  sensitive  to  the  cultural  values  of  others."  F 
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Faster  than  Verizon. 

Faster  than  Sprint  PCS. 
Faster  than  Cingular. 

Faster  than  T-Mobile. 
Faster  than  Nextel. 


For  the  fastest  way  to  open  large  e-mail  attachments  on 
a  national  wireless  network,  switch  to  AT&T  Wireless. 

It's  a  fact.  No  one  offers  a  faster  national  wireless  data  network  than  AT&T  Wireless  with  EDGE 
technology.  No  one.  With  average  speeds  of  100-130  Kbps,  bursts  of  up  to  200  Kbps  and  secure 
wireless  access,  you  can  browse  the  Internet  as  well  as  download  presentations,  documents  and 
spreadsheets  nearly  twice  as  fast  as  with  awy  other  national  wireless  data  network.  We  work 
with  leading  IT  companies  to  help  you  get  more  out  of  the  technology  you  use  every  day,  across 
the  U.S.  High-speed  national  wireless  data  is  here.  And  no  one  is  faster  at  it  than  AT&T  Wireless. 
Call  1  888-DATA-288  or  go  to  attwireless.com/speed 
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wireless  data  network  witti 
an  easy  to- use  PC  card. 


Open  e-mail  attachments  at 
average  speeds  of  100-130  Kbps 
and  bursts  of  up  to  200  Kbps. 


Download  large  documents, 
presentations  and  reports 
in  just  seconds. 


Faster  data  speeds  from  more 
places  in  the  U.S.  than  with 
any  other  wireless  carrier. 
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A  stone  carving  is  as  dangerous  to  collect  as  it  is  seductive 
Reason:  Forgery  just  got  easier 


BY  MATT  RAN 


! 


a  leaping  carp  vase  (Ming  dynasty,  16th  or  17th  century). 


JADE  HAS  ENCHANTED  JUST  ABOUT  EVERYONl 
who  has  come  in  contact  with  it  for  the  past  3,00{ 
years.  This  alluring,  highly  sought-after  stone  ii 
formed  when  the  ocean  floor  is  forced  under  th( 
edge  of  shifting  continents,  exerting  extremeli 
high  pressure  on  the  sand  and  seashells.  Jade  comes  in  aij 
array  of  colors  including  brown,  pink  and  its  most  popu- 
lar hues,  white  and  green.  And  for  thousands  of  years  th( 
people  of  Asia  and  Central  America  have  been  carving  itJ 
Jade  right  now  is  simmering.  In  the  last  five  years  price! 
for  the  finest  Chinese  jade  have  soared  tenfold,  according  tc 
husband  and  wife  jade  collector/dealers  Alan  and  Simons 
Hartman.  (The  couple's  own  collection  is  now  on  displa) 
^    at  the  Museum  of  Fine  Arts  in  Boston  through  AugusI 
-'^  2004.)  In  September  2002  Christie's  New  York  sold  a  green 
jade  brushpot  from  the  mid- 1 8th  century  to  an  Asian  buyei 
for  $394,500.  Simone  Hartman  says  that  she's  seen  a  jade 
carving  recently  sell  for  as  much  as  $900,000. 

But  beware:  The  jade  market  is  fraught  with  fakes,  to  the 
point  where  a  number  of  prominent  dealers  have  begun 
quietly  exiting  the  business.  As  recently  as  the  1970s  buyerji 
could  still  find  many  authentic  antique  jade  pieces,  and  al 
good  prices. 

Today  ferreting  out  fakes  has  become  a  full-time  chore. 
"There's  just  so  much  chicanery  with  jade,  between  the 
dyes  and  the  impregnations,  the  radiation,  the  boiling," 
says  art  appraiser  and  dealer  David  Killen.  "There  are  soi 
many  games  to  alter  jade,  to  enhance  the  color,  to  rid  it  off 
its  impurities,  that  you  have  to  assume  the  overwhelming 
probability  that  a  piece  of  jade  has  undergone  some  kind  of 
process." 

George  Harlow,  curator  of  gems  and  minerals  at  the 
American  Museum  of  Natural  History,  says  sometimes  you 
can  tell  real  jade  by  heft:  It's  heavier  than  quartz,  glass, 
soapstone  and  other  common  substitutes.  Another  test  is  to 
pull  a  blade  across  the  surface  with  as  much  force  as  you 
can;  if  it  scratches,  it's  not  jade.  (Good  luck  convincing  a 
dealer  to  let  you  try  this  on  a  potential  purchase.)  Alan 
Hartman  advises  collectors  always  to  ask  for  a  guarantee 
ot  authenticity.  Auction  houses  offer  guarantees  on  all  of 
their  sales,  as  will  reputable  dealers. 

Part  of  the  problem,  according  to  Hartman,  is  that  the 
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Chinese  ceremonial  servers:  brushpot  (above),  Qing  dynasty,  1736-95; 
libation  vessel  (below),  Song  dynasty,  I0th-i3th  centuries;  ritual 
implement  (right),  Liangzhu,  Neolithic  period,  3rd-4th  millennium  B.C. 


Chinese  in  recent  years  have  made  a  jig  biusmcss  out  of 
reproducing  original  pieces.  Repros  carved  from  real  jade  can 
be  particularly  insidious.  If  someone  shows  you  a  copy  of  a 
Ming  dynasty  dragon  carving,  there  is  no  v^ray  for  you  to  fig- 
ure out  that  it's  a  copy. 

Why?  Testing  for  age  v/on't  woi  k,  since  the  mineral  is 
many  thousands  of  years  old,  regardless  of  v^rhen  it  was 


carved.  And'if  the  piece  comes  with  other  materials,  such  as. 
for  instance,  a  wooden  stand,  don't  get  your  hopes  up:  Man) 
forgers  buy  up  genuinely  old  stands  to  put  beneath  inau- 
thentic  jade  carvings. 

In  the  past  your  olily  hope  of  proving  a  fake  was  by  find- 
ing power-drill  marks.  Now,  however,  some  Chinese  forgers 
are  using  computer-guided  laser-carving  machines,  which 
can  follow  the  shapes  and  lines  of  original  carvings  thai 
have  been  scanned  into  the  computer.  No  power-dri 
marks  there. 

The  forgers  aren't  just  getting  better  at  carving;  thi 
recently  have  gotten  access  to  a  whole  new  supply  of  r 
stone.  Jadeite  is  the  rarer  of  the  two  most  popular  forms 
jade;  Burma  was  long  thought  to  be  the  last  existing  souri 
(Nephrite,  the  other  popular  form,  was  used  by  pr 
17th-century  Chinese  carvers  and  is  found  in  several  Asii 
locations.)  Jadeite  was  also  used  by  the  ancient  Olmec  pe 
pie  of  Central  America.  Their  supply  supposedly  disappeared 
more  than  2,000  years  ago,  along  with  the  Olmec  themsehes 
But  when  Hurricane  Mitch  tore  through  Guatemala  ir 
1998,  it  uncovered  outcrops  of  jadeite  that  were  found  in  th{ 
mountains  by  locals.  They  brought  the  rocks  to  Antigua; 
where  jade  dealers  were  puzzled  by  the  discovery.  This  led 
scientists  Russell  Seitz  (who  did  field  research  for  the  Harvarc 
Peabody  Museum),  Karl  Taube  (of  the  University  of  Califor 
nia  at  Riverside)  and  George  Harlow  (the  museum  curator 
to  locate  what  they  determined  to  be  the  long-lost  source  o: , 
ancient  Olmec  jade:  a  giant  deposit  filled  with  tons  upon  tonf ' 
of  blue-green  jadeite. 

Chemically,  it's  exactly  the  same  as  Burmese  jadeite,  usee 
for  three  centuries   in   Chinese  carving.   "If  you   put 

Guatemalan  and  Burmese  jad( 
together,  nobody  can  tell  thi 
difference,"  says  Gerald  Leech 
who  has  been  selling  jade  ir 
Guatemala  for  nearly  30  year: 
and  is  president  of  La  Casa  de 
Jade,  which  specializes  in  mak- 
ing re-creations  of  classic  jad( 
sculptures. 

Seitz  says  that  people  ir 
Guatemala  have  already  begur 
to  mine  the  new  source  and  that  the  tourist  trade  has  pickec 
up.  Leech  claims  that  a  Chinese  entrepreneur  living  ir 
Guatemala  has  tried  to  sell  his  company  jade  carvings.  Whili 
a  new  supply  of  jade  doesn't  necessarily  mean  there  is  mon 
forgery  going  on,  it  does  offer  a  tempting  opportunit) 
for  forgers. 

In  short,  if  you  like  the  looks  of  a  jade  sculpture  and  it'i 
cheap — $200  or  less — buy  it  and  assume  it's  fake.  If  it's  expen 
sive,  you'd  better  be  damned  sure  of  its  provenance.  f 

Matt  Rand  is  a  reporter  for  The  Forbes  Collector,  a  monthly 
newsletter  covering  art,  antiques  and  fine  collectibles.  Ti 
subscribe,  visit  www.forbes.com/collector. 
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If  you  Ve  invested 

^25,000  or  more 

in  a  mutual  fund  and  paid  an 
upfront  sales  charge,  you  could  be 
entitled  to  a  breakpoint  refund. 

Mutual  funds  have  different  ways  of  charging  investors.  Some  funds  charge  an 
upfront  sales  fee  or  front-end  load.  Discounts  on  these  charges  are  regularly  offered 
for  larger  mutual  fund  investments  -  usually  starting  at  $50,000,  but  sometimes  as 
low  as  $25,000.  An  NASD  investigation  has  determined  that  many  investors  have 
not  received  the  discounts  owed  to  them. 

Are  you  one  of  these  investors?  Ask  yourself: 

y  Have  I  purchased  a  mutual  fund  with  a  front-end  sales  load? 

/  Have  I  purchased  additional  funds  in  the  same  fund  family? 

/  Have  close  family  members  purchased  shares  of  this  fund  or  fund  family? 

/  Is  the  total  of  my  purchases  and  my  family's  purchases  together  greater  than  $25,000? 

If  a  discount  owed  to  you  was  never  paid,  NASD  requires  your  brokerage  firm 
to  refund  the  money.  Contact  your  financial  advisor  if  you  think  you  may  be 
entitled  to  a  breakpoint  refund.  Or  visit  nasd.COm  for  more  information. 


NASD's  mission  is  clear:  To  protect  investors  and  bring 
integrity  to  the  markets.  We're  the  world's  leading  private- 
sector  provider  of  financial  regulatory  services,  and  every 
securities  firnn  doing  business  with  the  American  public  is 
a  member  of  NASD.  We  believe  that  investor  education  is 
often  the  best  investor  protection.  For  more  information 
about  investing  and  the  marlcetplace,  you  can  read  our 
Investor  Alerts  online  at  nasd.com. 
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Wealthy  collectors  like  Wang  Gang  are  buying  up  Chinese  cultural  artifacts  abroa 

and  bringing  them  back  home  ;  by  russell  flannek 


WANG  GANG  RECENTLY  DROPPED  $12,000  DURING  A 
trip  to  Taipei,  Taiwan's  thriving  capital.  He  wasn't 
taking  in  the  sights;  he  was  feeding  a  passionate 
hobby:  collecting  ancient  Chinese  coins.  Wang  has 
made  similar  excursions  abroad — Japan,  Hong 
Kong  and  Singapore — adding  to  a  hoard  that  could  easily  be  worth 
$30  million.  Among  his  purchases  in  Taiwan:  Qing  dynasty  (1644- 
1911)  coins  with  square  holes  in  their  centers,  and  2,000-year-old 
Warring  States  coins,  some  shaped  like  garden  hoes. 

Chinese  artifacts  are  hot.  In  a  September  auction  arranged 
by  Doyle  New  York,  a  blue-and-white  porcelain  flask  from  the 
Yuan  dynasty  set  a  record  price  for  Chinese  porcelain,  at  $5.8  mil- 


ssion  int 


lion.  The  following  month  in  Hong  Kong,  a  bidder  broke  the  bar- 
rier for  a  piec«  of  nephrite  jade,  paying  $1.2  million  for  a  carved 
mountain.  In  November,  prices  at  an  auction  in  Beijing  for  ancient 
"knife"  coins  (2,0G0-year-old  cuirency  shaped  like  a  blade)  ranged 
from  $120  to  $1,084,  a  third  more  than  what  they  were  bringing 
just  sbc  months  earlier.  What's  feeding  the  frenzy?  A  lot  of  it  is 
the  nouveaux  riches  of  China,  who  are  repatriating  artifacts  for 
their  investment  potential  ,,.s  well  as  for  their  historic,  cultural 
and  nationalistic  importance. 

The  trend  reverses  150  years  of  outwaid  flow.  Since  the  West 
forced  itself  on  the  Middle  Kingdom,  an  incalculable  amount  of 
China's  artistic  and  religious  heritage  has  left  the  country,  first  at 


gunpoint  by  foreign  troops,  then  through  sales  to  tourists  ai 
collectors.  Chairman  Mao  inadvertently  abetted  the  process  by  a 
couraging  peasants  to  loot  their  landlords'  possessions;  a  share 
them  ended  up  in  Western  hands.  So-called  patrimony  laws  (a 
related  story,  p.  156),  introduced  20  years  ago,  have  been  only  p^ 
tially  successftil  at  keeping  goods  within  China. 

So  it's  up  to  newly  made  tycoons  like  Wang,  39,  to  beco 
guardians  of  China's  national  treasures.  "At  the  very  top,  peop 
with  money  who  already  have  cars  and  homes  are  now  looking  ft 
other  things  to  diversify  into,"  he  says.  Grov«ng  up  in  the  histor 
city  of  Xi'an,  home  of  the  terra-cotta  tomb  warriors,  Wang  a 
ways  loved  coins  but  had  little  money  to  buy  them.  After  finisl 
ing  miUtary  service  in  1985,  he  took  a  jc 
in  a  government-run  natural  gas  supplif 
moonlighting  by  seUing  stoves  to  daytin 
customers.  As  capitalism  expanded  froi 
the  coast  of  China,  he  and  some  pals  weii 
south  to  set  up  their  own  stove  factory  i 
Guangdong  Province,  just  across  froi 
Hong  Kong.  But  by  1995,  battered  by  larg 
competitors,  Wang  decided  to  try  his  lu( 
back  in  Xi'an.  His  company,  Xi'an  Jin  Quj 
Coin  Culture,  operates  the  largest  priva 
coin  museum  in  China.  Though  he  doesr 
charge  for  admission,  he  puts  together  Id 
of  inexpensive  ancient  currency  and  sel 
them  for  an  average  of  $50  each,  almo 
pure  profit.  He  has  a  nice  side  business  wi: 
commercial  sponsors,  including  the  stat 
run  Bank  of  China  and  Bank  of  Commi 
nications,  to  whom  he  sells  gift  sets.  Meai 
time,  he  has  added  to  his  own  stas 
spending  more  than  $10  million  to  purchase  some  500  tons ' 
ancient  coins — roughly  70%  of  China's  known  supply,  he  reckor 
China  was  among  the  world's  first  regions  to  issue  mont 
Some  metals  and  coins  date  back  to  the  16th  century  B.C.  Ear 
coins  were  cast  in  the  shape  of  knives  and  garden  spades,  used  fi 
commodity  trading.  Round  coins  bearing  the  names  of  empero 
foOowed,  and  silver  took  off  after  the  14th  century  as  ChinJ 
trade  with  western  Asia  and  Europe  began  to  flourish. 

Some  high-priced  coins  aren't  all  that  old.  Silver  dollars  fe 
turing  early-20th-century  Chinese  president  Yuan  Shi-kai  (wl 
served  1912-16)  and  bearing  the  name  of  the  ItaUan  engravi 
"L.  Giorgi,"  sell  for  $1,500  because  they're  scarce. 
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Did  Leonardo  have  a  hand  in  this  painting  of  Jesus  Christ 
Not  knowing  may  be  half  the  fun 


BY  STEPHANE  FIT 


1 


SAN  FRANCISCO  LANDLORD  LUKE  BRUGNARA  LIKES 
"Christ  Carrying  the  Cross,"  the  dramatic  painting  he 
bought  in  February  for  $500,000  in  a  private  sale.  He's 
made  his  mind  up  that  Leonardo  da  Vinci  had  a  hand 
in  its  creation.  "I  believe  this  is  100%  by  Da  Vinci.  If 
somebody  can  tell  me  this  isn't  a  Da  Vinci,  fine,"  he  says.  "But 
nobody's  told  me  that  yet." 

Hmmm.  The  number  of  finished  paintings  considered  indis- 
putably to  be  the  work  of  tlie  Renaissance  master  can  be  counted 
on  three  fingers:  the  "Last  Supp.  r. '  the  Louvre's  "Mona  Lisa" 
and  the  "Virgin  of  the  Rocks."  Do.ilnless  ^eonardo  created  more 
than  three  paintings  before  his  deaih  in  1319.  But  he  didn't  sign 


his  v^ork,  and  nothing  like  til 
scrupulous  records  that  exii 
for  his  drawings  and  sketch^ 
is  available  for  his  paintings. 
Result:  a  Leonardo-or-n 
industry,  run  by  scholar 
These  experts  have  attribute! 
to  Leonardo  such  paintings ; 
the  "Madonna  of  the  Carn; 
tion,"  the  "Madonna  with' 
Pomegranate,"  even  a  secon 
"Virgin  of  the  Rocks."  Sore 
still  consider  these  to  be  tf 
work  of  his  teacher,  Andrt 
del  Verrocchio,  or  his  felloi 
pupils,  Lorenzo  di  Credi  an 
Ambroglio  de'  Predis.  All  toL 
there  are  15  to  20  of  the;, 
"new"  Leonardo  painting 
Their    number    may    sook 
dwindle:  Art  historian  Marti 
Kemp  of  the  University  i 
Oxford    has    been    grante 
$2.5  million  to  check  finge 
prints     on     many     allege 
Leonardo  paintings.  (Leonarc 
achieved  his  signature  sfuma 
effect,  a  subde  gradation  of  co 
ors,  using  his  fingers  to  sprej 
the  oil  paints.) 

Enter  Brugnara,  a  bras 
38-year-old  San  Francisco  real  estate  investor  and  art  collectc 
Admired  for  his  entrepreneurial  passion — with  all  borrowe 
money,  he  bought  a  dozen  low-grade  office  buOdings  in  dowi 
town  San  Francisco  before  the  tech  boom  and  sold  most 
them  before  the  market  tanked — Brugnara  is  also  notorious 
hotheaded.  Buying  an  expensive  casino  development  site  i 
Las  Vegas,  he  later  was  refused  a  gaming  license  after  he  ble 
up  during  a  March  2001  Nevada  Gaming  Commission  hea 
ing.  Nevada's  gaming  regulators  probed  allegations  that  1 
threatened  a  former  mistress  and  a  San  Francisco  city  officii 
Brugnara  denied  both  charges  and  accused  the  commissioi 
ers  of  being  pawns  of  big- name  casino  owners.  "This  was 
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You  won't  be  able  to  get  your  hands  on  one  fast  enough.  Life  moves  quickly.  So 
does  the  Kyocera  SL300R  digital  camera.  Push  the  power  button,  it  starts  right 
up.  Squeeze  the  shutter,  the  picture's  captured  immediately.  Shoot  again 
quickly,  with  the  world's  fastest  image  processing.  Even  shoot  3.5  pictures 
a  second  until  your  card  is  full."  It's  all  thanks  to  our  exclusive  RTUNE™  Rapid 
Tuning  technology.  And  our  desire  to  make  sure  you  never  miss  a  single  picture. 
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kangaroo  court  from  day  one!"  he  shouted  after  the  six-hour 
hearing. 

Brugnara  still  owns  two  buildings  in  downtown  San  Fran- 
cisco. And  in  Las  Vegas  he  recently  won  permission  to  buUd — 
but  not  to  operate — a  30-story  hotel  and  casino.  He  has  no  sec- 
retary or  staff  and  likes  to  pad  around  his  desolate  downtown 
office  in  a  ratty  knit  jersey  and  sweatpants.  He  began  collecting 
paintings  to  go  on  the  expansive  walls  of  his  Sea  Cliff  villa 
because  the  house's  previous  owner,  comedian  Cheech  Marin, 
had  displayed  his  own  impressive  collection. 

Though  Marin's  taste  ran  to  20th-century  Latin  American 
artists  like  Diego  Rivera,  Brugnara  prefers  the  pure,  apolitical 
craftsmanship  of  16th-  and  17th-century  painters  like  Dirck  van 
Baburen,  Guido  Reni  and  Luca  Giordano.  "The  way  they  cap- 
tured the  skin  tones,  mixed  colors  and  worked  with  tempera 
paint  is  easy  to  understand,  even  for  a  novice,"  he  explains.  Brug- 
nara purports  to  have  found  a  value  play  in  portraits  of  Jesus.  He 
opines:  "Most  of  the  great  dealers  are  Jewdsh — that's  not  a  bad 
thing,  but  it's  a  fact — and  it's  not  their  top  priority  to  promote 
Jesus  Christ." 

Collecting  paintings  was  supposed  to  provide  a  pleasant  dis- 
traction ft-om  Brugnara's  business  dealings.  Instead,  one  of  them, 
a  portrait  of  Jesus  being  attacked  by  three  onlookers  on  his  climb 
to  Golgotha,  gave  Brugnara  his  Leonardo  complex.  He  first  saw 
the  problem  painting  late  last  year.  It  had  been  attributed  by  its 
two  previous  owners  and  by  Sotheby's  (which  sold  it  for 
$154,000  in  1988)  to  a  minor  Renaissance  artist  named  Gian- 


Brugnara  dismissed  the  idea  that  the  great  Leonardo  wouli 
copy  his  Anghiari  figures  from  De  Maineri,  a  lesser  artist.  He  als! 
discounted  the  explanation  that  the  painting  was  made  aftes 
Leonardo's  death — decades,  even  centuries,  later — ^by  one  of  hi 
admirers.  Brugnara  had  New  York  restorer  Alain  Goldrach  givet 
preliminary  exaipination  to  the  painting  and  its  poplar  panel 
both  appeared  to  be  from  the  late  1400s  or  early  1500s,  said  Gol 
drach,  though  he  qualified  that  by  saying  that  the  paintinf 
should  be  cleaned  in  order  to  be  better  understood. 

On  a  recommendation  from  Christie's,  Brugnara  ther 
sought  out  respected  Italian  scholar  Carlo  Pedretti,  a  Leonardc 
specialist.  The  75-year-old  retired  professor  not  only  showed  ai 
interest  in  Brugnara's  painting,  he  said  he  was  familiar  with  it— 
and  three  other  paintings  exactly  like  it  in  existence.  All  fou 
paintings,  he  believed,  were  Likely  the  work  of  Leonardo's  studit 
assistants  and  perhaps  even  the  master  himself 

Suddenly  Brugnara's  pleasantly  distracting  hobby  was  becomi 
mg  his  most  serious  investment  The  entrepreneur  in  him  under 
stood  the  painting's  $500,000  value  would  rocket  toward  $100  mil' 
lion  if  Pedretti  could  bolster  his  theory.  In  March  Brugnara  mailec 
a  $5,000  check  to  Pedretti  to  cover  expenses  related  to  research  int( 
all  four  paintings.  Pedretti  would  revisit  one  of  them,  in  a  privatn 
Spanish  collection,  and  would  pay  a  visit  to  Brugnara  in  the  fall. 

The  bonhomie  between  the  high-strung  capitalist  and  thit" 
thoughtful  academic  didn't  last  more  than  a  few  weeks.  Com« 
May  Brugnara  got  impatient.  A  London  art  dealer,  Matthev 
Green,  told  him  he  knew  buyers  willing  to  purchase  the  paintinf 


Maybe  owning  a  mystery — ^with  the  suspicion  of 
authenticity — ^was  as  good  as  owning  a  real  Leonardc 


Francesco  de  Maineri.  Brugnara  immediately  liked  the  photo 
tiiat  his  New  York  art  dealer  sent  him  of  the  work.  But  when  he 
compared  the  image  with  the  handftil  of  De  Maineri  works  on 
museum  Web  sites,  he  was  skeptical:  "It  didn't  look  anything  like 
the  other  De  Maineris  out  there."  Perhaps,  he  reasoned,  he  could 
raise  questions  about  the  attribution  and  persuade  the  owners  to 
part  with  the  painting  for  less  than  their  $500,000  asking  price. 

The  connection  to  Leonardo  struck  him  during  his  trip  to 
New  York  to  see  the  painting  in  person.  During  his  stay  he  hap- 
pened to  visit  the  Metropolitan  Museum  of  Art's  exhibition  of 
Leonardo  drawings.  There  he  saw  sketches  for  "Battle  of 
Anghiari,"  a  fresco  Leonardo  had  tried  to  paint  in  1505  in  Coun- 
cil Hail  in  Florence  that  had  fallen  immediately  into  ruin  from 
humid  weatlier.  Brugnara  was  thunderstruck:  Two  of  the  figures 
in  Leonardo's  sketches  for  tlie  fresco  were  nearly  identical  to  the 
figures  attacking  Jesus  in  the  painting  he  was  about  to  purchase. 

Brugnara  paid  the  fiill  $500,000.  And  so  much  for  die  attri- 
bution lo  De  Maineri,  who  ceased  painting  around  the  time 
Leonardo  went  to  work  on  "Battle  of  Anghiari."  The  painting 
had  to  be,  Brugnara  thought,  the  work  of  a  painter  copying 
direcdy  from  Leonardo's  sketches. 


on  mere  suspicion  of  a  connection  to  Leonardo.  Meanwhile 
weeks  had  passed  with  no  e-mails  from  Pedretti,  whose  summei 
retreat  to  Europe  had  gotten  under  way. 

Then  Brugnara  had  a  kind  of  revelation:  Maybe  owning . 
mystery  was  abnost  as  good  as  owning  a  real  Leonardo.  After  al] 
if  the  mere  suspicion  of  authenticity  was  enough  to  draw  buyer 
via  Matthew  Green,  then  it  was  enough  to  attract  the  kind  of  cu 
riosity  seekers  who  would  patronize  a  casino  of  the  sort  Brug 
nara  hoped  to  build  in  Vegas.  He  decided  he  didn't  want  to  wai  f 
for  Pedretti's  opinion  and  stopped  payment  on  the  check. 

The  professor,  who  had  no  idea  Brugnara  had  been  trying  t( 
reach  him  or  that  he  was  so  impatient,  was  incensed.  "All  this  i 
fully  documented  and  could  well  provide  grounds  for  suinj 
you,"  he  e-mailed  Brugnara.  Brugnara  accused  the  prof  of  prof 
iteering:  "Any  focus  you  have  should  be  that  of  a  true  scholar ., 
not  about  trying  to  get  money."  Pedretti  has  promised  to  con 
tinue  exploring  what,  if  any,  connection  the  paintings  have  t( 
Leonardo,  but  on  his  own.  That's  fine  by  Brugnara — assuming 
of  course,  he's  able  to  complete  development  of  the  hotel  am  ; 
find  a  way  to  soothe  the  nerves  he  frayed  at  the  Nevada  Gamin;  , 
Commission  in  2001.  I 
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Should  you  rehabilitate  a  piece  of  decaying  contemporary  art' 

Maybe.  Maybe  not    by  missy  sulliva 


i 


OBCAY,  SO  IT  WASN'T  AN  ANDY  WARHOL  PAINTING.  IT 
was  one  of  the  Campbell's  soup  cans  the  Pop  artist 
used  to  sign  with  a  wink  and  hand  out  at  art  events. 
These  now  are  considered  artworks  in  themselves, 
with  a  label  alone  fetching  up  to  $1,200.  So  imagine 
one  collector's  dismay  when  art  conservator  Glenn  Wharton 
told  him  the  signed  soup  can  he  owned  was  about  to  explode. 
Acid  in  the  tomato  soup  had  interacted  with  the  metal,  pro- 
ducing hydrogen.  The  can  had  dis- 
tended ominously. 

What  should  the  owner  do? 
Wharton  suggested  drilling  into  the 
can  to  evacuate  the  soup,  then  re- 
filling it  with  wax.  How  would  this 
affect  the  value  of  the  work?  More- 
over, what  would  Andy  say — if  he 
were  alive? 

Collectors  of  contemporary  art 
face  these  kinds  of  problems  to  a 
degree  that  Michelangelo's  patrons 
never  did.  Some  of  today's  most 
whimsical  and  provocative  stuff  is 
meant  to  fall  apart.  Buy  it,  and  you 
have  to  stay  engaged  with  it  as  it 
ages,  making  hard  decisions  about 
conservation. 

Robin  Wright,  an  adventurous 
San  Francisco  art  coUector,  owns  a    ^°  *'P'"^'  "^'"^  '-°^®'"  ^  ^roup  of  drawings  on  napkins. 
work  fi-om  the  early  1960s  by  German  artist  Dieter  Roth,  whose 
goal  was  to  make  time  "visible"  by  using  materials  that  decom- 


(part  of  the  piece)  is  slowly  causing  the  aspirins  to  dissolve,  j 
How  far  should  you  go  to  repair  a  work,  or  to  protect  it  froij 
damage?  Collectors  love  Jim  Hodges'  delicate  flower  drawing! 
done  in  ballpoint  pen  on  flimsy  deli  napkins — intimate  work 
that  conjure  images  of  the  artist  dreamily  doodling  in  coffei 
shops.  Hodges  has  been  displaying  the  drawings  by  pinnin,' 
them  to  the  wall  in  groups,  unframed,  so  they  flutter  evocativel 
as  a  viewer  walks  by.  The  problem  for  a  collector:  One  goo* 

breeze  from  an  open  window  cai 
cause  the  napkins  to  tear  off  th 
wall.  You  could  frame  them,  bu 
you'd  lose  the  fluttery  charm.  Di 
you  conserve — or  respect  th 
artist's  intention? 

Jill  Sterrett,  director  of  Collec 
tions  and  Conservation  at  the  Saj, 
Francisco  Museum  of  Modern  Ari 
made  sure  to  involve  Sarah  Sze  ii 
decisions  about  how  to  deal  wit! 
the  eroding  aspirin  in  the  Jeep  art; 
work.  "Did  she  want  SFMoma  ti 
replace  those?  Yes.  There  was  mos 
in  the  piece  that  browned  as  it  agec 
Should  SFMoma  replace  it  witl 
green  moss?  No."  Not  surprisingly 
many  works  now  come  with  comi 
plex  installation  manuals. 

Legally  it's  important  that  yoi 
include  the  artist  in  decisions  whenever  possible — or  at  the  ver 
least  that  you  document  his  or  her  intentions.  Congress  in  199 


pose.such  as  dung  and  chocolate.  Wright's  piece  includes  little      passed  the  Visual  Artists  Rights  Act  to  help  protect  artist 

squares  of  chocolate  arranged  in  a  grid  and  encased  in  plastic. 

"It's  really  beautiftil,"  she  says.  But  that  "beauty"  has  a  flip  side: 

Some  areas  in  the  chocolate  are  white  and  bubbling  and  coming 

apart.  When  slio  took  the  piece  out  for  reframing,  the  smell  was 

"very  bad." 

At  the  San  Francisco  Museum  of  Modern  Art  an  installation 
piece  by  artist  Sarah  Sze— "Things  Fall  Apart"  (2000)— has 
begun,  well,  to  fall  apart.  The  work  cascades  from  the  fifth  floor 
into  the  museum's  atrium  and  consists  of  pieces  of  a  Jeep  Chero- 
kee that  seem  to  be  exploding  with  materials  ranging  from  Sty- 
rofoam  packing-peanuts  and  dried  moss  to  paper  flowers  and 
aspirin,  all  frozen  in  midair.  Moisture  from  a  bubbling  fountain 


against  "any  intentional  distortion,  mutilation,  or  other  modi 
fication  ...  which  would  be  prejudicial  to  [their]  honor  or  repu 
tation."  Statutory  damages  run  as  high  as  $150,000.  Alteratioi 
in  the  name  of  conservation — if  substantial— may  be  ground 
for  a  suit.  Such  protection,  however,  ends  with  the  artist's  deatl  P 
So  technically  you  could  paint  a  moustache  on  Warhol's  Mari 
lyn  Monroe  portrait  and  not  violate  the  statute.  Or  you  coul< 
drill  Andy's  can.  Which,  with  the  Warhol  Foundation's  bless 
ing,  is  just  what  Glenn  Wharton  did.  1 1 


Missy  Sullivan  is  editor  of  The  Forbes  Collector,  a  monthl 
newsletter.  To  subscribe,  visit  www.forbes.com/collector. 
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Happy  Shopping...  And  Warmest  Holiday  Wishes  from  Forbes  FYI 

Browse  through  the  following  pages 
for  luxurious  and  unique  holiday  gift  ideas. 
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With  its  lovely  outspread 

wings,  Papillon  soars  over  the  table. 

The  shape  symbolizes  a  butterfly  at  rest, 

its  wings  folded.  "Papillon  is  French 

for  butterfly.  My  inspiration  came  from  the 

first  wing-flutterings  of  a 

spring  butterfly,"  explains  designer 

Martti  Rvtkonen. 


Orrefors 

PINE  CRYSTAL  SINCE  1 898 

Orrefors  Kosta  Boda  Company  Stores 

685  Madison  Avenue,  NYC,  NY 

212-752-1095 

South  Coast  Plaza,  Costa  Mesa,  California 
714-549-1959 


Vineyard  vines 

martha's  vineyard 


'^1( 


.  ftV 


WWW.  vmeyardvines .  com 


For  your  local  retailer,  please  call:  1-800-892-4982 
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Diamond  jewelry  is  the  corporate  gift/incentive  that  will  increase  in  value.  All 

of  our  diamonds  come  from  Diamond  Trading  Company  (DTC),  the  rough 

diamond  sales  division  of  De  Beers  Mining  Company  and  are  "cut  to  perfecdon 

in  Antwerp,  the  diamond  capital  of  die  world." 

Whatever  the  quandty,  from  1  to  5,000,  our  line 

of  tradidonal  classic  jewelry  will  meet  your  holiday 

needs.  Your  corporate  logo  can  also  be  customized 

with  one  or  several  diamonds  for  a  minimum 

order  of  only  25  units,  delivered  in  just  a  few 

I     n  •  If  1AA  1225  Franklin  Ave. 

weeks,  ftices  Stan  at  $200.  /-    j     r-     xn^  ,,c-j« 

Garden  City,  NY,  11530 

Tel;  877-303-0666  /  Website:  antwetpdiamondsincentives.com 


ANTWERP 

DIAMONDS 

INCENTIVES 

(USA) 
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TIMEPIECES 

AT  I  O  N  A  L 


JIETAIL  PRICE  $685.  ON  YOUR  WRIST  $159 

IN  YOUR  POCKET  $526. 

Tic  Klaus  Kobec  Couture  Sports.  A  high  fashion  timepiece  designed  for  the  cosmopoHtan  man  or  woman  and  sports  professional  ahke,  is 
ow  available  direct  from  the  manufacturer  at  the  astonishingly  low  price  of  $1 59  -  a  saving  of  $526  on  the  retail  price  of  $685.  So  how  can 

make  an  offer  like  this?  The  answer  is  beautifully  simple.  We  have  no  middleman  to  pay  No  retail  overheads  to  pay  And  not  the  usual  ^KVi 
lark-up  to  make,  which  on  luxurv  items  (including  watches)  can  be  enormous.  We  just  make  beautihi!  watches,  beautifully  simple  to  buy 

i  LVDIES  REX\IL  PRICE  $625  DIRECT  PRICE  $155,  GENTS  RETML  PRICE  $685  DIRECT'  PRICE  $15').  FEATURES  INCLUDE;  STAINLESS  STEEL  CASE. 

30    DAY    M  0  N  E  Y  I  SI-W^^ESS  steel  butterfly  CLASP  TO  THE  LUXURY  PADDED  BUCK  LEATHER  BAND  CHRONOGRAPH  FF^TURINC  SPi'CHELLES  BLUE  INDE.\ 

I  >  A|f  PI  I  A  D  A  MTPC  1  COUNTERS,  hours.  MINirPES  AND  SECONDS.  TWINNED  WITH  SEYCHELLES  BLUE  MATCHING  CROWN  AND  B.\ND  ATTACHMENTS.  CALENDAR. 

**^^'^  l>UAimri  I  CCj  ^,f^j^j^  RESISTANT  TO  3  AT^IS  SUPPLIED  TO  YOU  IN  A  MAGNIFICENT  PRESENTATION  CASE,  LADIES  WATCH  DOES  NOT  INCLUDE  CHRONOGRAPl  I, 

Shipping/ Handling  $9.99  FL  Res  add  6%  Sales  Tax  total  charge        ^^\      [^^      ii?^7m      H1So™s™etwork 

CREDIT  CARD  HOTLINE  1-800-733-TIME  (1-800-733-8663),  24  HOURS  A  DAY,  SEVEN  DAYS  A  WEEK.  PLEASE  QUOTE  CODE  FYI/3NLB. 

TIMEPIECES  INTERNATIONAL.  3580  NORTH  WEST  56TH  STREET,  FORT  LAUDERDALE,  FLORIDA  33309,  FAX;  1  888  675  3045  www,timepiecesusa,com 
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.  ..ayfocure 
....lete's  foot: 
Tyler  Thatcher 
kicks  back  with 
his  fireproof 
CarbonX  socks. 
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Technology 


MATERIALS 


Hot 

Stuff 

In  the  never-ending  quest  for  a  material 

impervious  to  fire,  a  small  Utah  firm  aims 

to  turn  up  the  heat  on  mighty  DuPont. 

BY  DANIEL  LYONS 


TYLER  THATCHER  HOLDS  A  PENNY  ON  A  PIECE  OF  SOFT  BLACK  CLOTH  IN  HIS  OPEN 
palm,  and  with  a  chefs  cooking  torch  heats  the  penny  until  it  begins  to  melt.  He 
doesn't  flinch.  It's  a  neat  parlor  trick,  the  kind  that  could  win  him  lots  of  doUar 
bets  at  cocktail  parties.  But  Thatcher  has  bigger  goals,  as  in  making  a  fortune  sell- 
ing CarbonX,  the  miracle  cloth  that  just  saved  his  hand,  to  firefighters,  steelworkers, 
chefs  and  racecar  drivers. 
"We  are  not  aware  of  any  fabric  that  has  the  same  protection  against  flame  and  heat.  This  is 
an  entirely  different  approach  to  the  problem,"  says  Thatcher,  chief  executive  of  Chapman 
Innovations,  a  six-employee  startup  in  Salt  Lake  City. 

Every  year  engineers  come  up  with  new  materials  to  retard  or  repel  flames,  but  they  all  fall 
short  in  different  ways.  Cotton  treated  with  chemicals  can  stand  up  to  a  hot  steel  blast  furnace,  but 
if  a  piece  of  slag  bubbles  off  and  spatters  on  your  sleeve,  it  will  burn  right  through  to  your  arm. 
Bromine-  and  chlorine-based  coatings  react  to  heat  in  a  way  that  neutralizes  the  gases  needed  to  sus- 
tain fire,  but  their  environmental  toxicity  has  put  them  on  the  endangered  list,  especially  in  Europe. 
Thatcher  claims  CarbonX  outperforms  everything,  even  the  market-leading  fire-resistant 
fabric,  Nomex.  The  problem  is  that  Nomex  is  already  everywhere:  racing  suits,  oven  mitts,  fire- 
fighters' clothing,  even  the  upholstery  in  airplanes.  And  Nomex  is  made  by  DuPont,  the  chem- 
ical giant,  which  introduced  the  fabric  40  years  ago. 

Thatcher  figures  he  can  compete  with  a  multibiUion-dollar  behemoth  with  some  guerrilla 
marketing:  promoting  high-profile  customers  who  have  already  sought  out  the  product.  Larry 
Dixon,  a  two-time  national  champion  drag  racer,  won't  climb  into  his  8,000-horsepower  drag- 
ster unless  he's  clad  in  CarbonX.  Thatcher  got  him  to  wear  the  CarbonX  logo  on  his  sleeve. 
Brian  Miser,  who  sets  himself  on  fire  and  is  catapulted  out  of  a  cannon  every  night  for  the 
Ringling  Bros,  and  Barnurn  &  Bailey  Circus,  is  another  fan:  "The  Nomex  suit  only  lasted  one 
jump.  I  couldn't  wear  it  again.  The  CarbonX  suits  last  100  jumps." 

CarbonX's  secret  lies  in  a  fiber  caUed  oxidized  polyacrylonitrile,  or  O-PAN,  essentially  a  par- 
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tially  baked  strand  of  acrylic  material  often  used  in  aircraft 
brakes.  O-PAN  fibers  get  charred  in  a  two-step  cooking  process  at 
nearly  400  degrees  Fahrenheit.  When  exposed  to  high  heat 
again,  O-PAN  fibers  continue  to  char  from  the  outside  in.  They 
also  expand  well  beyond  original  size,  crowding  out  the  oxygen 
needed  to  sustain  a  fire.  So  CarbonX  won't  burst  into  flames, 
even  after  being  exposed  to  a  torch  for  two  minutes.  Eventually 
the  whole  fiber  turns  to  carbon  and  becomes  useless,  but  by  that 
time,  presumably,  the  wearer  has  gotten  to  safety. 

CarbonX  got  its  start  in  1997  when  Michael  Chapman,  a 
maker  of  racecar  cylinder  heads,  saw  a  demonstration  of  O-PAN. 
"I  thought  if  I  don't  take  this  fabric  back  to  the  racers,  then 
shame  on  me,"  recalls  Chapman,  owner  of  Chapman  Racing 
Heads  in  Woods  Cross,  Utah.  By  itself,  O-PAN  was  too  flimsy  to 
wear,  so  Chapman  hired  an  engineer  in  Taiwan  and  spent  $1 
million  experimenting  with  different  blends  that  would 
strengthen  the  fabric.  Today  Chapman  holds  three  patents  on 


potential  lies  in  selling  fabric  to  others,  like  Chicago  Prot^ 
Apparel,  a  $10  million  (2002  sales)  maker  of  industrial 
clothes,  which  sees  growing  demand  for  CarbonX-based  ( 
ing.  Chicago  Protective  expects  to  sell  $250,000  worth  of  | 
bonX  clothing  in  2003. 

CarbonX's  problem  may  be  that  it  provides  more  fireprJ 
ing  than  anyone"  needs.  The  air  we  breathe  is  21%  oxygen,! 
CarbonX  scores  a  53%,  meaning  it  won't  burn  even  in  an  j 
gen-rich  environment.  That  compares  with  Nomex's 
DuPont  counters  that  anything  with  a  score  above  21%  will 
support  combustion  in  normal  air  and  is  therefore  adequate  f 
most  applications. 

CarbonX  is  expensive.  Chapman  gets  $19  per  yard  fori 
7-ounce  CarbonX  fabric,  which  Thatcher  says  is  about : 
more  than  DuPont's  Nomex.  (DuPont  won't  discuss  its  ] 
ing.)  Steelmaker  Nucor  is  happy  to  pay  the  premium  to  pro 
its  workers.  Oakley,  the  sunglasses  company,  is  using  CarbJ 


Quest  Against  Fire 

There  is  more  than  one  way  to  make  a  barbecue  mitt. 


ASBESTOS.  A  naturally  occur- 
ring fibrous  mineral  resistant  to 
heat  and  flame.  Ancient  Greeks 
used  it  to  make  wicks  that  burned 
without  being  consumed.  Widely 
used  as  insulation  and  fire- 
protection  in  the  19th  and  20th 
centuries.  Now  deemed  a  car- 
cinogen, it  is  banned  for  most 
uses  in  the  U.S.  but  still  sold  as  a 
binder  in  concrete. 

NOMEX.  Introduced  in  1963  by 
DuPont.  made  out  of  fibers  called 
aramids  that  don't  burn  easily. 
Probably  the  most  widely  used 
fire-resistant  material  in  the 
world.  Found  in  clothing,  insula- 
tion for  electrical  transformers, 
filters  and  theater  scenery. 


PBI  GOLD.  Introduced  in  1986 
by     German     chemical     firm 
Celanese,  PBI  Gold  (polybenzimi- 
dazole)  is  used  by  the  majority  of 
U.S.  fire  departments.  Celanese 
engineers,  originally  working 
under  an   assignment  from 
NASA,  created  a  polymer  that 
cannot  be  ignited.  PBI  Gold 
is  more  expensive 
than  Nomex  and  so 
is  not  as  popular.  Now 
being  pursued  as  a  fuel-cell 
membrane. 

FLAME-RESISTANT  COTTON.  Some 
chemicals,  when  exposed  to  heat, 
produce  gases  that  displace  the 
oxygen  needed  to  fuel  a  fire.  These 
chemicals  can  be  added  to  cotton 


fabric  for  fire  resistance.  Anofh 
method,  employed  by  Chicag 
based  Westex,  maker  of  lndura,| 
to  use  chemicals  that  cause  fab 
to  char  when  exposed  to  flame&'' 
Charring  robs  fire  of  fuel  it  nee( 
to  burn.  FR  cotton  costs  less  th( 
other  fire-resistant  products.  B 
as  you  wash  these  garment 
^  the  flame-resistant  chem 
cals  start  to  wear  off. 

-■  SILICA.  Silica,  a.k.a.  si 
con  dioxide,  is  the  main  li 
gredient  in  sand  and  is  a  gre 
flame-proofer.  Auburn  Mam 
facturing  in  Mechanic  Falls,  M 
sells  a  fabric  made  of  96%  sili( 
that  withstands  temperatures  i 
to  3,000  degrees  Fahrenhe 
Auburn  just  got  a  big  order  fro 
the  defense  department  for  faaj 
ric  to  make  drop  cloths  us( 
around  welders  making  repar 
to  U.S.  Navy  ships.  —0 


how  O-PAN  is  blended  with  a  variety  of  .strengthening  fibers, 
including  DuPont's  Kevlar.  Despite  the  strengthening  fibers, 
CarbonX  is  still  as  soft  as  a  pair  of  socks  and  even  wicks  mois- 
ture away  from  the  skin. 

By  2000  CI...ipman  was  selling  the  fabric  to  apparel  makers 
for  use  in  racinj-  suits  and  industrial  safety  clothes.  By  2002  he 
was  seeking  inw:  tors  who  could  also  help  manage  the  business. 
Tyler  Thatchei  uid  some  friends  had  just  formed  a  venture  cap- 
ital firm  in  Salt  :...ike  City,  and  in  2003  they  acquired  38%  of 
Chapman's  com}>»  v  foi  less  than  $500,000;  they  won't  disclose 
exact  terms.  Chapmati  is  still  chairman. 

Thatcher  is  targeting  I'.iarkets  like  industrial  safety,  fire- 
fighting,  motor  sports,  (aw  enforcement  and  the  military  Chap- 
man makes  its  own  socks,  gioves  and  l(^ag  underwear.  Bigger 


in  a  line  of  boots  for  racecar  drivers  that  it  hopes  will  e 
into  products  for  mainstream  consumers. 

PGI,  a  Green  Lake,  Wis.  safety-clothing  maker,  won  a 
mill  account  for  CarbonX  after  a  sizzling  demo  that  invo 
pouring  2,800-degree  molten  steel  over  a  CarbonX  balac 
which  survived  unharmed.  "It's  an  incredible  fabric," 
Ronald  Dott,  PGl's  national  sales  manager. 

Thatcher  says  sales  in  2003  will  be  $1.5  million,  up 
$500,000  last  year. 

Thatcher  finishes  his  penny  trick  by  flipping  the  m( 
penny  from  the  unharmed  CarbonX  onto  a  swatch  of  No: 
which  shrinks,  chars  and  begins  to  smoke.  Is  DuPont  wo] 
Thatcher  claims  a  scan  of  his  Web  site's  traffic  shows  a  sii 
cant  amount  of  hits  are  coming  from  inside  DuPont. 
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ost  coverage  worldwide 

"ause  sometimes  the  world  doesn't 


iWsKIsV  fel£i  i 


as  you  ao, 


No  other  U.S.  wireless  company  covers  the  world  like  we  do.  Now  all  you  need  is  one  phone, 
one  number,  while  traveling  abroad  or  dialing  internationally  from  home.  AT&T  Wireless  offers 
a  wide  range  of  international  phones.  From  the  Siemens  S46,  featuring  the  broadest  international 
coverage,  to  the  Panasonic  GU87  with  a  built-in  camera. Travel  has  never  been  simpler. 

Call  1  866-REACHOUT  or  visit  attwireless.com 


,_  -t 


.timber. 


ATbI  Wireless 


T&T  Wireless.  All  Rights  Reserved.  Pequire^  new  activation  on  a  qualified  plan,  credit  approval,  a  $36  Activation  Fee,  one  or  two-year  agreement,  compatible  device 
"5  cancellation  fee.  Service  and  features  not  available  on  all  devices,  rate  plans  or  available  for  purchase  or  use  in  all  areas.  Service  and  rates  only  available  in  select 
nal  locations.  Calling  to  certain  countries  is  blocked.  Not  all  devices  contain  all  international  networks'  frequencies.  Most  worldwide  coverage  when  using  the 
rJi46.  Usage  is  rounded  up  to  the  next  fuil  minute.  Unused  monthly  minute  allowances  lost.  Roaming,  additional  minute  and  long  distance  charges,  and  other  restrictions, 
I  iniversal  connectivity  charge,  surcharges,  assessments  to  defray  costs  for  government  programs,  and  taxes  apply  Availability  and  reliability  of  service  are  subject  to 
oo  limitations. You  will  be  bound  by  the  General  Terms  and  Conditions  and  rate  plan  and  promotional  materials.  Available  countries  and  rates  are  subject  to  change. 
wireless.com/international  for  current  coverage  and  rate  information. 


IN  1999,  IN  THE  MIDST  OF  A  FIVE-YEAR,  40- 
company  buying  spree,  Rajiv  Gupta 
found  himself  suffering  from  the  malady 
of  all  rapid  acquirers:  technological  chaos. 
Each  company  he  added  to  Rohm  & 
Haas,  the  chemical  manufacturer  of 
which  he  had  just  become  chief  executive, 
came  with  its  own  software.  He  had  64 
different  systems  running  crucial  tasks 
such  as  production,  financials  and  pay- 
roll. Some  units,  stymied  by  software  con- 
flicts, kept  track  on  paper.  Fcir  example, 
when  a  shipment  left  a  U.S.  factory 
bound  for  a  European  warehouse,  the  lab 
performance  report  was  faxed  across  the 
ocean  and  retyped  into  another  com- 


puter. Many  managers  were  miscounting 
employees  and  inventory. 

Rohm  &  Haas  had  other  problems  at 
the  time.  The  chemical  industry  was  just 
then  sinking  to  a  30-year  low,  and  Rohm 
&  Haas  had  just  swallowed  Morton  Inter- 
national (the  company  with  the 
umbrella-toting  salt  girl)  for  $4.9  billion 
in  cash  and  stock.  In  one  year  the 
Philadelphia-based  company's  sales  went 
from  $3.7  billion  to  $5.3  billion,  but  head 
count  nearly  doubled,  debt  increased  sev- 
enfold and  return  on  equity  fell  by  more 
than  half,  to  12%. 

Rohm  &  Haas  makes  chemicals  that 
thicken  paint,  hold  juice  boxes  together 


Hard  chemistry:  Chief  Rajiv 
Gupta  is  melding  40  firms. 

and  etch  microchips  out  off 
icon  wafers.  There  was 
software  to  stitch  this  pat« 
work  together.  Since  85% 
the  world's  biggest  chemin 
firms  already  used  SAP,  Guj 
followed  suit. 

He  took  a  deep  breai 
The  software  and  the  labor 
make  it  work  were  going, 
cost  $300  million  over  fo 
years,  a  huge  amount  foi 
company  whose  net  income 
the  last  12  months  was  $1 
million  (on  $6.2  billion 
sales).  And  then  there  was  I 
small  but  discernible  risk  o 
catastrophic  failure.  In  the  pi 
decade  software  breakdow 
have  dealt  devastating  bloi 
to  such  outfits  as  Unisoui; 
and  Hershey  Foods. 

Muddling  through  wi 
old   software   was   not 
option.  "The  possibility 
waiting   several    hours, 
sometimes  days,  for  custon: 
information  from  a  colleag; 
on  the  other  side  of  the  woi 
was  no  longer  acceptabl( 
says  Gupta,  57,  a  32-ye 
Rohm  &  Haas  veteran. 

Rohm  &  Haas  now  h 
80%  of  the  company  usi 
SAP,  with  the  rest  scheduled 
hook  in  by  May.  The  proj< 
appears  to  be  supporting  whatever  recc 
ery  Rohm  &  Haas  can  cling  to.  Gupta  v 
able  to  trim  4,000  workers  and  $500  mi 
lion  in  operating  expenses  from  the  19 
totals.  The  grand  plan:  If  the  econor 
grows,  in  real  terms,  at  3%  a  year,  Rohm  ' 
Haas  is  supposed  to  grow,  without  acqi 
sitions,  by  at  least  4%  a  year;  that,  wi 
cost  controls,  is  supposed  to  push  to  8 
the  aftertax  profit  margin  from  the  ci 
rent  2%  by  2005.  There  is  room  for  ii 
provement.  Although  Rohm  &  Haas 
number  one  in  chemicals  that  go  in 
paint  for  buildings,  its  market  share 
spotty  in  the  fast-growing  electronics  i 
dustries  and  mediocre  in  adhesives  ai 
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IT  HAS  BEEN  SAID  THAT  TO  TRULY  UNDERSTAND  OTHERS 
YOU  HAVE  TO  WALK  A  MILE  IN  THEIR  SHOES. 

DO  YOU  HAVE  THAT  KIND  OF  TIME? 


<4 


f  \'ou  re  an  executive  in  a  global  corporation.  But  to  get  tlie  most  from  your  international  workforce,  you  need  to 
how  to  engage  a  workforce  with  varied  backgrounds,  cultures  and  values.  How  to  apply  a  global  reward  strategy 
ets  a  diverse  workforce  tightly  focused  on  a  common  mission.  At  Watson  Wyatt,  we  have  the  experience  and 
irces  to  help  you  do  just  that.  As  a  global  human  resources  consulting  firm  with  offices  in  30  countries,  we  can 
de  what  vou  need  to  increase  your  company's  return  on  its  investment  in  human  capital.  And  you  can  do  it  wearing 
own  shoes.  To  learn  how  to  get  the  most  out  of  your  global  workforce,  call  your  local  Watson  Wyatt  office  or 

1-800-388-9868,  or  visit  our  web  site  at  www.watsonwyatt.com. 


Watson  Wyatt 

yVbrldwide 


Everything  you're  looking  for. 
Even  if  you  Wo-Zt  4-«=:n./  vy/jof  that  is. 


Technology 


sealants.  "We  are  in  the  middle  of  the  pack, 
and  I  don't  think  we  like  it,"  says  Gupta. 

When  Rohm  &  Haas  signed  on  with 
SAP,  multimillion-dollar  software  installa- 
tions had  already  peaked.  They  came  to 
be  viewed  as  overpriced  resource  drains 
during  the  bust.  Spectacular  failures 
spooked  customers — such  as  Nike's  earn- 
ings miss  in  2001,  which  the  sneaker- 
maker  blamed  on  its  $400  million  supply- 
chain  software  implementation. 

Gupta  never  wavered.  At  the  end  of 
2000,  at  his  quarterly  "leadership  council" 
meeting  in  Philadelphia,  Gupta  told  40 
managers  that  he  was  rip- 
ping out  the  old  software 
and  substituting  SAP. 

Communicating  the 
support  of  the  top  execs 
was  crucial  to  the  project's 
early  success.  Gupta  put 
Bruce  Hoechner,  a  22-year 
Rohm  &  Haas  operations 
executive  who  had  never 
had  a  data-processing  job 
in  his  life,  in  charge  of  the 
installation.  Hoechner 
moved  his  150-person 
staff  into  a  former  bank 
adjacent  to  headquarters. 

President  J.  Michael 
Fitzpatrick  came  to  every 
monthly  meeting  at  the 
bank  building,  recalls 
Eugene  Eichman,  an  SAP 
managing  principal  and 
the  point  person  on  the 
Rohm  &  Haas  job.  A 
debate  flared  up  over 
how  to  install  the  soft- 
ware. Hoechner  wanted 
to  do  it  by  unit  and 
region.  Other  managers 
wanted  to  do  it  by  func- 
tion, such  as  order  entry 
and  accounting.  Hoech- 
ner prevailed. 

The  $1  billion  (last  12 
months'  sales)  electronic 
materials  division  was  in 
the  second  of  seven  SAP 
rollouts.  It  was  still  using 
Eighties-era  software 
called  Prism  to  manage 
invcntorv,  and  salesmen 


>■  By  the  Numbers 


When  It  Rains, 
It  Pours 

It's  a  bad  time  to  be  an 
American  chemical 
manufacturer.  Rohm  &  Haas, 
which  owns  Morton  Salt  (and 
its  famous  Umbrella  Girl),  is 
not  alone  in  its  misery. 


pL* 


Price-premium  of 
natural  gas  to  its  historical 
average  of  $2.25  per 
million  BTUs. 

Decline  in  the  U.S. 
chemical  industry's  trade 
balance  between  1995 
and  2002.  It  was  a  $20.5 
billion  surplus  then,  and  is 
now  a  $5  billion  deficit. 


Average 
salary  of  an  American 
chemical  worker,  70% 
higher  than  the  national 
average. 

Source;  American  Chemistry  Council. 


stUl  had  to  e-mail  factories  to  locate  sto 

Once  it  launched  SAP,  its  comput 

would  be  able  to  show  available  inventc 

,  and  salesmen  could  spend  more  til 

forecasting  demand. 

But  in  the  summer  of  2002,  two  we 

after  the  launch  date,  the  fiinction  that  ci 

verted  pounds  into  kilograms  set  off  a  glil 

that  techies  scrambled  to  fix.  Managers 

familiar  with  SAP's  availability-to-proj 

feature  struggled  to  figure  out  how  ml 

of  a  product  was  on  hand  and  when  a  a 

tomer  would  get  it.  The  heads  of  custon 

service,  supply  planning,  manufacturi 

and  shipping  met  at  7 

a.m  every  day  for  t 

weeks  to  reconcile  ordei 

The  powder  coatir 

unit,  with   more   th 

$250  million  in  anni 

sales,  was  the  last  to  st 

rolling  out  the  SAP  sc 

ware,  ft  quickly  re 

was  offering  custo 

too  much  choice. 

were  able  to  select 

among    4,600    cusi 

paints,  but  that  prodi 

standard  wait  times' 

two  to  four  weeks.  Us: 

SAP,   planners   reali 

that  80%  of  the  uni 

sales  come  from  only 

products,  including 

most  popular  color,  Bla 

Wrinkle,  a  sprayed-^ 

powder  paint  for  offi 

furniture,  fitness  equi| 

ment  and  outdoor  gri^' 

Rohm  &  Haas  still  offi 

the    same    number 

mixes  but  keeps  the  t 

sellers  in  stock  and  sh 

those  in  a  day. 

The  big  news  from  t 

software  project  is  th 

there  is  no  news:  To  tl 

outside  world  it  seems  | 

be  working  fine.  Gupd 

ambitious  goal  for  prd 

itability  in  2005  lo 

plausible,  and  if  he 

meet  it,  he  will  be  able; 

deliver  $2.40  a  share 
J 
earnmgs. 


Boxes  of 
polyethylene  bags,  used  to 
bag  groceries,  imported 
from  abroad  last  year,  a 
fourteenfold  gain  over 
1992  levels. 
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SOFTWARE 

Three's 
Company 

Does  the  world  really  need 
another  wireless  operating 
system?  Carriers  think  so. 
So  does  Bob  Gilkes. 


BY  GHANA  R.  SCHOENBERGER 

ROBERT  GILKES  RUNS  A  SOFTWARE 
upstart  with  90  employees,  no 
launched  product,  no  revenue  and 
only  six  months  of  cash  in  the  bank 
(though  he's  expecting  more  soon).  His 
staff  moved  from  a  bug-infested  con- 
verted mill  to  its  current  location  facing  a 
cemetery  in  Chelmsford,  Mass.  What  he 
sells,  yet  another  operating  system  for 
mobile  phones,  comes  installed  on  exactly 
zero  phones  at  the  moment.  And  yet  the 
64-year-oId  silver-haired  Brit  has  the 
chutzpah  to  claim  that  his  company, 
Savaje  (pronounced  "savage"),  will  begin 
to  sell  its  OS,  turn  a  profit  and  go  public  in 
the  next  24  months.  "We  will  probably  be 
profitable  in  the  second  half  of  next  year," 
he  says. 

Whoa,  baby.  To  date  the  mobile-OS 
business  has  been  a  two-horse  race 
between  Microsoft  and  Symbian,  the 
London-based  consortium  led  by  Nokia. 
Toss  in  Linux,  recently  championed  by 
Motorola,  and  PalmSource  and  you've 
got  very  little  room  for  another. 

But  that  has  yet  to  deter  Gilkes,  a  for- 
mer colonial  magistrate  in  Botswana,  IBM 
mainframe  salesman  and  (self-published) 
novelist.  Savaje's  OS,  which  lets  souped- 
up  phones  pLy  movies,  music  and  3-D 
videogames,  is  in  most  cases  faster  than 
its  competitors,  says  the  company  It  goes 
on  to  say  that  the  system,  using  Sun 
Microsystems'  Java  language,  is  also  more 
secure,  allows  better  color  graphics  and 
costs  less.  Symbian  charges  $5  to  $7  per 
phone,  but  with  .ill  the  attendant  software 
licenses  phone  co  ;  mi-.-s  must  buy,  the 
total  price  can  hit  $i  .^  'o  <15,  .lavajc  says 


it  charges  $8  to  $10  with  the  licenses 
included.  And  unlike  Symbian  or 
Microsoft,  this  operating  system  is 
beholden  to  none.  "Carriers  want  to 
maintain  their  independence  from 
Microsoft  and  the  handset  manufactur- 
ers," says  Gilkes. 

Savaje  has  impressive  backing  from 
hugely  influential  wireless  carriers,  some- 
thing Symbian  and  Microsoft  do  not.  It 
has  raised  $30  million  in  venture  funding, 
with  carriers  Vodafone  and  Orange  invest- 
ing in  its  latest  round  in  March.  The 
company    expects    to    close    another 


handset  makers  in  favor  of  using  its  OS. ' 
have  the  information  people  want  to 
to,"  says  Ed  Suwanjindar,  a  product  ma 
ager  at  Microsoft.  Symbian  is  not  co: 
cerned,  either.  "It's  not  an  avenue  th 
frightens  us  at  all,"  says  spokesman  Pet 
Bancroft,  noting  that  Symbian's  top  f 
licensees  are  also  the  top  makers  of  ph( 
Lucent  engineers  founded  Savaji 
1999.  When  Gilkes  began  consulting 
them  in  2001,  he  argued  that  the  comp 
should  ditch  its  focus  on  Palm-like  de 
and  develop  its  operating  system  for  pb 
software.  It  took  three  months  of 


GHkes 
wants  your 
phone  to  be 
cheaper, 
faster  and 
better. 


$25  million  round  of  venture  capital  by 
the  new  year,  adding  several  new  investors 
on  top  of  the  old  ones.  Vodafone  and 
Orange  are  considering  the  software  now, 
as  are  T-Mobile,  Telecom  Italia  and  British 
carrier  02.  If  they  like  it,  customers  will 
start  using  it  next  year.  By  2007,  says 
Gillces,  Savaje  will  get  30%  of  the  market. 
The  competition  is  scornful.  Microsoft 
is  banking  on  users'  familiarity  with  Win- 
dows and  Outlook  to  tip  carriers  and 


sion,  but  the  board  finally  voted  to  concei 
trate  on  phones.  After  more  than  IC 
pitches,  he  convinced  Vodafone  an 
Orange  to  take  12%  stakes  as  part  of  tl 
$17.5  million  round,  along  with  Rl 
Ventures  and  original  investors  Ridgewo( 
Capital  and  New  Venture  Parmers.  "There 
room  in  the  market  for  a  third,  carric 
centric  approach,"  says  William  Wiberg,  t* 
partner  at  Advanced  Technology  Ventun 
and  a  former  Savaje  board  member.        ^ 
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'HY  GENERALS  HAVE  ALWAYS  RIDDEN  THE 


BEST  STEEDS  INTO  BATTLE. 


^ 


peed.  Power.  Agility. 
The  qualities  that  help  a 
'geTieral—oraCEO  —  become 
'a  winner  are  the  very  qualities 
a  Falcon  2000EX  affords  you. 
Small  wonder  our  Falcon  2000- 
seriesjets  have  become  the  best 
selling  large  cabin  planes  among 
corporate  and  fractional  owners. 
The  2000EX's  ultra-spacious  cabin 
is  library-quiet. 


Its  3,800  nm  range  can  take  you  from  Paris 
to  New  York,  Dubai  to  Landan  or  Sao  Paulo 
to  Miami  at  .80  Mach  —  against  headunnds 
—  and  a  good  deal  faster  an  shorter  flights. 

And  perhaps  best  of  all,  you  can  enjoy  all 
this  capability  and  comfort  at  a  surprisingly 
low  cost  of  operation. 

So  find  out  why  a  Falcon  is  the  best 
designed,  best  built,  best  flying  business  jet 
in  the  world. 

Your  charger  awaits,  wwwfalconjet.com 
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DASSAULT 
FALCON 


B  N  C I N  E  E  R  E  D     WITH     PASSION 
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Low-Profile 
Copper 

FlatWire  will  make  your 
entertainment  center  the 
stealthiest  on  the  block. 

THE  GREAT  OPTICAL  ILLUSION  IN  ALL 
those  sexy  advertisements  for  flat- 
panel  televisions:  the  missing  cables. 
Some  people  are  lucky  enough  to  install 
their  flat-panels  in  a  new  home,  hiding  the 
wires  inside  the  walls.  But  most  of  us  have 
to  bear  the  sight  of  that  sleek  screen  marred 
by  a  couple  of  unsighdy  black  cords  hang- 
ing down  the  wall. 

DeCorp  in  Nashville,  Tenn.  has  a  so- 
lution: FlatWire.  Patenting  a  technique 
that  has  been  around  for  a  while,  DeCorp 
makes  and  sells  insulated  copper  wire 


thinner  than  a  business  card  and  about  an 
inch  wide.  It  is  extremely  flexible  and 
comes  in  five  flavors  to  cover  almost  every 
form  of  electrical  wiring  needs,  including 
AC  power,  coaxial  cable,  and  audio  and 
video  signals.  FlatWire  disappears  under 
wallpaper  and,  unless  you're  looking  very 
closely,  under  a  coat  of  paint.  It  wiU  also 
stick  to  almost  any  surface.  "You  can 
rewire  an  entire  room  without  putting 
holes  in  your  walls  or  using  a  bunch  of 
ugly  extension  cords,"  says  Robert  J.  Sex- 
ton, DeCorp's  chief  executive. 


FlatWire  costs  between  $1  and  $4.99  a^ 
foot,  compared  with  90  cents  for  premium 
Monster  stereo  cable  and  13  cents  for  good 
old  16-gauge  stereo  cable  from  Home 
Depot.  Still,  a  few  hundred  feet  would  cc|i, 
less  than  busting  open  your  den  walls.  I; 

Currently  FlatWire  is  available  only  on- 
line and  through  the  building  trades.  Sex- 
ton says  you'll  be  able  to  buy  it  in  stores  ii 
early  2004.  He's  obviously  enthused.  "Tte 
will  drive  sales  of  everything  from  Ughtin; 
and  ceiling  fans  to  sur round-sou n 
stereos."  — Matthew  Milk 
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ITS  MORE 

Than  ^ 

Achievement. 

irs  A 

COMMITMENT. 


The  CFA  designation  represents  both  an  impressive 
achievement  and  an  intensve  three-year  co'~'nitment  tc 
rr.ainiaining  and  improvirtg  professional  con-,cetePce.  Only 
those  wno  m.aster  three  tigcrous  exams  and  gain  at  ieas- 
three  years  of  hands-on  experience  ear-^  the  rlgn-  to  ua 
the  CFA  designation.  Estac'ished  .n  1952.  it  Is  the  c  .. 
globa'iy  recognized  credential  for  investment  ar.aivs; 
and  advce  Around  the  world,  you'll  ''■nd  CFA  charterho'de'E 
working  at  leading  investment  firms  large  and  s~ai'  Sc  " 
you're  looking  for  an  investment  advisor  who  offers  oDject .  -. 
insights  real- world  experience  and  a  commitme-t  :'. 
putting    your    interests   first— talk   tc    a    CFA    charteTcc.ce- 

f&  mors  intarnation.  please  mstl  vww.aimr.org/'inveaorserocet  or  cali  usat  80C-247-C'  '.- 
AN    ASSET    TO    ANY    PORTFOLIO 
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DUBAI 

EXPECT  THE  WORLD 


TO  SEE  WHERE  DUBAI'S  HEADED, 
TAKE  A  LOOK  AT  THE  HORIZON. 

s  taken  just  30  years  to  reach  income  levels  comparable  with  the  worlds  leading  industrialised  nations.  Some  say  it's 
the  city  is  perfectly  positioned  serving  an  area  that  contains  a  population  of  over  1.6  billion  people  with  a  net  GDP  in  excess 
illion.  Others  say  Dubai's  wealth  lies  in  its  natural  resources.  But  its  only  once  you've  visited  Dubai,  and  shared  the  vision 
pie  that  you  discover  the  true  source  of  the  city's  wealth.  To  know  niore  visit  vwvw.dubaiexpect.com 


A 

GDP  2002  UP  1U% 


1999 
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Going  Solo 


Digital  music  purveyors  are  serenading  music  buffs  with  offers  for  similar 
services.  RealNetworks  is  singing  a  different  tune.  Will  anyone  hear  it? 


BY  PETER  KAFKA 

IN  TRYING  TO  LAUNCH  AN  ONLINE  MUSIC  SERVICE,  REAL- 
Networks  has  a  lot  of  company.  Apple  Computer  opened  the 
market  last  spring  with  downloadable  tunes  at  99  cents  each 
and  now  has  nine  rivals.  Dell,  Microsoft,  Sony  and  Wal-Mart 
have  ambitious  plans  to  sell  music,  too.  This  frantic  scramble 
is  in  a  market  that  will  generate  just  $269  million  next  year,  ac- 
cording to  Forrester  Research. 

The  $183  million  (sales)  RealNetworks  doesn't  have  the  bucks 
to  outmarket  an  Apple  or  a  Dell,  but  its  founder  and 
boss,  Robert  Glaser,  thinks  his  Seattle-based  com- 
pany can  stand  out  by  offering  a  different  service, 
which  it  calls  Rhapsody.  For  $10  a  month  Real- 
Networks sells  access  to  420,000  songs,  from  15,000 
acts.  But  that  fee  permits  customers  to  listen  only 
on  their  computers  and  only  while  connected  to  the 
RealNetworks  server.  To  download  a  song  to  a  hard 
drive  or  a  CD,  they  have  to  pay  79  cents  extra. 

The  record  labels  let  RealNetworks  keep  roughly 
half  of  each  dollar  a  subscriber  spends,  compared 
with  a  third  allowed  with  buy-a-song  services.  The 
royalty  makes  sense  to  the  labels  because  Rhapsody 
gives  exposure  to  die  tunes,  which  should  prompt 
sales  of  bodi  digital  music  and  those  ancient  arti- 
facts, CDs.  "We  have  the  model  that's  slightly  more 
complicated  to  explain,"  Glaser  says,  "but  the  model 
that  wins,  long  term." 

If  only  he  had  more  money  to  help  explain  it. 
Glaser's  marketing  budget  is  a  sliver  of  his  rivals'. 
Apple,  for  instance,  spent  $16.7  million  advertising 
its  online  music  service  and  the  iPod  music  player  in 
die  first  six  months  of  die  year,  says  TNS  Media  In- 
telligence/CMR  in  New  York.  Glaser  hopes  to  carve 
out  a  piece  of  the  digital  music  market  by  pitchin;; 
Rhapsody  in  a  few  locations,  with  hopes  that  word- 
of-mouth  chatter  will  turn  into  a  chorus  that  bo(>-« 
sales.  It's  a  strategy  borrowed  from  other  outfits  w  ; . 
new  concepts,  including  TiVo  and  NetFlbc. 

Glaser  is  targeting  his  market,  an  audience  of  10 
million  adults,  age  25-plus,  with  <i  household  in- 
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come  of  $  1 00,000  and  broadband  access.  He's  starting  by  pitd 
his  own  installed  base:  Each  month,  25  miUion  to  30  miUionl 
pie  use  his  Real  player,  a  program  that  lets  users  stream  snippj 
songs  and  clips  of  Nascar  races.  That  gives  Glaser  access  to  ] 
tial  customers'  computer  screens,  either  via  e-mail  messag 
pop-up  come-ons  on  the  Real  player  itself 

In  November  publicly  held  RealNetworks  also  began  i 
a  week  of  free  Rhapsody  subscriptions  without  requiring  i 

High  fidelity:  RealNetworks  boss  Rob  Glaser  thinks  customers  will  pay  to  rent  1 
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Binburg^     Ihvergorcion 


London  to  London  ♦  British  Is(es 

August  24  -  September  4,  2004 
Crystal  Symphony 


♦  with  exclusive  visits 
to  Forbes-owned  estates  such  as  the  Chateau  de  Baileroy  and 
Battersea  House,  as  well  as  private  tours  of  the  Houses  of 
Parliament  and  Kensington  Palace 

♦  1 1  days  of  luxury  cruising  aboard  the  #1  cruise  line  in 
the  world 

♦  from  the 
world's  top  investment  experts  as 
they  share  their  strategies, 
forecasts,  and  recommendations 


to  the  momentous  days 
of  Churchill  and  D-Day 

♦  new  ideas  and  make  new 

friends  with  like-minded  people 


Big  Ben 


A  Private  Lunch  at  the  Forbes 
FamUy's  Chateau  de  Baileroy 


Steve 
Forbes 


ins  start  as  low  as48,640pei'coiipleftd  receive  a  f uH-cpliir  cotifereiice  brocliiire 
id  to  reserve  your  taMn;  call  800/530.0770  or  visit  wvi^w.lilve$tmentCrui$e.com 

(outside  #gi  US,  |l?a||Sa^  (9:00  am  -  5:30  pm  EST)  002« 
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I  com 


Executive  Connection 


•  Personalize  Your  Industry  News 

•  Customize  Your  Industry  Stock  Data 

•  Easy  Access  to  Valuable  Research 


DOWNLOAD 
YOUR  FREE 
DESKTOP 
APPLICATION 
NOW  AT 

www.forbes.com/exec 


TERRORISM   FORCES 

US  TO  MAKE  A 
CHOICE.  WE  CAN   BE 


AFRAID.   OR 


WE  CAN   BE   READY. 


READY 


WWW.READY.GOV 


1-800-BE-READY 
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piers  to  use  a  credit  card.  (The  compi 
recently  found  that  90%  of  Web,  brows 
bailed  out  of  the  company's  pitches  in  thi 
past  when  asked  to  provide  a  credit  cai 
number.)  It's  an  expensive  promotion.  Tb 
company  has  to  pay  a  music  publishe 
every  time  someone  streams  a  song — a 
estimated  penny  or  two  a  tune.  And  there 
no  guarantee  that  trial  users  will  becorn 
subscribers. 

Deals  with  other  entertainment  di; 
tributors  will  provide  important  exposun 
A  recent  arrangement  with  Comcast  Cabk 
the  biggest  provider  of  broadband  Inter 
net  service,  gives  Glaser's  company  acce; 
to  some  five  million  potential  subscriber 
Beginning  this  month  Comcast  subscribei 
will  see  RealNetworks'  first  TV  spot,  whic 
features  a  street  covered  in  a  blizzard  ( 
handbills  for  acts  ranging  from  Coldpla 
to  Stevie  Nicks.  The  cable  system  is  rui! 
ning  the  ads  in  conjunction  v«th  a  promc 
tion  that  showcases  the  service  on  Con- 
cast's  home  page.  In  return  the  cabler  gei 
an  undisclosed  bounty  for  each  subscribe 
RealNetworks  signs  up.  The  online  musi 
company  has  a  similar  reward  system  wit 
Best  Buy,  where  browsers  can  test-drive  th 
Rhapsody  service  at  one  of  5,000  kiosks  i 
560  stores,  then  sign  up  for  the  service  i 
the  chain's  checkout  counters.  "There's  a ' 
ways  a  great  opportunity,  and  some  risl' 
when  the  mob  is  moving  right  and  you  g 
left,"  Glaser  muses.  ' 

If  the  mob  is  going  in  the  right  dire« 
tion,  Glaser  will  have  to  change  his  tun- 
But  he's  done  that  before.  RealNetwori  | 
got  its  start  selling  software  and  servia  1 
to  companies  that  were  putting  musi  i 
and  video  on  the  Web  in  1994.  Seeiii 
more  potential  in  selling  subscriptions  f( 
premium  digital  content,  like  professioni 
baseball  games,  Glaser  started  emphasii 
ing  consumer  services  three  years  ago.  I 
2002,  41%  of  its  $183  million  in  sal< 
came  from  subscription  fees,  up  froi 
15%  one  year  earlier. 

Glaser  bought  Rhapsody's  parent,  li 
ten.com  of  San  Francisco,  for  $36  miUio 
in  cash  and  stock  in  August.  He  was  willin 
to  look  beyond  Listen's  $2  million  in  qua: ' 
terly  losses. 

Just  in  case,  he  has  a  back-up  plai 
RealNetworks  launched  its  own  buy-< 
song-service  this  month.  I 
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MARKETS  SHIFT 
OURVALUES  HAVEN'T 


No  matter  how  the  market 
performs.  Mutual  Series  portfo- 
lio managers  always  follow  a 
time-tested,  value-driven  approach 
to  investing.  First,  we  dig  deep 
to  find  securities  others  have 
overlooked.  Next,  we  intensely 
scrutinize  each  company,  learn- 
ing all  we  can  about  what  can 
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Muttial  Series'  consistent  approach  to 
value  investing  has  withstood  the  test  of  time. 


As  of  10/31/03,  Morningstar® 
awarded  the  Mutual  Discovery 
Fund's  Class  A  shares  a  5-star 
overall  Morningstar  Rating™, 
measuring  performance  against 
a  category  of  258  and  205  U.S.- 
domiciled  World  Stock  funds  over 
the  3-  and  5-year  periods, 
respectively.*  Of  course,  past  per- 


Mutuol  Discovery  Fund    |   Morningstar  Ratings  10/31/03^ 


OVERALL 
•  •••• 


THREE  YEAR 
•  ••• 


FIVE  YEAR 
•  •••• 


TEN  YEAR 

N/A 


be  done  to  improve  its  earnings.  Finally,  we  stand 
prepared  to  increase  the  value  of  stocks  we  pur- 
chase by  getting  actively  involved  in  the  compa- 
nies in  which  we  invest. 


formance  does  not  guarantee  future  results. 

To  gain  further  perspective,  contact  your  finan- 
cial advisor,  call  1-800-FRANKLIN  Ext.  P567 
or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<GAIN   FROM  OUR  PE  RSPECTI VE®  > 

■^ranklin  Templeton  Distributors,  Inc.,  One  Franklin  Pai1<way,  San  Mateo,  CA  94403.  Call  for  a  free  prospectus  containing  more  complete  fund  infomiation,  including  sales 
charges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money. 

Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks.  Foreign  investing  involves  special  risks  including  cun-ency  fluctuations  and  polit- 
ical uncertainty. 

tSource-  lllOil6SIWl°  10/31/03.  Past  performance  does  not  guarantee  future  results.  For  each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  risk-adjusted 
return  measure  ttiat  accounts  for  variation  in  a  fund's  monthly  perfomiance  (including  ttie  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  reward- 
ing consistent  perfomiance.  The  top  1 0%  of  funds  in  each  category  receives  a  Momingstar  Rating™  of  5  stars,  the  next  22.5%  receives  4  stars,  the  next  35%  receives  3  stars, 
ttie  next  225%  receives  2  stars  and  the  bottom  10%  receives.  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  and  rated  separately)  A  fund's  overall 
rating  is  derived  from  a  weighted  average  of  the  3-,  5-  and  1 0-year  (if  applicable)  rating  metncs.  Morningstar  Rating™  is  for  Class  A  shares  only;  other  classes  may  have  differ- 
ent perfomiance  characteristics.  ®2003  Morningstar,  Inc.  AJI  rights  reserved.  The  infomiation  contained  herein  is  proprietary  to  Morningstar  and/or  its  content  providers;  may  not 
be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising 
from  any  use  of  ttiis  infomnation.  For  more  current  perfomiance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  roBi2/03 


S      t      N      E      S      C      O 


At  Senesco,  we  are  working  to  better  your  future.  From  possible 
treatments  for  cancer  and  glaucoma  to  extending  the  shelf  life  of 
tomatoes,  we  are  developing  solutions  that  promise  great  things  — 
with  a  powerful  and  novel  approach  to  regulating  cell  death  in  humans 
and  plants.  One  way  or  another,  our  technology  could  improve  your 
life.  To  see  what  we're  working  on  now,  visit  www.$enesco.com. 
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With  Documentum, 

Content  is  Knowledge^ 
and  Knowledge  is  Power 


Content  is  power  —  the  power  that  drives  your  business.  Through 
e-mail,  Web  pages,  images,  documents,  audio  and  video.  If  you  could 
harness  that  power,  you  could  make  your  business  more  competitive, 
more  responsive  —  more  intelligent.  How?  With  Documentum. 

We're  the  leader  in  enterprise  content  management,  trusted  by  global 
organizations  like  Bayer  AG,  Corporate  Express,  BMW,  American  Red 
Cross,  Lufthansa  Technik,  Miller  Brewing  Company,  and  the  FDA.  They 
count  on  Documentum  to  manage  their  content  more  intelligently. 
So  they  can  more  effectively  meet  business  objectives  and  comply 
with  government  and  industry  regulations,  it's  powerful  technology 
for  companies  that  value  the  power  of  content. 

To  learn  more,  call  800.607.9546  or  visit  www.documentum.com 
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2003  Documentum.  Inc.  All  rights  reserved.  Documeni.j-n  and  the  urporste  i.®.  ire  trademarks  oi  registered  trademarks  of  Documentum.  Inc.  m  the  United  States  and  throughout  the  world   Brain  not  actual  size. 
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Retro-Style  Engraved 
Platinum  Eternity  Bands 

w/  approx.  0.50  cts  in  round  dia- 
monds &  1 .00  ct  in  either  rubies 
or  sapphires.  Order  in  your  size. 

G&S  $1,350 


Fabulous  Ladies  Platinum  Ring 

w/  a  GIA  Certified  center  Ascher 
cut  diamond  4.05  ct  (G,  VS)  w/  GIA 
Cert,  side  fancy  intense  yellow  tril- 
lion diamonds  approx  1  15  &  1  12 
cts  VS2  clarity  (s502555) 
Est  Retail  $96  000  ^^ 

G&S  $58,000  /^ 


Ladies  Rolex  Datejust 

1 8k  &  steel  w/Jubilee 
bracelet.  Est.  Retail  $4,325 

G&S  $3,190 


Rolex  Datejust 

18k  yellow  gold  &  stainless  steel 
w/Jubilee  bracelet.  Auto  w/  date  & 
sweeps  seconds.  Est.  Retail  $5,375 

Acrylic  Crystal:  $3,190 
Sapphire  Crystal:  $3,690 


Small  Cartier 
18k&steeU« 
Quartz.  Est.  Retf 

Unused  $3 
G&S$; 
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Breathtaking  Platinum  &  Diamond  Necklace 

w/  an  astounding  17.5  cts  in  round,  baguette  pear  & 

marquise  diamonds  (G-H  Color,  VS-SI  Clarity).  Center 

pear  shape  is  a  GIA  certified  1.10  ct  H  Color,  \IS2 

Clarity  diamond.  (m506i5)  Est.  Retail  $110,000 

G&S  $41,500 


"The  finest  Mail  Order  Watch  &  Jewelm  catalog  . 

HOLIDAY  SALE 


..in  the 


Ladles  Rolex  Masterpiece 

in  1 8k  white  gold  w/1 2 
stone  diamond  bezel.  Auto 
w/  date  &  sweep  seconds. 
Est.  Retail  $17,250 

G&S  $14,500 


'  Up  to  50%  Below  Retail! 

Certified  Pre-Owned  and  Unused  Watches  &  Estate  Je\ 

Gray  &  Sons  Jewelers  is  known  worldwide  as  the  largest  seller  of  mint-condition! 
pre-owned  timepieces  and  estate  jewelry  Our  huge  inventory  fantastic  pricing,  full 
repair/restoration  department  and  industry-best  guarantees  have  solidified  that  repi 
See  why  over  30,000  shoppers  have  bought  their  gifts  from  Gray  &  Sons  over  the  last  2 


•'^  C^  ■=  t^  Since  mo 

GraYv^^Sons 


INSPIRED  JEWELERS 


WATCH  SPECIALISTS 


WNA^w.grayandsons.com 


9595  Harding  Ave.,  Bal  Harbour/Surfside,  FL  33154 

Call  1.888.205.3715  to  order  any  of  these 
select  items  and  receive  Free  Shipping! 
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Ladles  Rolex  Datejust 

18kw/President  bracelet. 
Auto  w/  date  &  sweep  sec- 
onds. Est.  Retail  $13,350 

G&S  $7,650 


RoiBx  President  Oay-Date 
18^  Auto  w/aay,  date  5,  sweep  seconds.  Est.  Retail  $18,500 

Single  Quickset:  $8,250 
Doubi.  Ouickset:  $10,250 


Patek  Philippe  3939  Tourbillon  Minute  Repeater 

18k  yellow  gold.  Manual  wind.  Est.  Retail  $360,000 

Call  for  pricing  &  availability 


Patek  3919  Calatt 

18k  yellow  gold.  Manui  f' 
sub-seconds.  Est.  Reta  j 

Unused  $7,250   G^ 


Entrepreneurs 


he  Man  Behi 
he  Curtain 


'  DMAS  KELLNER 

■  a  »HEi\  FREDERIC 
I^B  VKlinkhammer 
|VM  V  took  a  job  with 
n  ■■  Ronald  S.  Lauder 
If  W  in  1998,  he  land- 
a  hot  seat.  Cosmetics  heir, 

1  candidate  for  New  York 

mayor  and  disappointed 

ire  capitahst,  Lauder  pre- 

over  the  200 1  demise  of  his 

•soaring  long-distance  tele- 
business,  RSL  Communica- 
His  Central  European 

a  Enterprises,  a  former  East- 

loc  TV  venture,  was  headed 

vay,  too. 

Fntil  he  hired  Klinkhammer. 

58,  Klinkhammer  had  been 

dent  of  Imax  Corp.,  Media- 

( Canada's  largest  Internet 

ce  provider)  and  Cablenet, 

onto-based  cable  operator, 

e  signing  on  with  Lauder. 

was  carrying  $170  million 

!bt,  and  its  only  money- 

rr  at  the  time,  a  Czech  chan- 

alled  Nova  TV,  was  con- 

d  by  a  very  difficult  partner. 

s,"    says    Klinkhammer, 

Id  have  killed  us." 

ME  began  as  an  auspicious 

ia  play  after  the  fall  of  the 

Curtain.  After  investing  $40  million  Lauder  clicked  on  Nova  in 
1994.  Serving  up  a  catchy  mix  ofBaywatch,  local  sitcoms  like 

'Novaks  and  titillating  late-night  fare,  die  channel  swept  up  70% 

jech  viewers  and  was  delivering  $50  million  a  year  in  operat- 
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Ron  Lauder's  eastern  European  TV  venture  was  going 
completely  to  hell-until  FRED  KLINKHAMMER  showed  up. 

ing  income  (earnings  before  depreciation,  interest  and  taxes).  In 
October,  Lauder,  who  owns  28%  of  CME  but  controls  78%  of  its  vot- 
ing stock,  took  the  company  public  on  Nasdaq.  He  raised  $66  mil- 
lion and  started  building  similar  stations  in  Poland,  Hungary, 
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Direct  Reimbursement  (DR®)  is  the 
dental  plan  that  lets  you  design 
the  kind  of  coverage  you  want  for 
your  employees.  Call  or  visit  us  online 
today  for  a  DR  cost  estimate.  See 
w/hat  thousands  of  other  smart 
companies  have  niready  discovered: 
that  there  really  is  a  way  to  provide 
comprehensive  denta;  benefits  and 
control  your  costs  at  the  same  time. 


Entrepreneurs 

Ukraine  and  elsewhere  in  eastern  Europe. 

By  1996  the  easy  pickings  were  over: 
Bertelsmann  and  SBS  Broadcasting,  the  Lux- 
embourg-based operator,  caught  on  to  his 
act  and  bid  up  prices.  In  1998  Lauder  lost 
$125  million  in  Poland  (central  Europe's 
largest  market)  and  another  $31  million  in 
Hungary.  He  agreed  to  sell  CME  to  SBS  for 
$615  million  in  stock,  a  handsome  250%  re- 
turn for  the  company's  original's  investors. 

The  merger  didn't  go  through.  In  Au- 
gust 1999  Lauder's  Czech  partner,  Vladimir 
Zelezny,  who  cofounded  and  ran  Nova  and 
owned  12%  of  CME's  Czech  unit,  refiised  to 
let  go.  SBS  offered  him  $100  million,  cash 
and  stock,  for  his  cooperation.  No  dice. 
Claiming  title  to  Nova,  Zelezny  turned  off 
the  channel's  signal,  walked  away  with  the 
staff  and  started  broadcasting  from  his  new 
headquarters.  Lauder  was  left  with  a  couple 

In  an  unexpected  twist, 
RONALD  LAUDER  may  just 

haveJheJastlaugiL 


over,  managers  were  buying  all  availa 
programming  just  to  keep  it  put  of 
hands  of  the  competition.  Klinkhamr 
,  insisted  that  they  plan  in  accordance  \^ 
what  viewers  Uked  and  that  they  spend  1 
They  also  discovered  the  beauty  of  runn 
a  show  more  than  once.  In  the  Ukra 
capital,  Kiev,  for  example,  Russian  mo\ 
were  wildly  popular  and  scored  high  i 
ings  on  second  and  third  showings.  Si 
savings  cut  CME's  operating  costs  by  6( 
from  1999  to  2002. 

Last  year  proved  a  turning  point.  C 

channels  captured  the  top  spots  in  Slova 

Slovenia  and  Romania,  and  ranked  secc 

in  Ukraine.  The  company  got  a  $29  n 

lion  shot  in  the  arm  from  Zelezny,  after 

International  Court  of  Arbitration  in  Pi 

found  him  in  breach  of  contract.  ' 

Czech  government  also  lost  its  case, 

kept  appealing  in  St^ 

holm,  Amsterdam ; 

naUy  London.  MeanI 

Klinkhammer    po| 

each  ruling  on  the  > 

pany  Web  site,  some  ] 


of  TV  trucks  and  some  office  furniture. 

He  called  on  Klinkhammer,  who 
launched  a  $500  million  lawsuit  against  the 
Czech  Republic,  charging  failure  to  protect 
foreign  investment,  and  another  $29  mil- 
lion claim  against  Zelezny.  With  CME's  share 
price  in  a  swoon,  Klinkhammer  ordered  an 
eight-to-one  reverse  spHt  to  prevent  delist- 
ing. He  failed,  and  the  company  was  shut 
out  of  the  public  equity  markets. 

Klinkhammer  spent  the  better  part  of 
the  next  two  years  zigzagging  eastern  Eu- 
rope. The  TV  stations,  he  discovered, 
seemed  to  take  their  organizational  models 
from  a  state-owned  enterprise  circa  1950: 
CME's  London  office  delivered  marching 
orders  and  bought  content  for  the  stations, 
even  drafted  their  broadcasting  schedules. 
There  was  no  incentive  to  succeed.  "When 
earnings  fell  short  of  target,  the  local  man- 
agement refused  to  take  responsibility  for 
poor  performance,"  says  Klinkhammer.  So 
he  mstituted  targets;  if  employees  and 
management  beat  operating  income  goals, 
tlie\'  could  earn  bonuses  as  big  as  their  an- 
nual salaries. 

He  also  introduced  another  Western 
innovation:  the  TV  rerun.  When  he  took 
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ning    150   pages  L 
hoping  that  transparency  would  boos' 
case  with  investors.  It  did.  The  Zele 
award  brought  $30  million  in  fresh 
from  the  Bermuda-based  Golden 
Asset  Management. 

Business  is  starting  to  take  off. 
the  company  lost  $32.6  million  on  coi 
uing  operations  on  revenue  of  $77 
for  the  nine  months  ended  Sept.  30,  its 
vision  stations  are  all  cash-positive, 
Klinkhammer.  The  financial  situatio: 
bound  to  improve  further  after  Slovei 
and  Slovakia  join  the  European  Union  m 
spring,  toppling  trade  barriers  and  e 
couraging  more  advertising.  After  a  2-fi' 
1  stock  split,  shares  trade  at  $16.50. 

This  siunmer  CME  won  a  $358  milli 
judgment  against  the  Czech  Republic  ( 
amount  equal  to  the  government's  anni 
health  care  budget).  A  Czech  court  order 
Zelezny  to  divest  his  Nova  shares.  He  sen 
as  a  senator  in  Prague,  but  faces  charges 
tax  evasion.  In  September  CME  sold  its  l 
maining  Nova  assets  for  $54  million. 
Slovenian  Hallo  TV  station  now  runs  a  s 
com  based  on  the  debacle.  The  show  i 
huge  hit.  In  an  unexpected  twist,  R 
Lauder  just  may  have  the  last  laugh. 
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•    It's  no  fairy  tale. 

I  You  really  can 

help  your  company  save 

'  on  dental  benefits. 
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be  Tooth  Fairy 
ADAlhember  since  1859    . 


Believe  it.  With  Direct  Reimbursement  (OR'),  you  really  can  design  a  dental  plan  to  fit  your 

company's  specific  needs.  That's  because  you  decide  what  your  company  contributes  and  what 

your  employees  contribute.  You'll  also  love  how  magically  simple  OR  is  to  administer,  whether 

on  your  own  or  through  a  third-party  administrator.  Even  better,  your  employees  will  appreciate 

the  fact  that  they  can  visit  any  dentist.  Now  that's  a  happy  ending. 
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Entrepreneurs 


Play? 


ROB  LAWES'  Hjt  Entertainment  owns  some  of  the 
best-known  brands  in  kiddie  TV.  Not  quite  enough 
to  keep  going  in  this  tough  business. 


BY  MICHAEL  FREEDMAN 

AT  THE  THANKSGIVING  DAY  PARADE 
in  New  York  City,  Hit  Entertainment 
invited  big  sharehoKlers  and  their 
children  to  see  some  of  the  company's 
most  lucrative  brands  floaling  down  Cen- 
tral Park  West.  There  was  Barnc; ,  the  giant 
purple  dinosaur;  Bob  the  BuilHei,  a  hard- 
hatted  construction  worker  will'  :  can-do 
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attitude;  and  Angelina  Ballerina,  a  dancing 
mouse  in  a  pink  tutu.  Facing  a  tough 
Christmas  season,  London-based  Hit  had 
to  do  something  to  maintain  investor  en- 
thusiasm. Hit  gets  7.2%  of  revenues  selling 
its  programs,  mostly  to  public  broadcasting 
outfits;  the  rest  comes  from  videos,  DVDs 
and  royalties  on  toys,  lunchboxes  and  such. 


Two-thirds  of  Hit's  $275  million  in  r 
enue  for  the  year  ended  July  31  came  fr( 
,the  U.S.  market,  where  it  has  been  hurt 
a  weak  dollar  and  a  lackluster  year  for 
biggest  brands.  Barney,  a  fourth  of  t 
company,  increased  its  sales  a  mere  2.5 
Bob  the  Builder  represents  30%  of  sa 
and  witnessed  a  12.6%  decline. 

There  won't  be  any  salvation  t 
Christmas.  In  November  toy  retailer  T( 
"R"  Us,  pounded  by  further  discounti 
by  Wal-Mart,  announced  that  its  losses  n 
widened  from  the  same  period  last  y( 
and  lowered  its  earnings  outlook  for  t 
year,  giving  little  hope  that  this  season  v 
be  much  better  than  Christmas  2002— 
worst  in  30  years.  "You  don't  bounce  ba 
straight  from  that,"  acknowledges  Rol 
Lawes,  Hit's  36-year-old  chief  executiv< 

Lawes  is  forging  ahead,  though, 
tempting  to  complete  Hit's  transforma 
from  a  small  show  distributor  into  a  co| 
sumer  products  and  TV  powerhouse  for 
6-and-under  crowd.  The  comp, 
emerged  in  1989  when  Muppet-mei 
Jim  Henson  decided  to  sell  his  business 
Disney.  Peter  Orton,  who  ran  Henson  I 
ternational  Television,  invested  $500,0 
and  started  his  own  distribution  compa 
with  40  episodes  of  the  Alvin  and  the  On 
munks  cartoon  and  a  British  show  call 
Postman  Pat.  His  eight  employees  spent  t 
next  several  years  persuading  animatic 
studios,  production  companies  and  rigl: 
ovmers  to  allow  Hit  to  distribute  their  pn 
gramming  in  exchange  for  35%  of  the  pit 
ceeds.  Slowly,  Hit  built  a  catalog  of  nwi 
than  1 ,000  hours  of  animation  and  naj 
ural-history  programming. 

Lawes,  who  was  among  the  compai 
founders,  left  school  at  age  16  and  took 
job  as  a  runner  for  an  entertainment  con 
pany  part-owned  by  John  Cleese.  Then  fi 
something  completely  different:  Armi 
with  night-school  accounting  classes,  li 
snagged  a  job  as  Hit's  controller  and  secrl 
tary.  By  1996,  Lawes  says,  programme) 
began  to  buy  shows  directly  from  studio 
cutting  out  distributors  like  Hit.  The  corr 
pany  faced  a  crucial  decision:  Shrink  its6 
and  sell  off  its  catalog — or,  as  it  elected 
do,  become  a  production  company  itse 
It  raised  $3  million  on  the  U.K.'s  small-d 
market  and  used  the  proceeds  to  produ( 
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now  available  in 
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Entreprfinfiurs 


To  Someone  Who  Stutters, 
It^s  Easier  Done  Than  Said* 


The  fear  of  speaking  keeps  many 
people  from  being  !;eard.  if  you 
stutter  or  know  someone  who  does, 
write  or  call  for  ou:  iTee  aironn.uive 
brochures  on  prevention  ;:  j 
treatment  of  stuttering. 

3100  Walnut  Grove  Road,  Suite  605  •  RO.  Box 


I 


THE 

Stuttering 
Foundation™ 

L  Since  (^M/— Hi-(/)int;T/i(W  W'/io  Srutrer 


1-800-992-9392 

www.stutteringhelp.org 
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animated  series  from  British  books  wh( 
rights  it  had  acquired:  Brambly  Hedge,  Pe, 
Jhe  Park  Keeper  and  Kipper. 

In  1997  Hit  moved  to  a  listing  on  t 
London  Stock  Exchange  and  tapped  the  ( 
uity  market  twice  more  in  the  years  to  coi 
using  the  proceeds  to  buy  a  small  publish] 
company,  set  up  an  animation  studio  M 
create  a  licensing  and  merchandising  di 
sion  and  a  DVD/video  unit  in  the  U.K. 
first  big  success  was  Bob  the  Builder,  a  sto 
frame  animation  series  produced  by  Hit 
a  cost  of  $850,000  for  13  episodes.  The  b: 
began  airing  the  series  in  April  1998 
can  now  be  seen  in  190  countries  and  ten 
tories,  making  it  one  of  the  most  success! 
children's  programs  ever. 

Next  stop:  the  former  colonies.  In 
cember  2000  Hit  entered  an  agree 
with  Dallas-based  Lyrick  Group,  owm 
the  enormously  popular,  if  revolting, 
ney  series,  to  distribute  Hit  products  ini 
U.S.  A  few  months  later  Hit  bought  L; 
paying  $275  million  for  a  character  tl 
had  sold  55  million  videos  and  68  millii 
books  since  its  lavinch  on  PBS  in  1992. 
purchase  allowed  the  company  to  satural 
the  U.S.  with  Boh,  Kipper  and  Angelina  Bi 
lerina,  a  cartoon  with  voiceovers  by  Dam 
Judi  Dench.  Lawes  himself  moved  to  Da 
las  to  oversee  the  integration  and  cut  2(  | 
employees  by  outsourcing  operations : 
distribution  and  publishing. 

In  2001  Lawes  was  appointed  chief  e: 
ecutive  (Orton  is  nonexecutive  chairman 
and  by  the  end  of  2002  Hit  had  another  b 
deal,  paying  $210  million  for  Gullane  Ei 
tertainment  Pic,  owner  of  Thomas  fl 
Tank  Engine  and  Guinness  World  Record! 

Barney,  Lawes  says,  has  room  f(j 
growth  outside  of  the  U.S.  and  the  U.K., 
revamped  Bob  could  haul  in  a  bit  mo 
from  toy  royalties,  and  Rubbadubbers, 
new  animated  program  that  features  ba 
toys  that  come  alive,  has  obvious  mer 
chandising  appeal.  Long-term  ambitioni  t; 
Triple  Hit's  market  cap;  create  a  kiddi  ■ 
cable  network  to  compete  with  those  l 
Time  Warner,  Disney  and  Viacom.         j 

Isn't  this  market  a  bit  crowded?  Ni 
says  Lawes,  noting  that  450  children  aj 
born  every  hour  m  the  U.S.  He  neglects  J 
mention  that  virtually  all  those  kids  wi  . 
graduate  to  age  7.  j 
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1  Forbes  Collection™ 
er  his  lifetime,  Malcolm  Forbes  built  a  stellar  collection  of  objets  d'art — from  signature  art  to 
i  to  presidential  papers  to  the  fabulous  Imperial  Eggs  of  Peter  Carl  Faberge. 
iw  Couristan  brilliantly  captures  Malcolm's  sense  of  consummate  style  with  this  series  of  area 
influenced  by  the  luxurious  Forbes  estate,  Chateau  de  Balleroy  By  combining  the  finest  100% 
Zealand  Wool  and  Couristan's  75  years  of  commitment  to  strong  design  and  qualify,  the 
:au  de  Balleroy  Series  captures  the  beautiful,  elegant  and  sophisticated  lifestyle  of  the 
rned  Forbes  estates  and  signature  art  collections. 


</  the  full  line  of  exquisite  items  from  The  Forbes  Collection,  please  visit  www.forbes.com/forbescollection. 
immediately  start  your  own  discrimlnatmg  collection  and  become  part  of  a  legendary  tradition. 
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The  Futurist 

Mark  Stahlman,  once  a  skeptic  on  the  overblown  technology  sector,  is  a  big 
fan  of  certain  tech  stocks  now— the  ones  that  will  lead  us  to  the  age  of  virtu 
computing.  He  likes  IBM  and  Sun  |  by  michael  maiello 

MARK  STAHLMAN  HAS  ZEAL  FOR  TECHNOLOCr  S  FUTURE  THAT  REMINDS  YOU  OF 
favorite  professor  in  college.  Attending  a  tech  conference  recently,  he  e-mailed: 
here  in  Las  Vegas,  and  HP  is  about  to  report!"  This  with  the  enthusiasm  of  somi 
headed  for  high-stakes-table  action  at  the  Bellagio.  At  55,  former  Alex.  Brov 
Sons  analyst  Stahlman  has  carved  out  a  rep  as  a  tech-trend  prophet  who  had  c 
the  sector's  bust  and  now  sees  a  muted  boom. 
Today  this  futurist  thinks  that  the  next  big  thing  is  something  called  "virtual  computing."  Tl 
a  system  that  promises  to  eHminate  hard  drives  and  programs  on  desktop  computers.  Everything 
be  handled  out  of  a  central  database,  meaning  good  times  ahead  for  servermakers  like  Sun  Mien 
tems  and  diversified  equipment  manufacturers  and  service  providers  like  IBM. 

His  bona  fides?  He  left  investment  banking  in  1993,  convinced  that  the  tech  market  was  gettinjl 
little  too  frothy.  Okay,  he  was  seven  years  too  early  and  missed  much  of  the  bull  market,  but  he  J 
spend  the  rest  of  the  decade  penning  prescient  (and  attention-getting)  articles  about  how  tech  wdul 
change  the  world — incrementally,  not  all  at  once,  as  some  preached  then.  In  a  1994  essay  for  Win 
magazine  called  "The  Infobahn  is  a  Big,  Fat  Joke,"  he  argued  that  the  cable  operators  and  Baby  b4 
would  not  annihilate  one  another;  instead,  each  would  move  to  protect  its  traditional  monop^lif 
That's  pretty  much  what  happened.  The  blunt-spoken  Stahlman  once  slammed  investors  in  the  tl\q 
high-flying  multimedia  outfit  3D0,  saying  they  were  "drinking  Kool-Aid." 

After  quitting  the  investment  world,  he  headed  a  New  York  advisory  group  called  New  M 
Associates,  where  he  gets  credit  (in  some  circles,  anyway)  for  coining  the  term  "Silicon  Alley,"  the 
of  Manhattan  where  dot-com  startups  thrived. 

Now  he's  back  in  the  investing  game,  joining  a  year-old  boutique  research  shop  in  Green 
Conn,  called  American  Technology  Research,  or  Amtech,  a  place  of  kindred  spirits  intent  on  divi 
the  road  ahead.  Both  Stahhnan  and  his  firm  are  bullish  on  tech  these  days.  Fellow  analyst  Ric^ 
Whittington  bucked  Wall  Street  in  October  2002  by  issuing  buy  ratings  on  1 1  of  the  16  semicon( 
tor  stocks  he  covered.  Whittington  told  investors  to  buy  some  chip  stocks  immediately,  some  n 
around  Thanksgiving  and  the  rest  in  January  Whittington's  October  picks,  which  included  An 
Devices  and  International  Rectifier,  are  up  94%  since  then. 

The  prospect  of  an  emerging  tech  boom,  albeit  a  slower  boom  than  in  the  late  1990s,  inspi 
Stahlman  to  make  his  bold  prediction  about  how  computers  will  change.  In  an  August  note  fr 
Amlcch,  Stahlman  introduced  die  concept  of  the  "Virtual  Computing  Cloud"  as  heir  to  die  World  \Vii 
Web.  Google,  says  Stahlman,  is  an  example  of  a  program  that  just  about  everyone  uses  but  diat  nobo( 
has  to  own  or  download. 

Eventually,  Stahlman  believes,  computer  power  will  be  sold  like  electricity,  widi  users  pulling  dm* 
tlie  services  and  processing  power  diey  need  from  a  network  of  servers.  It  is  "virtual"  because  the  m 
syjtem  will  hide  from  the  user  all  the  complexity  of  multiple  databases  and  the  like.  "We  are  current 
in  the  beginning  phase  of  the  next  platform  cycle,"  he  says,  "which  will  last  10  to  15  years." 

One  example  of  Stahlman 's  devotion  to  the  virtual  computing  story  is  in  his  coverage  of  PC-mak 
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Advisory  Panel.  We'll  ask 
for  your  input  on  timely 
business  and  lifestyle 
topics  via  online  surveys 
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The  Road  Ahead 


Stahlman  says  companies  like  Sun  will  benefit  mightily 
in  the  age  of  virtual  computing.  His  firm  also  is  high  on 
AMD  and  Verizon. 

Market 


Company 

Recent 
price 

•    P/E 

value 
($bil) 

Advanced  Micro  Devices 

$17.29 

NM 

$6 

Analog  Devices 

48.18 

5 

17 

IBM 

89.51 

23 

153 

Motorola 

13.55 

52 

30 

Sun  Microsystems 

4.17 

NM 

14 

Verizon 

32.46 

12 

90 

Prices  as  of  Nov.  24.  NM:  Not  meaningful.  Sources:  Forbes.com; 

ir\alysts. 

Dell  Computer.  Stahlman  recently 
upgraded  it  from  hold  to  buy.  Previously 
Stahlman  believed  that  Dell  would  lose 
out  by  continuing  to  build  traditional 
desktops  and  laptops  as  customers  aban- 
doned them.  Then,  in  October  Stahlman 
upgraded  the  stock  after  Michael  Dell 
publicly  embraced  virtual  computing. 
Although  Dell  hasn't  yet  said  how  he  will 
adapt  to  the  new  market,  Stahlman  was 
pleased  to  hear  the  technology  tycoon's 
new  thinking. 

Thus  far,  says  Stahlman,  virtual  com- 
puting is  not  on  Wall  Street's  scope. 
"Research  is  so  atrophied,"  he  says.  In 
September,  he  chortles,  the  information 
technology  department  at  Morgan  Stan- 
ley spent  the  day  explaining  virtual  com- 
puting to  buy-side  analysts,  but  Morgan's 
sales  force  analysts,  like  Mary  Meeker, 
weren't  there. 

Still,  Stahlman,  who  has  a  bachelor's 
degree  in  philosophy  and  studied  for  doc- 
torates in  both  theology  and  molecular 
genetics,  is  no  blind  believer  in  anything. 
In  the  1990s  he  recognized  that  the  Inter- 
net would  be  a  powerful  tool,  yet  he  loved 
to  tweak  its  more  ardent  devotees.  He 
spent  a  lot  of  time  in  public  discussion 
v/ith  other  futurists  who  speculated  about 
a  new  era  of  humanity  ("posthuman") 
and  predicted  that  a  blending  of  biotech- 
nology and  access  to  free  and  wide-rang- 
ing data  networks  would  liberate  us  all 
fi-om  the  constraints  of  materialism,  the 
market  and  even  mortality. 

Big  investors  were  clearly  more  inter- 
ested in  providing  business-to-business 
networks  and  searchable  databases,  he 


argued.  The  Internet, 
Stahlman,  would  aid  tl 
society  that  already  exisi 
rather  than  alter  it  b 
yond  recognition. 

Three  years  after 
crash,  Stahlman  says 
the  era  of  tactical  cost- 
ting  to  purge  1990s 
cesses  is  over,  and  he 
expects  "a  major  oul 
of  capital  to  the  ted 
ogy  sector"  that  will 
supported  by  low  int( 
rates  and  low  inflatioi 
Stahlman  covers  established  techni 
ogy  players  who  are  sure  to  benefit 
virtual    computing    without    aslcii 
investors  to  endure  the  risks  of  yestej; 
year's  startups.  That's  why  he  has  gn 
faith  in  established  hardware  playi 
(such  as  IBM)  that  will  make  virtual  coi  i 
puting  happen.  He  is  less  enamored  I 
software  makers  or  Web  enterprises  lijl 
Amazon — stocks  that  have  received  ti 
biggest  boosts  in  the  current  rally. 

Nevertheless,  to  Stahlman  tl^ 
Nasdaq's  stunning  run-up  this  yci' 
(45%  versus  a  tamer  20%  for  the  S8- 
500)  is  entirely  justified.  "The  stock  ma 
ket  discounts  future  growth,"  he  say 
"We  are  currently  in  the  equivalent 
1988,  before  the  network-driven  growl 
and  the  1990s." 

Stahlman's  colleagues,  who  cover  di 
ferent  areas,  also  are  ardent  about  the 
winners  for  the  new  age.  Whittingtc 
thinks  Advanced  Micro  Devices'  new  6 
bit  chip  is  well  positioned;  significant! 
AMD  is  teaming  up  with  Sun  to  count 
the  threat  from  Intel-based  servei 
Amtech's  telecom  analyst,  Albert  Li 
believes  that  cell  phones'  growth  is  ju, 
beginning.  In  this  sector  his  favorite| 
Verizon,  whose  mastery  of  wireless  | 
daunting.  i 

What's  vexing  about  making  calls  ( j" 
future  technology  is  that  you  can  I^ 
right  about  the  science  and  wrong  abo 
the  players.  You  might  be  backu 
today's  Studebaker  when  your  mom 
should  be  on  General  Motors.  Stahlm. 
and  his  pals  are  convinced  they  can  idei 
tify  the  GMs.  . 


t 
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Emissions-Free  Investing 

Companies  large  and  small  are  putting  money  into  fuel  cells,  Should  you  invest,  too? 


BY  KERRY  A.  DOLAN 

CHEVRONTEXACO,  GENERAL 
Motors,  Intel,  United  Tech- 
nologies, Honda.  What  links 
these  disparate  companies?  All 
have  put  research  or  invest- 
ment dollars  into  the  nascent  technology 
of  fuel  cells,  which  turn  hydrogen  (or 
sometimes  natural  gas)  into  electricity. 
Besides  big  auto  and  oil  companies,  a  few 
dozen  smaller  outfits  and  one  fuel-cell- 
focused  venture  capital  firm  are  trying  to 
make  their  mark  in  this  speculative  field. 
Which  raises  the  question:  Should 
you  be  investing,  too?  The  attractions  are 
clear.  Someday  the  world  will  run  out  of 
oil,  and  hydrogen  cells  are  a  likely  replace- 
ment. For  cars,  fuel-cell  engines  are  up  to 
55%  efficient,  versus  30%  for  internal 
combustion  engines.  Fuel  cells  don't  pol- 
lute; their  exhaust  is  water.  Daimler- 
Chrysler  has  run  newspaper  ads  of  a 
hummingbird  drinking  water  out  the 
back  of  a  car,  because  that's  what  hydro- 
gen fuel  produces. 

Now  for  a  few  pieces  of  the  downside. 
Fuel  cells  are  hugely  more  expensive  than 
gasoline  engines.  The  hydrogen  doesn't 
pollute,  but  the  power  plant  for  the  elec- 
tricity to  make  the  hydrogen  probably 
does;  if  it's  a  coal  plant,  it  puts  more  car- 
bon into  the  atmosphere  than  gasoline 
would  have.  Finally,  shipping  hydrogen  is 
a  monumental  challenge.  It  has  to  be 
either  superchilled  or  snpercompressed. 

So,  the  small,  unproli  table  companies 
pioneering  this  technology  are  risky  bets. 
They  will  get  some  benefit  ft-om  the  $1.7 
billion  in  federal  research  money  that 
President  Bush  has  promised  for  hyciro- 
gen  development.  The  cities  of  Los  Ange- 
les and  San  Francisco  an  leasing  fuel-cell 


cars  from  Honda,  but  it  will 
be  at  least  a  decade  before 
such  autos  are  available  to  the 
general  public. 

If  you  want  to  take  a  flier,  there  are 
several  investment  options.  The  father 
and  son  team  of  Maurice,  83,  and  David, 
54,  Schoenwald  launched  the  New  Alter- 
natives Fund  near  their  home  in  Melville, 
N.Y.  in  1982.  It's  small,  with  just  $44  mil- 
lion in  assets,  and  expensive,  with  a  max- 
imum fi-ont-end  load  of  4.75%  and  1.3% 
in  yearly  fees.  Over  the  past  decade  the 
fimd  has  averaged  a  4.9%  annual  return, 
to  the  S&P  500's  10.4%.  A  tenth  of  the 
fund  is  invested  in  fuel-cell  companies; 
solar  and  wind  power  account  for  much 
of  the  rest. 

In  London,  Robin  Batchelor,  33,  man- 
ages Merrill  Lynch's  New  Energy  Tech- 


Internal  combustion's 

heir?  The  Honda 

2004  FCX  hydrogen 

vehicle. 


These  are  very  risky  bets,  but  they 


nology  Fund,  which  has  $ 
million  in  assets.  A  closed-ei 
fund  that  trades  on  the  Lo 
don  Stock  Exchange,  New  E 
ergy  trades  at  a  13%  discoimt  to  net  as; 
value  and  has  a  1.4%  expense  ratio.  Bate 
elor  has  35%  of  the  fimd  in  fuel  cells, 
you're  going  to  buy  fuel  cells,  it's  abo 
growth.  This  isn't  a  value  play,"  he  says. 
You  can  dodge  the  fund  overhead 
buying  some  of  these  managers'  favor 
companies.  You  can't  comparison  sh 
on  price/earnings  ratios,  since  earnir 
are  just  a  dream  at  this  point,  but 
price/book  ratio  tells  you  something  (: 
table,  p.  219).  Their  ratios  are  comparal 
to  those  of  the  big  oil  companies,  whc 
stocks  are  on  the  cheap  side  these  days! 
The  top  pick  for  both  funds  is  Fu 
Cell  Energy  of  Danbury,  Conn.  Its  c< 
bonate  fuel  cells  are  used  at  stations 
power  plants,  and  its  customers  inclu 
universities,  hospitals  and  hotels.  Reven 
is  growing  at  a  50%  clip,  though  Fu- 
Cell's  expertise  currently  draws  more  di 
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Jian  its  products:  81%  of  its  $41  mil- 
in  sales  last  year  came  from  research 
development  contracts.  In  2002  it 
;d  a  deal  with  Caterpillar  to  produce 
i-low-emission  power  plants.  In 
ist  FuelCell  announced  it  would  buy 
)al  Thermoelectric,  the  Schoenwalds' 
iber  two  fuel-cell  holding,  for  $80 
on  in  stock. 
Jatchelor  also  likes  Ballard  Power  Sys- 
i,  a  Canadian  company  36%-owned 
ord  and  DaimlerChrysIer.  It  special- 
in  proton-exchange-membrane  (or 
)  fuel  cells  for  use  in  transportation 
more  recently,  stationary  power  gen- 
on.  DaimlerChrysIer  has  a  small  fleet 
uses  powered  by  Ballard's  fuel  cells, 
ensive  these  buses  may  be,  but  they 
are  quiet.  Ballard  pulled  in  $91  mil- 
in  revenue  last  year, 
iatchelor  is  bullish  because  Ballard 
I  large  potential  market  of  auto  buy- 
and  Ford  and  DaimlerChrysIer  are 
i  partners  that  can  help  distribute  its 
nology.  Schoenwald  doesn't  own  Bal- 


Hydrogen  Rombs? 


i            ■■%^— -^- "~ 

These  leading  fuel-cell  firms  lack  profits,  but  have  price/book  ratios  similar  to 
Big  Oil's.  So  you  can  argue  they're  cheap.  They  are  also  very  risky. 

PRICE                                                             Enternrke 

52-weel( 
recent               high 

Price/ 
book 

value/ 
sales' 

Ballard  Power  Systems 

$12.32            $16.69 

1.8 

9 

^  FuelCeil  Energy 

13.21              17.79 

2.4 

9         ^ 

Hydrogenics 

5.46                 727 

3.1 

8 

Plug  Power 

5.02                750 

3.0 

20 

Prices  as  of  Nov.  19.  'Market  value  plus  net  debt,  divided  by  latest-12-month  sales. 
Soorce;  Reuters  Fundamentals  via  FactSet  Research  Systems. 

lard  because  he  thinks  it's  expensive  and 
doesn't  see  fuel-cell  cars  becoming  a  real- 
ity any  time  soon. 

Another  favorite  of  both  managers  is 
Hydrogenics,  a  Canadian  company  that 
makes  both  fuel  cells  and  test  stands  for 
fuel  cells,  and  counts  General  Motors  as  a 
partner.  The  company  has  had  a  good 
run  selling  test  stands,  which  cost  in  the 
hundreds  of  thousands  of  dollars,  to 
other  fuel-ceO  developers. 

Plug  Power,  located  north  of  Albany, 


in  Latham,  N.Y.,  is  also  going  after  the  sta- 
tionary power  market.  It  strings  together 
2-  to  25-kilowatt  fuel  cells  for  use  as 
backup  power  for  telecoms  and  data  cen- 
ters. (Typically,  a  home  uses  2  to  5  kilo- 
watts at  any  given  time.) 

Batchelor  likes  the  potential  of  the 
stationary  market  and  the  fact  that  Plug 
Power's  partners  include  Honda  and 
General  Electric. 

These  are  long  shots.  They  might  pan 
out  in  2015.  F 
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Money  &  Investing. 


STOCK  FOCUS 


Large  Potential  in 
Small  Companies 

Fund  manager  Frank  Sustersic  has  a  knack  for  plucking  out 
small,  unknown  growth  companies  on  the  cheap. 

BY  FEI  MEI  CHAN 


SMALL-COMPANY  GROWTH  FUNDS 
have  given  investors  quite  a  ride. 
They  delivered  a  61%  average 
return  in  1999,  then  handed  in 
three  stinker  years  encompassing  a 
cumulative  39%  loss.  This  year  the  roller 
coaster  is  headed  up,  with  a  38%  gain  so 
far,  as  calculated  by  Lipper. 

The  customers  of  the  $285  million 
Turner  Micro  Cap  Growth  Fund  have  to 
consider  themselves  lucky.  Since  its  launch 
in  1998  this  no-load  fund  has  had  only  one 
negative  year  (2002),  and  a  34%  annual- 
ized return,  30  points  better  than  the  sector 
average.  We  can't  recommend  the  fund, 
since  it's  closed  to  new  investors,  but  we 
talked  with  lead  manager  Frank  Sustersic 
to  see  what  kinds  of  stocks  he  likes. 

In  1999,  at  the  height  of  technology 
mania,  Sustersic  was  not  buying  a  lot  of 
tech  stocks.  He  owned  Itron  and  CACI, 
but  he  was  putting  new  money  into  sec- 
tors that  were  a  bit  more  mundane.  He 
bought,  for  example,  Christopher  & 
Banks,  which  sells  women's  casual  cloth- 
ing and  sportswear  targeting  the  35-to- 
55  age  range.  The  chain  operates  347 
retail  stores  in  35  states.  Sustersic  also 
bought  Advanced  PCS,  which  provides 
pharmacy  benefit  management  and 
other  health-related  services.  Sustersic 
has  since  sold  both  stocks. 

Sustersic's  philosophy  is  summed  up 
in  the  catchphrase  "growth  at  a  reasonable 
price."  He's  neither  a  value  player  insistent 
on  getting  the  lowest  possible  price/earn- 
ings ratios  nor  a  pure  growth  fan  for 
whom  price  is  no  object.  One  of  his  hold- 
ings is  Patina  Oil  &  Gas,  an  ci'  and  gas 
explorer  in  Denver  with  i  lot  ol  /ells  in 
southern  Oklahoma  and  Uic  Texa  nan- 
handle.  He  first  bought  at  $!.'•  'hree     ars 
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ago.  The  shares  now  trade  at  $44,  and  for 
13  times  estimated  2004  profits. 

Handy  rule  of  thumb,  popular 
among  growth-at-a-price  fans:  Look  for 
companies  whose  multiple  of  earnings  is 
below  next  year's  expected  growth  rate 
in  percentage  points.  Oxford  Industries, 
which  makes  branded  and  private-label 
apparel  that  includes  licensed  brands 
such  as  Tommy  Hilfiger  and  Oscar  de  la 
Renta,  is  supposed  to  see  earnings  climb 
17%  next  year  to  $5.07  per  share.  It 
trades  at  only  13  times  those  earnings. 
Oxford's  PEG  multiple  is  0.8. 

A  key  marker  of  value  for  Sustersic  is 
net  cash  flow  from  operations,  or  net 
income  from  continuing  operations  plus 
depreciation  and  other  noncash  adjust- 
ments. "I  don't  want  to  buy  companies 
whose  earnings  aren't  coming  from 
operations,"  says  Sustersic. 

Not  aU  stocks  with  good  earnings  are 
strong  in  net  cash  flow.  As  an  example. 


Champps  Entertainment  looks  chea] 
times  its  $1.19  in  trailing  earnings,  b 
,  net  operating  cash  flow  isn't  nearl 
robust  as  its  profits.  The  compan' 
spending  lavishly  on  new  restaurants 
upgrading  existing  ones.  Sustersic  doesi 
own  this  stock. 

Contrast  Champps  with  Navigajj 
Consulting,  which  looks  expensive  at  : 
times  earnings  but  sells  for  19  times  i 
operating  cash  flow  and  has  a  PEG  of  0 1 
Turner  Micro  Cap  put  this  stock  in  j 
portfolio  early  in  2003.  ' 

Another  holding  is  Hong  Kong-ba»' 
Nam  Tai  Electronics,  which  manufactur 
components  for  electronic  products  sui 
as  LCD  panels,  digital  cameras  ar 
videogame  devices,  including  accessor!  * 
for  the  Sony  PlayStation  2.  Nam  Tai  trad 
at  27  times  2004  estimated  earnings. 

The  fund  generally  is  willing  to  g 
into  a  stock  only  if  its  market  valuationji' 
below  $500  million,  and  it  starts  lookii 
for  an  exit  door  when  that  number  tops  I< 
billion.  Patina  Oil  &  Gas  is  at  risk  becau 
it  has  climbed  in  value  to  $1.5  billion.  Lji 
summer  Sustersic  dumped  Avid  Techn(:i 
ogy,  which  makes  video-editing  kits,  afi' 
its  market  cap  hit  $1.1  billion. 

Apart  from  keeping  this  small-ci' 
fund  small  cap,  Sustersic  does  not  do' 
lot  of  selling.  "I  believe  in  letting  yo: 
winners  run,"  he  says.  His  80%  turnov 
in  2002  compares  with  the  153%  avera 
fund  for  smaU-company  funds. 


If  You  Love  Growth  But  Hate  to  Overpay 


These  small-cap  growth  stocks  are  held  by  Turner  Micro  Cap  Growth.  The  most 
expensive  in  the  group  sells  for  28  times  estimated  2004  profits. 


Company/industry 


Recent 
price 


2004 
estimated 

P/E 


PEG' 


EPS 

growtti' 


Marltet 

value 

(Smil) 


ICON/health  care 

$41.47 

19 

0.9 

22%         $474 

Nara  Bancorp/financial  services 

21.58 

15 

0.8 

15              246 

Navigant  Consulting/consulting 

16.68 

28 

0.6 

18              746 

Warn  Tai  Electronics/technology 

35.30 

27 

0.7 

28          1,418 

Oxford  Industries/consumer 

64.96 

13 

0.8 

15             525 

Patina  Oil  &  Gas/energy 

44.02 

13 

0.6 

12          1,502 

ProAssurance/insurance 

30.64 

14 

0.2 

12             888 

Sola  International/health  care 

18.97 

12 

0.7 

15              587 

Prices  as  ot  Nov.  26.  'Estimated  2004  P/E  divided  by  estimated  2004  earnings  per  share  growth.  ^Annualized,  projecte 
over  the  next  three  to  five  years.  Sources:  FT  Interactive  Data.  Reuters  Fundamentals  and  Thomson  First  Call  via  FactSi 
Research  Systems:  Upper.                                                                                                                                          - 

Amy  Falls,  Global  Fixed  Income  Strategist 


Market?  Shaken. 
Bonds?  Not  stirred. 


he  last  two  decades  have  been  good 

fixed-income  investors.  Cumulative  returns  for 

nds  have  averaged  8.6%  since  1990,  neck  and  neck  with  US 
uities  over  the  same  period — and  with  considerably  less 
atihty.  But  looking  ahead,  bond-market  investors  will  have  to 
rk  harder  to  earn  less.  Overall  bond  market  returns  in  the 
xt  few  years  are  unlikely  to  match  those  of  the  past  two 
ades.  Why?  Because  the  last  two  decades  spanned  the 
nsition  from  the  worst  bear  market  for  bonds  in  US  history 
>65-81)  to  a  period  of  falling  inflation  and  falling  interest 
es  (1985-2003) — the  best  of  all  possible  worlds. 

We  started  this  "golden  age"  for  bonds  with  inflation, 
erest  rates  and  budget  deficits  all  at  historic  highs.  Since 
in.  globalization,  productivity  growth,  and  monetary  discipline 
3ught  steady  disinflation  that  lent  strong  support  to  credit 
irkets.  In  addition,  the  cold  war's  end  and  fiscal  discipline 
ped  shift  government  deficits  to  surpluses,  helping  real  interest 
es  to  fall  from  9.6%,  their  1984  peak,  toward  2.8%,  the  long- 
m  average. 


i 


'1'j:i 


The  current  macroeconomic  environment  poses  risks  to 
md  investors...  Rising  government  borrowing  needs,  a  weaker 
liar,  and  steps  to  fight  deflation  by  global  central  banks  should 
her  in  higher  interest  rates  during  the  next  18  months.  Both 
flation  and  real  interest  rates  are  likely  to  be  under  upward 
:ssure.  And  a  slackening  commitment  to  globalization  due  to 
ing  protectionist  sentiment  could  amplify  these  risks  greatly. 

...however,  product  innovation  and  greater  asset- 
ocation  opportunities  should  mitigate  the  risks.  The  good 
ws  is  that  bond  markets  have  benefited  from  explosive  product 
novation  over  the  past  20  years.  Non-investment-grade  markets 
:e  high  yield,  leveraged  loans  and  emerging  raarkets  have  boomed, 
have  securitization,  basket  trading,  and  derivatives.  These 
velopments  afford  investors  the  opportunity  to  move  down 


the  credit  curve  while  managing  their  risks  more  aggressively. 
Through  liquid  credit  derivatives,  for  example,  investors  can 
manage  credit  risk  independently  from  interest-rate  risk  and 
express  both  long  and  short  views.  Active  sector  rotation  can 
capture  additional  value  as  performance  is  more  dispersed  across 
fixed-income  products  than  in  the  past,  allowing  investors  the 
hope  of  enhanced  returns — even  if  broad  index  returns  stay  in 
the  mid-single-digit  range. 


Bonds  also  offer  equity  investors  better  diversification 
potential  than  they  have  in  the  past.  Compared  with  the 
"golden  years,"  bonds  should  offer  better  diversification  from  stocks, 
as  we  expect  the  correlation  between  the  two  asset  classes  to 
remain  negative.  Against  all  expectations,  stocks  and  bonds  were 
positively  correlated  (returns  rose  and  fell  together)  for  much  of 
the  1980s  and  1990s,  as  productivity  gains  and  declining  inflation 
benefited  both  markets.  Now,  however,  both  assets  should  track 
the  economic  cycle  more  closely — and  stock  and  bond  prices 
should  move  in  opposite  directions. 

Our  advice?  Be  involved,  but  be  nimble.  The  easy  money 
may  be  over,  but  bonds  offer  important  diversification  benefits 
and  a  broader  range  of  investment  opportunities — and  ways  to 
manage  risk. 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 


The  Really  Big  Screen 

Put  a  blockbuster  movie  on  a  big,  big  screen  and  you  have  a  financial 
hit.  That's  the  new  strategy  at  IMAX  (8,  IMAX),  whose  240  systems  are 
mainly  found  in  museums  and  planetariums,  showing  educational 
stuff  like  T-Rex  and  Space  Station. 

Imax  has  gradually  been  striking  deals  with  studios  to  supersize 
Hollywood  titles.  This  fall  the  company  opened  its  version  of  The 
Matrix  Revolutions  on  60  screens.  Even  though  the  Time  Warner  film 
has  not  had  boffo  box  office  results,  the  theaters  using  the  Imax  for- 
mat are  doing  a  pretty  good  job  of  fiUing  their  seats  while  collecting 
$2.50  extra  per  ticket. 

Imax  is  pushing  theater  chains  to  convert  more  of  their  auditoriums  to  big  screens.  Up 
to  30  new  Imax  screens  are  expected  to  open  over  the  next  year.  Such  a  growth  plan  requires 
little  capital  from  Imax,  since  the  company  owns  and  operates  very  few  of  its  theaters. 

Since  the  theater  chains  are  regaining  their  footing  after  a  disastrous  1990s  overexpan- 
sion,  this  strategy  seems  sound.  Leland  Westerfield  of  Jeffries  &  Co.  (which  helped  Imax 
refinance  $160  million  in  debt)  is  looking  for  Imax  to  do  weD  next  year  by  landing  more 
blockbusters,  like  the  sequels  to  Sony's  Spider-Man  and  DreamWorks'  Shrek. 

That's  welcome.  Imax  has  had  erratic  results.  In  the  red  for  2000  and  2001,  it  eked  out  a 
$12  million,  or  36  cents  a  share,  profit  last  year  on  $130  million  in  revenue.  Through  Sept.  30 
this  year  Imax  was  barely  breaking  even.  Until  May,  Wasserstein  &  Co.  owned  a  big  chunk  of 
Imax.  Its  exit  has  increased  liquidity  and  opened  the  doors  to  more  investors.  — Brett  Pulley 


Mail  Call 

Someday  all  mail  may  be  electronic.  For 
now,  though,  the  snail  variety  is  not  going 
away  Nor  is  PITNEY  BOWES  (40,  PBI), 

which  dominates  in  postage  meters  and 
other  mail  equipment. 

SnaU-like,  the  company  is  slowly  com- 
ing back  from  the  recession:  Sales,  nearly 
flat  in  2000,  have  inched  up  since.  Earnings 
are  still  down,  hurt  by  such  items  as 
2002's  $213  million 
(pretax)  charge  for 
aircraft  leases.  For  the 
first  three  quarters  of 
2003,  revenue  rose  4% 
to  $3.4  billion  and 
net  income  drooped 
14%  to  $351  million. 

New  legal  curbs  on  telemarketers 
could  spur  a  shift  to  junk  mail,  says  Smith 
Barney  analyst  Craig  Ellis.  A  rollout  of 
digital  mailing  systems  should  help,  too. 
At  25  times  trailing  earnings  Pitney 
Bowes  is  not  cheap,  but  its  good  prospects 
make  the  stock  a  buy. 

— Aliya  Stcrtj<lein 


Home  and  Hearth       Bank  Job 


The  housing  boom  has  meant  heady 
growth  for  PIER  I  IMPORTS  (26,  PIR),  the 

seller  of  stylish  home  furnishings  like 
wine  glasses  and  bamboo  baskets.  But 
Pier  I's  11%  revenue  growth  has  stum- 
bled in  the  fiscal  year  beginning  in  March. 
Sales  for  the  fiscal  first  half  were  up  just 
4%  to  $831  million;  earnings  slid  15%  to 
$37  million.  The  company  blames  every- 
thing from  the  shaky  economy  and  the 
Iraq  war  to  poor  inventory  management. 

Still,  Laura  Richardson,  analyst  with 
Adams,  Harkness  &  Hill,  sees  a  recovery. 
Pier  1  should  be  able  to  boost  its  1,100 
stores  in  North  America  by  50%  without 
cannibalizing  sales,  hitting  15%  annual 
growth  over  the  coming  years,  she  says.  It 
has  a  large  cash  stash 
and  minimal  debt. 

At  a  trailing  multi- 
ple of  19,  Pier  1  is 
cheaper  than  Cost  Plus 
(31)  and  Bed  Bath  & 
Beyond  (36). 

— Brendan  Coffey 


Community  banks  love  to  boast  abj 
their  friendly,  convenient  service. 
Standard  &  Poor's  SmallCap  Banks  ] 
is  up  32%  over  the  past  12  months,  j 
one  of  the  star  performers  amons 
small  fry  has  been  ASTORIA  FINANCIJ 
(38,  AF),  parent  of  Astoria  Fedel 
Savings,  with  86 
branches  in  the  New 

York  City  area.  Its    

stock  is  up  50%  for    mf^^^^m.i 
the  past  12  months. 
But   Richard  X. 
Bove,  an  analyst  with 
Hoefer  &  Arnett  re- 
search boutique,  thinks  Astoria's  pric. 
gotten  ahead  of  itself  Low  interest  u 
have  reduced  net  income  for  2003's  I 
nine  months  by  20%  to  $149  millii 
When  mergers  and  corporate  activ ' 
resume,  attention  should  shift  to 
banks.  Astoria's  14  multiple,  while  in 
with  those  of  other  banks,  is  still  a  bit  rj 
Bove  says.  Short  it;  cover  at  $26. 

— Daniel  Km 
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Financial  Strategy  By  A.  Gary  ShiHing 

Profits  and  Layoffs 


THE  JOBLESS  RECOVERY,  MUCH  IN  THE  NEWS  LATELY,  IS 
a  scary  notion.  That's  why  optimists  seize  upon  any 
shred  of  evidence  that  employment  is  coming  back, 
such  as  the  small  downtick  in  unemployment  claims 
in  mid-November.  And  we  keep  hearing  that  U.S. 
unemployment  really  isn't  so  bad  after  all — ^just  6.1%,  versus 
three  percentage  points  higher  in  Europe. 

So  there's  nothing  to  worry  about,  right?  Wrong.  Layoffs  are 
a  key  concern.  And  that  will  have  baleful  consequences  for 
investors  who  are  betting  on  better  times. 

First,  a  resurgence  in  hiring  is  problematical.  Companies 
just  don't  need  more  work- 
ers. Consumer  demand  isn't 
very  robust.  Despite  the  ter- 
rific news  for  third-quarter 
profits,  the  top  lines — which 
drive  hiring  decisions — are 
again  subdued  for  most 
U.S.  corporations.  And  with 
global  excess  capacity  and 
robust  deflationary  forces, 
pricing  power  is  nil.  Then 
there's  the  question  of  pro- 
ductivity. Business  is  produc- 
ing more  with  fewer  people. 
In  the  seven  quarters  since 
the  recovery  supposedly 
started,  through  Sept.  30,  real 
gross  domestic  product  was 
up  6.2%  and  payroll  employ- 
ment was  down  0.8%. 

The  nation  saw  a  productivity  boom  in  the  1990s,  chiefly 
powered  by  marvelous  advances  in  information  technology. 
Better  labor  training,  more-efficient  staffmg  structures  (fewer 
managers)  and  smarter  corporate  strategy  were  helpful.  Today's 
better  productivity,  though,  is  catalyzed  by  layoffs. 

Don't  count  on  business  anytime  soon  to  step  up  capital 
spending,  which  could  increase  the  need  for  more  workers. 
Inventories  are  low  in  relation  to  sales,  and  companies  now 
prefer  backlogs  to  more  inventory  on  the  shelves.  Why  hold 
inventory  in  a  world  beset  by  deflationary  pressures?  Also, 
there's  too  much  excess  industrial  capacity  and  vacant  com- 
mercial space  to  spawn  an  economy-loading  capital  spend- 
ing booni, 

Meanwiul.',  a  host  of  other  factors  are  stopping  employers 
from  adding  ;:i  head  count.  Larger  companies  are  facing 
requirements  V  restore  depleted  pension-fund  assets,  a  need 
that  drains  away  c  ipital.  And  everyone  in  the  cor 
porate  world  suffers  from  spiraling  health  can 
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Productivity  gains 
in  this  recovery  are 
mostly  the  result  of 
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from  the  payroll. 

And  so  earnings 

have  benefited. 

Alas,  this  elixir 

can't  keep  working 

forever.  Look  out. 


costs,  one  area  of  the  econ 
that  hasn't  apparently  he 
about  the  end  of  inflation 

The  sober  truth  is  thatj 
ting  costs  is  the  only  rod 
profits  salvation  these 
Most  costs,  directly  or 
rectly,  are  labor.  And  that  me 
more  layoffs. 

These  announcements  j 
keep  coming.  Sprint,  for 
stance,  said  on  Nov.  24  it  woi 
lop  2,000  workers,  2.9%  of  its  payroll.  The  latest  manufactur 
employment  numbers  (six  months  through  October)  shov 
1.4%  drop,  about  in  line  with  a  year  ago.  The  average  tii 
someone  spends  unemployed  is  longer  lately,  a  fact  that  is 
encouraging  for  the  future:  It  hit  19.4  weeks  in  the  May-Ocf 
ber  period,  up  from  17.0  in  the  same  period  in  2002. 

Foolishly,  bulls  look  at  current  earnings  increases  and  jl 
more  strength  ahead.  Estimates  show  Standard  &  Poor's  5 
reported  earnings  for  the  September  quarter  were  up  27%  fr( 
a  year  ago;  operating  earnings,  which  remove  one-tii 
expenses,  were  up  18%.  Current  lofty  stock  prices  demand  eai 
ings  gains  of  20%  next  year. 

Sorry,  the  party  can't  continue.  Cost-cutting  layoffs  v 
squeeze  consumer  incomes.  Fiscal  and  monetary  stimuli,  wh 
masked  the  devastating  effects  of  layoffs  on  consumer  incom 
are  fading,  too. 

The  jump  in  mortgage  rates  this  summer  terminated  I 
mortgage  refinancings  and  home  equity  loans  that  have  tic 
people  over.  The  $400  Child  Tax  Credit,  the  only  econon 
thumping  part  of  the  2003  tax  cuts,  has  been  long  since  spen 
Wal-Mart.  The  big  bulge  in  Iraq  spending,  $52  billion  dun 
the  two-month-long  hot  war  phase,  is  history. 

The  consumers  who  have  kept  the  economy  going  are  i 
going  to  be  in  the  checkout  lines.  Their  newfound  zeal  for  & 
ing  will  pinch  spending  ftirther.  The  spillover  to  housing  \ 
break  that  bubble  (see  my  Oct.  14,  2002  column)  and  seal  • 
case  for  a  2004  recession. 

The  result:  I  foresee  a  profits  decline  next  year  with  S&P 
operating  earnings  down  9%  to  $49  per  share  and  repor 
earnings  down  13%  to  $39.  What  a  blow  to  investors  w 
believe  S&P's  estimates  of  $62  per  share  for  operating  earnij 
next  year  and  $56  for  reported  earnings.  j 

I  hate  to  be  the  bearer  of  bad  tidings.  But  if  you  expect 
economy  and  the  market  to  keep  climbing  next  year,  you  ^ 
be  sorely  disappointed. 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consulta 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilllni 
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mBES  mOCK  MARKET  COURSE. 


In  a  challenging  and  volatile  marketplace  where  investors  match 
wits  every  day  ...  and  where  fortunes  are  made  and  lost ...  this 
new  edition  of  the  FORBES  STOCK  MARKET  COURSE  will  give  you 
information  and  background  you  must  have  to  navigate  your  way 
to  profits  ...  achieve  financial  success. 

To  reach  that  goal,  you  must  have  a  thorough  understanding  of  the 
wide  variety  of  investment  vehicles  now  available  to  individuals  ...  you 
must  be  aware  of  the  investing  process  and  of  the  risks  and  rewards 
inherent  in  whatever  investment  path  you  choose  to  follow  ...  know 
how  to  interpret  a  balance  sheet ..  understand  the  complexities  of 
financial  statements  ...  the  meaning  of  the  footnotes. 

You  will  find  yourself  referring  over  and  over  again  to  the  information 
packed  into  each  of  the  13  sections  of  this  updated  new  edition. 

You  will  get  a  better  understanding  of  everything  from: 

•  Building  Capital  to  Tax-Favored  Investment  Strategies 

•  Fundamental  and  Technical  Analysis  to  Financial  Statements 

•  Derivatives  to  the  Futures  Market  and  Hedging 

•  Treasuries  to  Mutual  Funds 

Once  you  dip  into  its  pages,  you'll  wonder  how  you  ever  got  along  with- 
out this  treasury  of  vital  information.  And,  while  you  are  placing 
an  order  for  yourself,  please  remember  the  FORBES  STOCK  MARKET 
COURSE  is  a  marvelous  gift  for  students  and  those  new  to  investing 

...  an  endless  source  of  wisdom  and  information  for  professionals 
and  small  investors  alike. 

For  FORBES  readers  only ...  a  special  pre-publication  offer! 

As  a  reader  of  Forbes  Magazine  you  are  invited  to  take 
advantage  of  a  special  pre-publication  price  of  just  $99.95  ... 

save  $50  off  the  regular  $149.95  price  others  will  pay.  (Order  now 
and  we  will  waive  the  shipping  and  handling  charge!)  Please  note 
this  is  a  limited  time  offer  so  mail  your  risk-free  order  today. 
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Stock  Trends  |  By  Laszio  Birinyi  Jr. 

The  Human  Touch 


The  people-based 

auction  system 

at  the  Big  Board 

is,  to  paraphrase 

Churchill,  the 


»i«i*ii 


THE  NEWYORK  STOCK  EXCHANGE  IS,  FOR  GOOD  OR  ILL, 
a  very  human  place.  Richard  Grasso's  pay  package 
illustrates  the  very  human  failing  of  greed.  Critics  say 
human  weaknesses  prevent  the  Big  Board's  manage- 
ment from  doing  a  decent  job  policing  the  market, 
too:  How,  they  ask,  can  you  police  yourself?  But  the  biggest 
human  inadequacy  concerns  trading — the  NYSE's  system  where 
a  living  and  breathing  specialist  functions  as  the  intermediary 
between  buyer  and  seller. 

A  recent  Securities  &  Exchange  Commission  report 
accused  specialists  of  stepping  in  between  buyer  and  seller; 
instead  of  matching  their 
orders,  the  SEC  charged,  some 
specialists  abuse  their  posi- 
tions by  buying  for  their  per- 
sonal accounts  and  making 
profits  by  then  selling  the 
stock  at  a  markup  to  unsus- 
pecting investors.  It  would  be 
better,  say  the  NYSE's  detrac- 
tors, to  simply  match  orders 
via  computer,  as  Nasdaq 
does.  Eliminate  messy  human 
involvement. 

So  should  we  do  away 
with  the  traditional  auction 
system?  No.  Sentiment  is  a 
factor.  I  admit  that  after  all  my 
years  in  investing,  I  still  get  a  thrill  out  of  visiting  the  NYSE  trad- 
ing floor.  My  firm's  interns  invariably  tell  me  that  the  highlight 
of  their  summer  was  not  my  profound  insights  or  our  company 
picnic  but  their  day  visiting  1 1  Wall  Street. 

Say  what  you  want  about  the  specialist  system,  at  least  it 
gives  a  better  break  to  the  individual  investor.  The  biggest  noise 
about  abolishing  the  auction  system  comes  from  huge  institu- 
tions, which  can  use  their  heft  to  crush  the  little  guy  in  elec- 
tronic trading.  Of  course,  better  safeguards  should  be  created  to 
stop  rogue  specialists  from  abusing  their  privileges. 

To  paraphrase  Winston  Churchill,  the  NYSE  trading  setup  is 
the  worst  possible  system,  except  for  all  the  others.  Five  years 
ago  I  published  a  book  on  the  world's  trading  systems  {Global 
Equity  Markets)  that  weiglied  them  in  terms  of  such  critical  fac- 
tors as  trading  costs,  Hquidity  and  volatility  The  NYSE  won, 
despite  its  depending  on  inhtrendy  sinful  mortals. 

Nasdaq's  computer-based  trading  is  far  from  perfect.  Back 
in  2000  1  read  an  intereslii;g  Wall  Street  Journal  story  that  cast 
doubt  on  the  electronic  coinmunications  networks  that  some 
think  are  so  much  better  i        ^     7~  " 

than  people.  The  ^f^rv  I        rOfDCS 


system,  except 

for  ail  the 

other  ones. 
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detailed  how  one  marketmal 
got  orders  to  buy  a  stock  that 
total  exceeded  the  sell  orders 
10,000  shares.  This  person  to 
advantage  of  the  situation 
buying  10,000  shares,  marki 
them  up  and  making  a  qu: 
$15,000  profit. 

You  see,  the  human  elem( 
is  part  of  every  trading  proce 
And  with  spreads  squeezed  fl 
ther  since  2001  with  the  adve 
of  decimalization  (prices,  which  had  been  trading  in  fractioi 
shifted  to  pricing  in  pennies  that  year),  these  shenanigans  si 
go  on.  So  don't  tell  me  how  some  neutral  computer  kee 
traders  from  hosing  investors. 

Since  ours  is  a  market-based  economy,  check  out  wl 
the  market  thinks  of  Nasdaq:  not  much.  Shares  in  the  Nasi 
company  (ticker  symbol:  NDAQ)  trade  at  $9,  down  13%  t 
year,  while  the  Nasdaq  Composite  is  up  42%.  This  is  hard 
an  endorsement  of  that  market.  The  NYSE  is  not,  as  yet 
publicly  traded  entity.  If  it  were  public,  I'd  go  long  the  NYi 
and  short  Nasdaq. 

My  larger  concern  with  the  current  NYSE  controversy  is  th 
it  may  prompt  us  to  go  too  far.  The  British  did  that  in  1  ^)8 
when  they  completely  overhauled  their  investment  proce; 
Now  there  are  no  middlemen.  Great  transparency  pre\  ai 
meaning  that  all  the  orders  are  displayed,  making  it  like  a  poi 
game  where  every  card  is  dealt  faceup. 

Trouble  is,  this  seemingly  virtuous  arrangement  ran  m  , 
problems.  The  brokers  in  Britain  lost  money,  the  customs 
didn't  prosper,  and  only  the  computer  manufacturers  came  o  f 
ahead.  Just  last  week  I  read  that  as  a  result,  80%  of  die  Briti 
market  is  now  in  index  funds.  That  may  be  fine  up  to  a  point  i 
U.K.  investors,  but  this  80%  doesn't  get  the  chance  to  beat  tl 
market,  which  is  how  real  wealth  is  won. 

Let's  turn  to  more  important  matters  like  making  mon 
for  you.  While  my  oudook  is  positive,  I  still  fear  valuations  ai 
a  market  breadth  that  is  the  strongest  in  history  (recently  i 
50-day  average  of  NYSE  net  new  highs  was  477;  the  old  reco 
was  297).  My  advice:  Opt  for  less  return — and  more  sleep. 

Go  long  for  your  old  age  or  grandchildren.  Insurer  Progress! 
(77,  pgr),  which  trades  for  just  16  times  trailing  earnings,  is  a  sto 
I  recendy  bought,  along  with  drugmaker  Baxter  (27,  bax),  at  a 
multiple.  Home  builders  have  enjoyed  a  tremendous  move  but  si 
are  aftbrdable.  My  favorites:  OR  Horton  (42.  DHl)  and  Pulte  Homes  (( 
PHm),  both  at  10  times  earnings. 


1i 


story 


Laszio  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport,  Conn. -based  financial  consulting  fii 
Web  site:  www.lbirinyi.com.  Visit  his  home  page  at  www.forbes.com/birinyi. 
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ining  your  company  is  hard  enough. 

Forbes/IEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator 
ides  a  faster,  snnaner  way  to  make  expansion  and  relgcation  decisions.  In  addition  to 
Calculator,  this  one-of-a-kind  resource  offers  instant  access  to  relocation  hot  spots, 
es  research,  conference  resources,  a  site  selection  guide  and  links  to  Business 
cation  Guide  resources. 

lot  only  easy  —  it's  all  free  ...  from  Forbes  and  the  International  Economic  Development 
■icil^—  the  one  source  for  economic  development  information.  Go  to  vwvw.forbes.com/iedc 
give  the  Corporate  Relocation  Calculator  a  try  today.  Then  start  packing! 

act  Peter  Malloy  at  212-620-2224  for  more  information. 


Forbes 


INIERNATIONAI, 
ECONOMIC  DIVELOPMENT 

COUNCIL 


Forbes 


e  lEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator 
Drought  to  you  by  lEDC,  Forbes  and  these  featured  relocation  hot  spots: 


alachianOhio.com 


JULONGVIEy 

www.  longvicwedc  com 


; 


BISMARCK-MAN  DAN 

DEVflOPMtM  ASSOCIATION 


w\N\f^  brnda.org 


VIRGINIA'S 

HAMPTON 
ROADS^. 

ww\\iireda.coni 

Hampton  Roads  Economic 

Development  Alliance 


Newpom-  HEWS 


[mrXBCH} 
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The  Patient  investor  [  By  John  W.  Rogers  Jr. 

A  Penny  Saved  . . . 


FRUGALITY,  HUMILITY, GENEROSITY  BENJAMIN  FRANKLIN 
was  an  extraordinary  soul  who  was  the  paragon  of  these 
character  traits.  In  reading  Walter  Isaacson's  new  biog- 
raphy, Benjamin  Franklin:  An  American  Life  (Simon  & 
Schuster),  I  was  struck  by  how  this  portrait  of  a  man 
born  in  1706  epitomizes  the  most  basic  tenets  of  successful 
investing  today.  The  qualities  of  great  companies  often  mirror 
the  same  qualities  of  great  individuals  like  Franklin. 

A  man  with  diverse  interests,  numerous  careers  and  a  litany 
of  titles — statesman,  writer,  inventor,  scientist,  politician,  musi- 
cian, diplomat — Franklin  was  a  true  Renaissance  man.  Despite 
impressive  credentials,  he  was 
so  proud  of  his  modest  first 
job  that  he  always  introduced 
himself  as  "Benjamin  Frank- 
lin, printer."  Fond  of  pitching 
ideas  under  a  pseudonym, 
Franklin  was  always  careful  to 
credit  his  accomplishments  to 
others,  overlooking  his  ego  in 
the  name  of  teamwork. 

Although  the  complex 
and  vibrant  U.S.  industrial 
economy  arrived  years  after 
his  death,  Franklin's  sense  of  business  conduct  underpins  our 
modern  system  today.  He  knew  that  the  pursuit  of  profit  should 
not  slight  ethics.  A  capitalist  system  permeated  by  liars  and 
cheats  wOl  fail.  Isaacson  writes  of  how  Franklin  believed  "spiri- 
tual salvation  and  secular  success  need  not  be  at  odds,  that 
industriousness  is  next  to  godliness." 

This  is  the  man  who  also  said:  "A  penny  saved  is  a  penny 
earned."  If  the  frugal  Franklin  were  alive  today,  he  would 
be  a  value  investor.  And  I'll  wager  that  old  Ben  would  like 
these  excellent  companies,  which  are  repositories  of  what  he 
stood  for. 

Bob  Evans  Farms  (31,  bobe)  is  a  veritable  slice  of  Americana  in 
your  frymg  pan.  Founded  in  1953,  Bob  Evans  has  heeded 
Franklin's  '^nxim:  Make  haste  slowly.  With  revenue  growth  at 
vcnr  average,  the  company  sells  sausage  and 
io  retail  grocery  chains  and  also  operates 
-rants.  Although  many  of  us  are  familiar 
'■y  jingle,  "down  on  the  farm,"  Wall 
>MTiethiiig  else — the  stock's  valua- 
able  no{  only  with  its  classic  menu 
b  Evans  is  the  polar  opposite  of 


If  Ben  Franklin 

were  alive  today, 

would  he  be 

enamored  of  flashy 

tech  stocks?  No, 

he'd  have  been 

attracted  to  value. 


company's  long-term  pre 
pects,  though,  managem« 
took  this  opportunity  to  eat 
own  cooking,  so  to  speak,  bu 
ing  back  stock  at  a  discou 
and  continuing  to  do  so  reg 
larly.  Since  then  the  compai 
has  repurchased  15%  of 
shares  outstanding.  Now  it  se 
for  15  times  trailing  and 
times  forward  12-month  ear 
ings  and  at  an  11%  discount 


a  stead 

other  foi  ■•  : ,  i( 

537famiiv.  ■; 

with  the  c 
Street  has  i' 
tion.  Consisicn 
but  also  vviti    , 
flashy  and  trenU; 

At  the  tech  bull  . 
hit  a  five-year  low  of 
$12.  Confident  in  the 


,  point  in  March  2000,  Bob  Evans 

Forbes 


my  $35  estimation  of  intrinsic  worth. 

The  civic-minded  Franklin  knew  how  to  foster  communiti 
the  bedrock  of  a  nation.  He  bolstered  Philadelphia,  where 
spent  most  of  his  adult  life,  by  creating  a  lending  library,  a  voli 
teer  fire  department  and  a  college.  The  same  goes  for  Rouse 
(45,  RSE),  which  is  helping  rebuild  America  fi-om  the  ground  i 
In  the  1960s  the  company  invented  a  modern  planned  comm 
nity,  Columbia,  Md.,  an  esthetically  and  environmentally  frienc 
place  that  caters  to  a  diverse  population.  More  recently  it  p 
chased  fast-growing  Summerlin,  Nev.  With  such  projects  as  Bi 
timore's  Harborplace,  Boston's  Faneuil  Hall  and  New  Yorl 
South  Street  Seaport,  Rouse  has  revitalized  urban  centers. 

A  real  estate  investment  trust  that  mainly  specializes 
upscale  shopping  centers,  Rouse  operates  150  propertif 
including  retail,  research  and  development,  office  and  industri 
space  in  22  states.  For  the  past  decade  Rouse  has  executed  a  di 
ciplined  plan  to  upgrade  the  quahty  of  its  malls,  continua 
acquiring  and  building  prime  retail  centers  as  it  relentless 
prunes  the  weaker  ones  from  the  portfolio.  Despite  this  cor 
pany's  proven  record,  its  stock  is  undervalued.  Shares  sell  for 
times  trailing  and  forward  funds  from  operations  (roughly,  n 
income  plus  depreciation)  and  at  a  4%  discount  to  their  intri 
sic  worth,  which  I  estimate  at  $47. 

Franklin  also  published  a  newspaper  and  venerated  the  « 
of  a  fi-ee  press  in  a  democratic  society.  A  key  piece  of  this  tra< 
tion  today  is  cost-conscious  Tribune  Co.  (49,  trb).  With  1 3  dailii 
including  the  Chicago  Tribune  and  the  Los  Angeles  Times,  t 
company  is  one  of  the  nation's  top  newspaper  publishers, 
well  as  a  broadcaster  and  Web  site  operator  (50  of  them).  T 
stock  sells  for  24  times  trailing  earnings — in  line  with  the  indu 
try  average — and  20  times  forward,  and  at  a  33%  discount 
its  $73  intrinsic  worth. 

Franklin  wrote  that  "industry  and  frugality,"  two  virtu 
that  are  too  little  seen  these  days,  were  "the  means  of  procurL 
wealth."  These  three  stocks  exemplify  these  virtues. 


John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Management,  Ir 
tiie  adviser  to  the  Ariel  Mutual  Funds.  Visit  his  home  page  at  wvtrw.forbes.com/rogers. 
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Yfis.  Biit  I  By  James  Grant 


The  Case  for  Silver 


ILVER,  NO.  47  IN  THE  PERIODIC  TABLE,  IS  THE  BOSTON 
i  Red  Sox  of  precious  metals.  Many  are  its  winning 
attributes,  and  loyal  are  its  fans.  It  ought  to  win,  and  it 
I  will  win,  but  it  hasn't  won  in  a  long  time.  Following  is 
the  thumbnail  bullish  case  for  the  commodity  vari- 
ously known  as  the  "white  metal,"  the  "poor  man's  gold"  and — 
with  a  nod  to  its  storied  volatility — the  "restless  metal." 

Silver  is  strong,  malleable  and  ductile.  It  is  a  superb  conduc- 
tor of  electricity.  It  is  endlessly  useful,  with  applications  in 
industry,  medicine,  photography,  the  arts  and,  yes,  speculation. 
It  seems  to  do  everything  but  enrich  its  long-suffering  holders 
(of  which,  to  declare  an 
interest,  I  am  one). 

What  is  the  bearish  case 
for  silver?  That  was  delivered 
in  the  form  of  a  Sept.  25 
announcement  by  Eastman 
Kodak.  Henceforth,  the  film- 
and-camera  giant  said,  it  will 
invest  much  less  in  conven- 
tional photography  and 
much  more  in  the  digital 
kind.  The  silver  price, 
around  $5.30  an  ounce  at 
the  time  of  the  news,  crum- 
pled. Two  weeks  later  the 
quote  was  $4.8 1 . 

As  there  is  a  Red  Sox 
Nation,  so  there  is  a  Planet  Silver.  Upon  hearing  the  Kodak 
news,  the  inhabitants  of  this  small  spheroid  sighed.  Defeat  was 
snatched  from  the  jaws  of  victory — again. 

But  wait:  The  apparently  devastating  bearish  news  was 
absorbed  and  brushed  aside.  True,  200  million  ounces  of  silver 
are  earmarked  for  photographic  film  every  year,  about  24%  of 
estimated  world  consumption  in  2002.  But  the  market  knows 
all  about  digital  imaging.  The  market  knows  that  conventional 
photography,  although  it  will  not  be  tomorrow's  technology, 
will  not  just  disappear  tomorrow,  either.  It  wUl  dwindle,  even  as 
new  applications  for  silver  come  to  the  fore.  As  a  result  the  silver 
price  has  Xuined  back  up.  The  metal  trades  today  at  about 
where  it  did  Wr.zv,  Kodak  unloaded  its  news. 

What  are  thcx  acw  applications?  "Invisible  silver,"  a  trans- 
parent coating  of  silver  on  double-pane  thermal  windows,  is 
one.  But  the  major  i  joming  use  for  silver  is  the  ancient  mone- 
tary one.  The  metal  that  "sed  to  be  money  will  serve  as  a  store 
of  value  once  again. 

The  dominant  global  rpoaetary  asset  is,  of  course,  the  dol- 
lar. But  what  is  a  dollar?  It  is .  piece  of  paper  (or  an  I  «^-|-i     « 
electronic  impulse)  of  no  intrir  ;.ic  value.  The  dollar  I  ■^•fOrPCS 
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Gold  may  well  be  a 
better  monetary 

asset,  but  the  white 

metal  has  many 

more  practical 

uses,  from  the  arts 
to  medicine.  And 
its  consumption 

exceeds  its  output. 


is  money  by  dint  of  gov 
ment  fiat.  The  eminent  mont; 
tary  theorist  Ben  S.  Bernai 
now  a  governor  of  the  Fede 
Reserve  Board,  has  obser 
that  the  cost  of  producin 
dollar  is  trifling  and  that 
government  can  produce 
many  dollars  as  it  wants.  H( 
stated  in  his  official  capac 
during  the  recent  deflatioi ' 
fright.  So  saying,  Bernanke  h 
lent  the  establishment's  prestige  to  the  fringe-dwelling  gi 
and  silver  bugs.  1 

We  nonestablishmentarians  have  watched  as  more  ar  ' 
more  dollars  have  poured  into  the  world's  payments  stream.  \' 
have  tried  to  imagine  ourselves  at  the  helm  of  one  of  the  dol  I 
collecting  Asian  central  banks.  And  we  have  decided  that,  it 
were  running  the  operation,  we  might  do  a  litde  discreet  doll 
selUng.  As  a  hedge  against  the  Fed's  doing,  if  pressed,  exaci 
what  Bernanke  said  it  could — and  would — do,  we  would  bu) 
Little  gold  and  silver. 

Gold  is  a  better  monetary  asset  than  silver,  but  silver  h 
better  supply-and-demand  characteristics  than  gold.  Sim  1 
the  Silver  Institute  began  keeping  track  in  1990,  silver  cor 
sumption  has  annually  outpaced  silver  production,  and  n 
by  a  little.  The  cumulative  13 -year  difference  adds  u| 
1  billion  ounces. 

You  can't  just  print  silver:  You  have  to  dig  it  up.  And  vo 
don't  just  dig  it  up,  either.  You  have  to  find  it.  And  withoui 
necessary  prerequisites  (land,  labor,  capital,  environment 
permits)  you  can't  just  find  it.  Hence,  relative  to  the  gi 
and  growing  supply  of  dollar  bills,  there  isn't  a  lot  of  silvei 
go  around. 

William  A.  Fleckenstein,  a  silver  bull  from  way  back  an 
a  director  of  Pan  American  Silver  Corp.,  a  mining  compan  ^^ 
says  that  a  reasonable  estimate  of  the  total  aboveground  sii  f, 
ver  stock  would  be  20  billion  ounces.  Perhaps  two-thirds  f 
that  20  billion  are  unavailable  to  the  market,  at  least  at  pn 
vailing  prices.  Best  estimates  of  "liquid"  silver — bullion  an 
nonnumismatic  coins — run  to  no  more  than  400  million  1 
1  billion  ounces,  at  the  high  end,  only  a  little  more  iha 
$5  billion  worth. 

In  1980,  in  an  epic  miscalculation  by  the  Hunt  brothers,  a 
price  of  silver  peaked  at  $49  an  ounce.  I  am  counting  on  the 
rial  epic  miscalculations  of  the  Fed  and  the  Treasury  to  p 
the  price,  if  not  back  to  $49,  at  least  a  little  closer  to  it. 


James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer.  Visi 
home  page  at  www.forbes.com/grant. 


* 


I      ^UA^T-E^m^Clc.  OR  FAKE? 
BARGAIN  OR  RIPOFF 


^£p//e 


THE  Forbes 


Collector 


TEACH   YOU  THE   DIFFERENCE 


You've  tasted  success.  Now  you  want  to  find  objects  of  beauty  and  meaWinQTa'^enMdnce  youHifec^fsybe  you're 
Interested  in  American  landscape  painting  ...or  classic  automobiles  ...or  modern  photograph^'~!:ydr  game-used 
jerseys  of  baseball's  greatest  legends.  In  the  clubby,  unregulated  world  of  galleries  and  auction  houses,  it  can  be 
hard  to  know  who  to  trust  . . .  harder  still  to  understand  quality  and  value  . . .  and  virtually  impossible  for  an  un- 
trained eye  to  spot  clever  restorations  and  fakes.  Who  better  to  help  you  navigate  this  world  than  our  newest 
publication,  THE  FORBES  COLLECTOR. 


nk  of  a  better  way  to  introduce  you  to  THE  FORBES  COLLECTOR 
illing  you  a  story  about  my  father,  Malcolm. 

ng  boy  fie  was  fascinated  by  the  dramatic  history  of  Russia's 
Dynasty,  and  the  intriguing  relationship  between  Czar  Nicolas  II 
i/eler  named  Peter  Carl  Faberge.  Some  years  later,  shopping  for  a 
y  mother,  he  was  captivated  by  the  fantasy,  artistry  and  history  of 
quisite  Faberge  egg. 

St  major  Faberge  acquisition  did  not  take  place 
5,  when  the  famous  Duchess  of  Marlborough 
!  up  for  auction.  Overcome  at  the  prospect  of 
this  spectacular  piece,  Malcolm  ended  up  pay- 
/  three  and  a  half  times  its  estimated  price — 
',000. 

out  "buyer's  remorse!" 

ating  himself  for  months  at  having  "overpaid,"  my  father  met 
r  Schaffer,  then  the  leading  authority  on  Faberge  in  the  U.S.,  who 
d  that  it  was  he  who  was  the  next  highest  bidder,  and  assured 
that  he  had,  in  fact,  made  a  great  buy  of  an  extraordinary  work  of 
y,  the  exquisite  Imperial  Easter  eggs,  of  which  only  45  are  knov^n  to 
for  millions. 

len  fortunate  in  that  the  value  of  the  pieces  you  can  now  see  in  the 
allery  in  New  York  have  gone  up  substantially.  Some  financial 
allocating  10-15%  of  your  portfolio  to  investments  in  art 


suggest 


collectibles  as  an  alternative  place  to  preserve  and  grow  wealth 

a  study  conducted  at  New  York  University's  Stern  School 
less  reports  that  art  has  consistently  OUTPERFORMED  the 
through  good  times  and  bad. 

jid  never  tell  you  to  think  of  collecting  as  just  another  investment! 
ifetime  of  collecting,  my  father  advised,  "Buy  only  what  you  like. 
a  work  by  the  joy  and  satisfaction  it  will  bring." 

igs  me  to  tell  you  about  the  exciting  new  FORBES  COLLECTOR 

vite  you  to  join  us  at  a  special  introductory  Charter  Subscriber  rate 
three  FREE  gifts. 

ne,  no  one  is  born  as  a  smart  collector.  It's  an  acguired  skill. 

ither  your  passion  leads  you  to  collect  fine  furniture,  art,  vintage 

ine,  sports  memorabilia,  rare  bool(s  or  movie  posters,  THE 

K  COLLECTOR \N\\\  help  you  avoid  "Buyer's  Remorse"  ...  the  terri- 

f  paying  too  much  ...  of  overestimating  the  rarity  and  value  of  a 

momentary  excitement  of  making  a  purchase. 


Here's  what  to  expect  in  each  monthly  issue 


"  A  monthly  overview  of  the  collecting  markets 

-  Detailed  guidance  on  specific  collecting  areas:  top  artists,  dealers 
and  conservators,  the  state  of  the  market  and  specific  criteria  for  value 

-  How  to  spot  hidden  problems  and  signs  of  fakery 
"  Top  lots  and  hidden  gems  of  upcoming  auctions 

'  An  insider's  view  of  important  and  rarely  seen  private  collections 
Tutorials  on  how  to  understand  the  good,  better  and  best 
of  specific  collectibles 

PLUS  3  VALUABLE  FREE  REPORTS  TO  GET  YOU  STARTED: 


#1 
#2 
#3 


ART  ADVISERS:  THE  GOOD,  THE  BAD  AND  THE  UGLY 
SECRETS  OF  ONLINE  AUCTION  BUYING 
SEVEN  LITTLE-KNOWN  ONLINE  AUCTION  SITES 


SIGN  UP  NOW  FOR  A  RISK-FREE  TRIAL! 


Yes,  sign  me  up  for  a  one-year  (12  monthly  issues)  subscription  to 
THE  FORBES  COLLECTOR  and  to  receive  3  special  reports  absolutely 
FREE.  The  regular  online  subscription  fee  is  $1 99,  but  by  signing  up  now  I  am 
eligible  for  the  specially  discounted  rate  of  only  $79.  I  understand  that  I  can 
cancel  my  subscription  at  any  time  for  30  days  and  receive  a  full  refund. 

Please  check  one: 

U  $79  email  only       □  $99  print  copy  and  email 

□  Enclosed  is  my  check  or  money  order,  payable  to  Forbes,  or 

□  I  prefer  to  pay  by  credit  card. 

Please  charge  my  □  Visa  □  Mastercard  □  American  Express 

Card  Number 

Exp.  Date 

Signature 

Please  send  the  newsletter  to  my  attention  at: 

Name 

Add  ress 

City,  State  and  Zip 

Email  address 


Mail  to:  Howard  Luks,  Forbes  Newsletter  Group 
28  West  23rd  Street,  10th  floor,  New  York,  NY  10010 

For     Faster     Service 


Go  to  www.forbes.com/collector 
or  CaU  (212)  367-3381  or  Fax  this  page  to  (212)  367-3371 


Health 


Bull's-Eye 


A  much-touted  cancer  treatment  could  end  up  fighting  something  complete 
different:  the  dreaded  macular  degeneration  I  by  zina  moukheiber 


SELWYN  PASKOWITZ  WAS  DRIVING  SIX  YEARS  AGO 
when  suddenly  out  of  his  left  eye  he  saw  roadside 
lamp  poles  freakishly  warp.  Less  than  a  year  later 
Paskowitz  could  no  longer  make  out  people's  faces, 
and  dusky  blotches  like  something  out  of  a  Mark 
Rothko  painting  marred  his  central  vision.  "It  was 
annoying,"  says  the  65-year-old  retired  naval  officer,  a  bit  stoically 
Paskowitz  is  one  of  nearly  9  million  Americans  suffering 
from  age-related  macular  degeneration,  or  AMD,  the  leading 
cause  of  blindness  in  people  over  50.  Eight  out  of  ten  people 
with  AMD  have  the  milder,  "dry"  form  of  the  disease,  but  that 
can  develop  into  the  more  serious,  "wet"  form  of  AMD  that 
accounts  for  90%  of  the  afQicted  population's  vision  loss.  AMD 
can  distort  and  block  central  vision  within  days  of  its  onset,  or 
slowly  darken  the  world  over  years.  The  television  drama  ER  ran 
a  purplish  three-episode  story  with  Bob  Newhart  playing  a 
builder  of  architectural  models  who  develops  AMD,  descends 
into  depression  and  finally  puts  a  gun  to  his  head.  While  there  is 
no  cure,  suft'erers  can  still  see  well  from  the  periphery  and  may 
be  affected  in  only  one  eye. 

The  federal  National  Eye  Institute  in  Bethesda,  Md.  estimates 
that  every  year  260,00''  people  wUl  develop  the  disease,  and  the 
rate  will  increase  as  the  (\-;)nl,uion  ages.  "It's  an  epidemic,"  says 
Frederick  Ferris,  an  opluirdmologist  at  the  institute. 

Pharmaceutical  conii  -.ies  have  largely  overlooked  AMD, 
spending  more  time  anci  eftb  t  treating  cataracts  and  glaucoma, 
the  latter  of  which  affects  3  mi!!ion  Americans.  Clinical  trials  for 
an  AMD  drug  cost  ten  times  than  a  glaucoma  trial  because 


the  latest  imaging  technology  to  examine  the  retina  is  expei 
as  are  the  lengthy,  comphcated  tests  to  diagnose  AMD. 

The  only  AMD  treatment  on  the  market  now  is  Visud 
laser-activated  drug  from  QLT  Inc.  and  Novartis  that  s' 
blood  vessels  from  leaking.  Approved  three  years  ago  by 
Food  &  Drug  Administration,  Visudyne  treats  only  a  partici 
type  of  macular  degeneration  that  afQicts  25%  of  all  wet 
patients.  Though  it  generates  $350  million  in  annual  sales, 
dyne  hasn't  lived  up  to  its  original  hype,  with  most  patients 
tinning  to  lose  their  vision. 

But  promising  new  treatments  for  macular  degeneratioi 
on  their  way,  emerging,  in  an  unlikely  twist,  from  cai 
research.  Fighting  both  wet-form  AMD  and  malignant  tu: 
depends  partly  on  squelching  new  blood-vessel  growl 
process  known  as  antiangiogenesis.  In  dry  AMD  vision  is  mi 
by  yeUow  deposits  called  drusen.  But  in  wet  AMD  rogue  cap! 
ies  invade  the  retina,  the  thin  film  along  the  back  of  the  eye 
transmits  images  in  the  form  of  electrical  signals  to  the  br 
The  spreading  blood  vessels  leak  their  plasma  under  the  maci 
a  quarter-inch-wide  area  that  controls  central  vision.  The  m 
ula  swells  and  scars,  robbing  the  eye's  ability  to  see  dire 
ahead;  peripheral  vision  remains  intact.  "Macular  degenerat 
is  like  cancer.  You  have  very  aggressive,  abnormally  growing 
sels  that  are  hard  to  turn  off,"  says  Carmen  Puliafito,  opht 
mology  chairman  at  the  University  of  Miami  and  an  un{ 
adviser  on  Macugen,  an  antiangiogenesis  drug  now  in  testin 

Harvard  Medical  School's  Judah  Folkman  pioneered 
field  of  angiogenesis  in  the  1960s,  but  it  wasn't  until  1989 
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he  center  of  the  retina  that  controls 
central  vision.  In  the  wet  form  of 
:ular  degeneration,  porous  blood 
sels  behind  the  retina  proliferate 
:ontrollably,  leaking  plasma  under 
macula  and  causing  it  to  swell  and 
X.  Slowly  but  surety,  the  damage  robs  a 
of  the  ability  to  see  straight  ahead. 


Normal  Macula 
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►  By  the  Numbers 

Age  40  seems  to  be  when  things 
go  downhill  for  Americans' 
vision,  at  least  according  to 
government  statistics. 


This  is  what  the  world  looks  like 
to  those  with  age-related  macular 
degeneration.  It's  a  frustrating  disease 
with  no  cure,  yet. 

Genentech  researcher  Napoleone  Ferrara  first 
isolated  a  protein  crucial  to  angiogenesis  called 
vascular  endothelial  growth  factor,  or  VEGF. 
Genentech's  first  anti-VEGF  drug,  the  colon- 
cancer  fighter  Avastin,  has  huge  expectations 
and  is  anticipated  to  be  approved  in  2004. 

Macular  degeneration  drugs  from  Eyetech 
Pharmaceuticals,  Genentech  and  Genaera  are  all 
targeting  VEGF.  Genentech's  Lucentis,  now  in 
final-stage  trials,  is  a  chemical  fragment  of 
Avastin.  Ophthalmic  giant  Alcon  Laboratories 
just  completed  a  late-stage  trial  for  its  drug 
Retaane,  a  modified  steroid  that  targets  enzymes 
produced  by  stimulated  blood  vessels. 

But  the  leading  candidate  right  now  appears 
to  be  Macugen,  from  Eyetech,  based  in  New 
York.  In  November  the  company  released  results 
from  a  1,200-patient  trial.  The  drug,  which  is  ,_^  ......„.„g,..,j„  .,„..  ^^,„^. 

delivered  through  an  injection  in  the  eye,  improved  vision  in  6%      read  an  additional  three  lines  on  an  eye  chart.  The  result* 
of  patients  at  the  end  of  one  year,  defined  as  the  ability  to  read      excited  Pfizer  enough  that  it  agreed  last  year  to  pay  up 
more  than  three  lines  on  an  eye  chart  (22%  were  able  to  read  at      $745  mUlion  to  codevelop  and  market  Macugen. 
least  one  more  line).  More  good  news:  70%  had  less  than  a  three-  The  drug  may  still  fail  to  win  approval,  and  some  patic 

line  loss  of  vision,  compared  with  55%  in  the  group  that  was      will  squirm  at  the  idea  of  getting  poked  in  the  eye  with  a  nee 
given  a  sham  injection.  "The  goal  is  to  Irv'  to  retain  as  much  vision      every  month  or  so.  Patients  run  the  risk  of  infection,  which  . 


chief -executive,  and  Adamis,  chief  scientist, 
declined  to  speak,  citing  the  company's  regula- 
tory "quiet  period." 

Adamis  had  worked  in  Folkman's  lab 
Harvard  in  the  early  1990s  and,  in  1994,  pul 
lished  his  discovery  that  patients  with  maculaij 
degeneration  have  high  levels  of  VEGF  protein'^ 
in  the  affected  eyes,  causing  blood  vessels  to' 
proliferate.  His  work  caught  the  attention  - 
Nebojsa  Janjic,  a  director  of  drug  discover 
NeXstar  Pharmaceuticals,  a  biotech  firm 
Boulder,  Colo.  Janjic  had  developed  a  car 
drug  using  an  aptamer,  or  small  string  of  v 
thetic  RNA,  that  binds  to  one  of  the  five  knci 
forms  of  VEGF  protein  and  prevents  it  froi 
docking  to  its  receptor  on  the  endothelial  v 
and  sending  out  a  signal  for  vessels  to  grow, 

But  the  aptamer  didn't  hold  up  to  scrutiny , 
failing  to  stop  tumor  growth  in  rats.  Aptamos  i 
were  also  expensive  to  manufacture.  After  read  i 
ing  Adamis'  paper,  Janjic  guessed  that  the  o 
might  make  a  better  candidate,  since  smi. 
amounts  of  the  anti-VEGF  drug  could  be  deliv  i 
ered  locally,  causing  blood  vessels  to  shrivel  up  ' 

In  1996  Janjic  met  with  Adamis,  wh 
along  with  colleague  David  Guyer,  helpec 
NeXstar  design  clinical  trials  for  what  woulc  r 
become  Macugen.  In  1999  NeXstar  enrollec 
the  first  patients,  but  then  Gilead  Scier 
acquired  the  company.  Gilead,  focused 
antivirals,  decided  to  sell  the  drug.  Guyer  j 
Adamis  were  more  than  happy  to  buy  it 
February  2000  they  formed  Eyetech,  raiv 
$35  million  in  venture  capital  and  licen 
Macugen,  paying  Gilead  $7  million  up  from  t 
with  up  to  $25  million  more  in  future  mile  ' 
stone  payments,  plus  royalties. 

Although  only  a  handful  of  patients  \\ 
tested  for  three  months,  the  initial  results  wci 
very  encouraging,  with  25%  of  patients  able  U'  , 


as  possible,"  says  Puliafito.  Eyettch  could  file  for  approval  early 
next  year.  If  approved,  Macugen  could  potentially  treat  all  three 
types  of  wet-form  macular  degi.  neration. 

Founded  in  2000  l)y  ophthalmologists  David  Guyer,  43,  and 
Anthony  Adamis,  44,  Eyetech  has  raised  $143  million  in  venture 
money  and  in  September  filed  for  a  public  offering.  Guyer,  who  is 
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lead  to  blindness  and  retinal  detachment.  In  Macugen 's  trial 
patients  out  of  890  injected  developed  such  complication 
(Genaera's  goes  in  the  arm,  and  Retaane  uses  a  blunt  tube  th 
swerves  around  the  eyeball).  "I'm  pretty  sensitive  when  peo| 
start  messing  with  my  eyes,"  says  Paskowitz.  "The  treatment  Ik 
to  be  100%  effective."  r 
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A  Pinch  of  Poison 

Radiation  is  good  for  you?  Some  spas-and  a  few  scientists-insist  that  in  small  doses  It  is. 

BY  EMILY  LAMBERT 


EST,  RELAXATION  AND  RADIOACTIVITY:  IT'S  NOT 
■vorybody's  prescription  for  good  health.  Yet  at 
places  iike  Bad  (.  -.ttin  in  the  Austrian  Alps,  visi- 
ter iS  crave  alpha  particles  as  nnich  as  California  spa 
goers  clamor  for  seaweed  wraps.  The  Radium  Palace 
C/ech  Republic,  buill  in  1912  and  renovated  in  1997, 

innfs      |.-    (>    R    B    E    S   .    DocoinbLT  22,  2003 


offers  underwater  massages  in  irradiated  waters. 

In  the  U.S.  you  won't  yet  find  radon  offered  at  Can; 
Ranch — but  never  say  never.  "There  are  some  people  [for  wh( 
I  might  theoretically  suggest  radon  treatment,"  says  the  ran( 
medical  director  and  physician,  Mark  Liponis. 

So,  what's  this  theory  that  a  known  carcinogen  is  good  for  y 
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OCKY  MOUNTAINS  HALFWAY  BETWEEN 
i  and  Butte.  Mont.,  a  resort  property 
or  sale  at  $475,000.  For  that  you 

beautiful  acres  (28  of  them  leased 
he  Bureau  of  Land  Management). 


3  houses,  a  fish  pond,  a  motel,  14  recre- 
ational-vehicle hookups  and  2  radon- 
burping  former  gold  and  silver  mines— not 
to  mention  wolves,  coyotes,  elk  and  bears. 
The  mines  are  the  main  attraction.  The 
underground  amenities  include  a  "water- 
fall room,"  where  radon-rich  water  cas- 
cades down  rock,  and  exercise  equipment 
for  health-seekers  who  want  to  breathe 
radon  while  they  work  out. 


Owners  Patsy  Alverson  and  her  hus- 
band, William,  both  63,  bought  the  place  II 
years  ago,  at  a  time  when  she  suffered  from 
arthritis.  Insisting  she  has  been  helped  by 
the  mines'  salubrious  rays,  she  says  they're 
ready  to  move  on.  The  property,  on  the  mar- 
ket for  a  year,  has  attracted  lookers  but  no 
buyers.  "Radon  scares  people,"  she  sighs. 
"If  we'd  advertised  it  as  a  hunting  lodge,  it 
probably  would  have  sold  by  now."    ~E.L. 


controversial  thesis  of  University  of  Massachusetts  toxicol- 
nci  school  of  public  health  professor  Edward  Calabrese  that 
doses  of  certain  poisons  may  have  the  paradoxical  effect  of 
ening  life  spans.  Radon  might  be  such  a  substance, 
don  is  a  gas,  a  product  of  decaying  radium  and  an  emitter  of 
les.  It's  blamed  by  public  health  officials  for  an  estimated 
)  to  22,000  U.S.  lung-cancer  deaths  annually  The  Environ- 
i  Protection  Agency  calls  radon  "extremely  toxic,"  and  the 
rd  Center  for  Risk  Analysis  in  1998  listed  it  as  the  most  fre- 
cause  of  premamre  death  from  a  hazard  in  the  home.  In  1988 
door  Radon  Abatement  Act  led  to  a  more  than  $  100  million- 
industry  devoted  to  eradicating  radon  from  residences. 
t  at  hot  springs  and  thermal  spas  where  radon  typically  is 
in  the  air  or  water  along  with  carbon  dioxide,  sulphur 
and  trace  elements  of  other  minerals,  health-seekers  sing  its 
s.  Its  fans  will  tell  you  that  it  relieves  a  variety  of  ills — from 
■la,  hay  fever  and  sinus  infections  to  chronic  pain,  arthritis, 
mation  and  migraine. 
?ss  than  a  century  ago  radium  was  called  "liquid  sunshine" 
ppeared  as  an  ingredient  in  everything  from  toothpaste  to 
onic.  People  believed  it  was  good  for  the  body,  and  its  pres- 
jecame  a  selling  point  for  spas  and  hot  springs  in  Arkansas, 
fork  and  Massachusetts.  Its  heyday  ended  with  die  well-pob- 
d  death  at  51  of  Pittsburgh  steel  millionaire  and  sportsman 
M.  Byers,  who  drank  a  daily  dose  of  two  2.2-ounce  bottles 
iium-laced  water,  which,  he  said,  made  him  feel  zippy  By 
me  he  keeled  over  in  1932,  he  had  lost  not  only  zip  but  teeth, 
of  his  having  been  pulled  in  an  attempt  to  stop  bone  decay 
)orted  abscesses  and  had  shrunk  to  92  pounds, 
ow  some  scientists  are  giving  radium,  radon  and  other  tox- 
second  look.  If  Calabrese  is  right,  a  wide  range  of  toxic 
licals  and  dangerous  rays  do  not  follow  the  linear  dose/ 
)nse  curve  that  has  long  been  taken  as  gospel  in  environ- 
al  science.  "Linear"  here  means  that  if  a  certain  dose  kills  5% 
e  lab  rats  (or  people)  exposed,  then  a  hundredth  of  that  dose 
dll  0.05%.  Calabrese  says  that  many  poisons  follow,  instead, 
haped  curve:  The  deadi  rate  goes  down  as  the  dose  climbs 
zero  to  a  certain  small  amount,  what  you  could  call  the  op- 
exposure.  Only  at  larger  doses  does  the  mortality  curve 
ge  course  and  head  upward.  This  theory  of  toxicity  goes  by 
ame  "hormesis." 

"he  phenomenon  has  been  known  to  laboratory  scientists  for 
y  years:  Rats  exposed  to  slightly  higher  than  natural  doses  of 


radiation  live  longer  than  ones  with  natural  exposure.  A  plausible 
explanation  is  that  small  doses  of  carcinogens  whip  cellular  defense 
systems  into  shape,  repairing  mutations  in  an  animal's  DNA  caused 
by  either  this  toxin  or  any  of  the  other  insults  that  flesh  is  heir  to. 

Does  it  work  in  humans  as  weO?  Maybe.  And  what's  the  right 
dose?  No  one  knows.  But  perhaps  for  radon  concentration  in  the 
air,  a  radiation  level  of  5  to  10  picocuries  per  liter  is  about  right 
for  maximum  benefit,  speculates  Myron  Pollycove,  a  professor 
emeritus  of  laboratory  medicine  and  radiology  at  the  University 
of  California,  San  Francisco.  That  assumes  you  spend  12  hours  in 
the  radon-laden  air  daily.  For  radon-infested  bathwater,  the 
"good"  level  could  be  much  higher.  Ten  picocuries  per  liter  is 
just  3%  the  level  you  might  get  in  your  well  water  if  you  lived  in 
much  of  Chester  County,  Pa..  It's  a  fraction  of  the  18,000  pic- 
ocuries/liter  at  Bad  Gastein's  thermal  springs  and  the  115,000 
picocuries/liter  at  the  Radium  Palace. 

All  this  scientific  debate  hasn't  yet  roUed  waters  at  Europe's 
medically  oriented  spas.  The  four-star  Thermal  Hotel  on  Hun- 
gary's Lake  Heviz,  for  example,  offers  one  to  four  weeks  of 
radioactive  relaxation  for  as  little  as  $547  per  week.  Heviz,  with  its 
low  level  of  radon,  is  not  the  only  option.  There  is  radon  at  spas  in 
Bad  Brambach,  Germany,  and  Ischia,  Italy,  among  other  places. 

In  British  Columbia  the  Fairmont  Hot  Springs  Resort,  not  far 
from  Banff,  Alberta,  boasts  dissolved  radium  in  its  swimming  pools 
(2.7  picocuries/liter),  and  the  nearby  town  of  Radium  Hot  Springs 
offers  visitors  two  outdoor  radium  pools — one  hot,  one  cold — 
each  of  which,  says  Parks  Canada,  inflicts  on  a  bather  about  as 
much  radioactivity  as  a  watch  with  a  luminous  dial.  "I  think  it  re- 
duces stress,"  says  Wendy  Klein,  51,  an  account  executive  for  Part- 
ners in  Planning,  a  financial  services  company,  who  spent  an  hour 
soaking  before  treating  herself  to  a  hot-stone  massage.  "I  let  all  my 
thoughts  of  business  go  and  just  kind  of  enjoyed  the  moment." 

In  southwestern  Montana  there  are  five  underground  radon 
facilities — some  former  uranium  and  sflver  mines — which  to- 
gether welcome  upwards  of  1,000  health-seekers  per  year.  Pa- 
trons go  below  ground  to  play  cards,  sleep,  exercise  and  work  on 
laptops — all  the  while  inhaling  air  that  can  have  1,700  picocuries 
of  radon  per  liter  (about  1,300  times  as  much  as  air  in  the  aver- 
age home).  One  such  property  currentiy  is  for  sale  (see  box).  "It's 
more  homey  than  luxurious,"  says  Pollycove,  who  visited  the 
Free  Enterprise  Radon  Health  Mine  in  Boulder,  Mont,  once  to 
lecture  on  hormesis.  He  says  he  didn't  stick  around  long  enough 
to  notice  any  health  benefits.  F 
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FREE  VIDEO  reveals  why  prominent  attorney  left 
practice  for  goldmine  business  providing  low-cost 
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exceptional  income,  ideal  lifestyle  and  prestige 
representing  these  important  services  to  business 
owners,  professionals  and  families  in  your  area. 
Local  appointments  available.  You  earn  large 
initial  fees  plus  renewals.  As  few  as  10  clients 
yields  as  much  as  $64,000.00  income.  Work  from 
home,  no  overhead,  flexible  hours  you  control.  No 
franchise  fee.  Fast  start.  Full  training  and  support. 
Proven  business  system.  No  special  education, 
financial  background  or  sales  experience  required. 
24-hour  free  recorded  message:  (800)  653-4497 
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Call  602-346-5017 
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THQIIRHT 

On  the  Business  of  Life 


■  he  hrtlhant  floodlighting  of  the  RCA  Building  in  Rockefeller  Center  during  the  holidays 

■  reminds  us  anew  what  an  extraordinarily  beautiful  piece  of  architecture  that  slenderly 
-A.      soaring  old  Depression-born  edifice  is.  Over  the  holidays  its  born-agcdn  impact  was  shared 

with  the  Center's  famed  Christmas  tree  at  the  apex  of  the  walk  of  trumpeting  angels.  Christmas  trees 
and  wreaths  and  trumpets  and  ribbons  appropriately  come  and  go  with  Christmas.  But  the  glory  of  the 
fabulous  RCA  Building  will  do  its  uplifting  the  whole  year  round.  —MALCOLM  S.  FORBES  ( 1985) 


Santa  Claus  has  the  right  idea: 
Visit  people  once  a  year. 

—VICTOR  BORGE 


You  cant  beat  the  gentiles  in  December. 
We  were  stupid  to  make  Hanukkah  then. 
—RALPH  SCHOENSTEIN'S  GRANDPOP 


Thanksgiving  comes  after  Christmas 
for  people  over  30. 

—PETER  KREEFT 


Christmas  is  Christ's  revenge  for  the 
crucifixion. 

—ANONYMOUS 


Christmas,  children,  is  not  a  date.  It  is  f  i 
state  of  mind. 

—MARY  ELLEN  CHA 


The  magi,  as  you  know,  were  wise  men- 
wonderfully  wise  men  who  brought  gifts 
to  the  Babe  in  the  manger.  They  invei 
the  art  of  giving  Christmas  presents. 


— O.  HKN, 


The  three  stages  of  a  man's  life: 

1.  He  believes  in  Santa  Claus; 

2.  He  doesn't  believe  in  Santa  Claus; 

3.  He  is  Santa  Claus. 

—ANONYMOUS 


What  I  don 't  like  about  ojfice 
Christmas  parties  is  looking  for 
a  job  the  next  day. 

—PHYLLIS  DILLER 


/  never  believed  in  Santa  Claus  because  1 
knew  no  white  dude  would  come  into 
neighborhood  after  dark. 

—DICK  GREGi 


Santa  is  even-tempered.  Santa  does 
not  hit  children  over  the  head  who  kick 
him.  Santa  does  not  have  a  three-martini 
lunch.  Santa  does  noi  borrow  money 
fi-om  store  employees.  Santa  wears  a 
good  deodorant. 
— TF.MP  AGENCY  s,      ta  GUiDELINES 


The  Supreme  Court  has  ruled  that 
they  cannot  have  a  Nativity  scene  in 
Washington,  D.C.  This  wasn't  for 
religious  reasons.  They  couldn't  find 
three  wise  men  and  a  virgin. 

—JAY  LENO 


A  Text... 

Thou  shoit  open  thine  hand  wide 
unto  thy  brother,  to  thy  poor,  and 
to  thy  needy,  in  thy  land. 

—DEUTERONOMY  1 


I 


Christmas  is  the  race  to  see  which 
gives  out  first — your  money  or 
your  feet. 

—ANONYMOUS 


Sent    in    by    Enos    Heisey,    Palmyra, 
What's  your  favorite  text?  Forbes  Boo 
Quotations:  Thouglits  on  the  Business  of  Li 
given  to  senders  of  Bible  texts  tliat  are  use< 


More  than  14,000  "Thoughts,"  arranged  alphabetica 
subject,  are  available  in  a  900-page,  one-vo 
deluxe  edition,  Forbes  Book  of  Qiiotahorts:  Thoughts  c 
Btisiiiess  of  Life.  The  price  is  $40,  plus  $3.50  shippin) 
$1  per  item  for  handling  (add  applicable  sales 
To  order,  please  call  toll-free,  1-800-876-6556, 
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